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CD 


To:   switchersdappte.com 
Cc:  ~ 


Subject:    It  just  works. 


I've  been  a  Windows  LAN  administrator  (yes,  Windows)  for  about  five  years 
now,  but  I  recently  went  out  and  bought  myself  an  Apple  (yes,  an  Apple).  I've 
been  so  happy  with  it,  because  it's  a  machine  that  just  works,  that  I  took 
some  time  on  a  Saturday  afternoon  to  write  in  to  Apple  about  why  I  converted 
from  Windows  to  Mac. 

At  work,  I  deal  with  PCs  all  day  long  and  I  can  say,  without  exaggeration, 
that  keeping  those  Windows  machines  running  is  a  constant  struggle.  And 
while  I  don't  mind  fighting  with  computers  on  my  employer's  time,  I  want 
to  come  home  to  something  that  doesn't  drive  me  nuts.  I  don't  have  time 
to  fool  around. 

I  just  want  something  that  works,  and  that's  why  I  use  a  Mac. 


Aaron  Adams 

Windows  LAN  Administrator 


A 


Aaron  Adams  wanted  a  computer  that  'just  works"  unlike  the  PCs  he's  paid  to  fix  all  day. 
To  learn  how  easy  it  is  for  you  to  own  an  Apple,  go  to  apple,  com/su  itch. 
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Today  not  a  single  one  of 

our  Investment  Consultants 

was  paid  a  commission. 


There's  never  been  a  better  time 
for  Charles  Schwab^ 


At  Charles  Schwab,  our 
Investment  Consultants 
don't  work  on  individual 
commissions.  Which  means  the 
advice  you  get  will  be  in  line 
with  your  financial  goals  — 
not  your  brokers. 

It's  a  simple  principle  that 
makes  us  different. 

It's  called  objectivity.  Which 
means  we  won't  peddle  hot 
stock  tips.  It  means  we'll  help 
you  focus  on  what  is  right  for 
you  based  on  your  individual 
needs.  Our  Investment 
Consultants  are  working  for 
you,  not  a  commission.  And,  of 
course,  their  advice  is  based  on 
the  principles  of  Schwab. 

THE  PRINCIPLE  OF  THE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
of  what  we  do.  Every  investor 
is  important  to  us.  We're  not 
focused  on  investment 


CHARLES  SCHWAB 

banking.  We  represent  you, 
the  individual  investor. 

THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

Individual  broker  commissions 
can  undermine  relationships. 
That  may  bias  the  advice  you're 
getting.  Our  Investment 
Consultants'  compensation  is 
based  on  their  service  to  you 


and  assets  at  Schwab,  not 
commissions.  It  always  has  been. 
And  always  will  be. 

THE  PRINCIPLE 
OF  OBJECTIVITY 

At  Schwab,  we're  not  focused 
on  investment  banking. 
For  example,  we  make  IPOs 
available  but  we  don't  receive 
any  compensation  for  their 
distribution.  To  us,  it's  a 
potential  conflict  of  interest. 
We  always  strive  to  avoid  conflicts 
of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


To  find  out  more  about 
Charles  Schwab's  full  range 
of  investment  services, 
call  1-800-540-0078,  and 
you  can  also  receive  our 
complimentary  brochure. 


charles  schwab 


Call 

1-800-540-0078 

Click 

schwab.com 

Visit 

395  locations  nationwide 

©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0502-8404).  ADS23343SPD. 
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►  China's  Ministry  of  Foreign  Trade  &  Economic 
Cooperation  selects  TEDA  as  a  development  zone 
that  provides  the  best  overall  investment 
environment. 

►  Over  3,300  foreign  companies  have  established  a 
base  in  TEDA,  including  such  big  names  as 
Motorola,  Coca-Cola,  Glaxo  Smithkline,  Samsung 
and  Nestle,  with  a  total  of  1 5  billion  US  dollars  in 
direct  investments. 

►  Foreign  investors  are  drawn  to  TEDA  not  just  by 
its  unique  location,  its  huge  pool  of  skilled  and 
well-trained  human  resources,  but  also  by  TEDA's 
highly  efficient  and  professional  government 
service  teams. 

►  Motorola's  Executive  Vice  President  Rick  Younts 
says  this  about  TEDA:"TEDA  and  Tianjin  had  the 
same  vision  and  objectives  that  we  did.  They 
offered  us  the  kind  of  environment  that  we  knew 
we  had  to  have  to  be  successful.  If  we  had  it  to  do 
over  again,  we  would  pick  TEDA  as  our  location- 
no  question  about  it." 


TEDA 


Tianjin  Economic-Technological  Development  Area 

u  m  -  3z  m  m  m  #  Wi  m  m  m. 

Add:  No.19  Hongda  Avenue,TEDA,Tianjin  300457,China 
Tel:  (86  22)2520  1906;  (86  22)2520  1463 
Fax:  (86  22)2520  1412;  (86  22)2520  1947 
E-mail:  teda@teda.net 
Website:  www.teda.gov.cn 

±fe       ilt:  ^H^MfcaffiMSl  ££&+*.% 

I  ti:  (86  22)2520  1906;  (86  22)2520  1463 
H  H:  (86  22)2520  1412;  (86  22)2520  1947 
HiHaffi:  teda@teda.net 

II  Ht:  www.teda.gov.cn 
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INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 


Congratulations.  If  you've  ever  turned  a  knob 
or  flipped  a  switch,  you  are  now  an  e-business 
ace.  Because  e-business  has  just  become  as 
reliable,  flexible  and  manageable  as  a  utility. 
With  e-business  on  demand;"  everything  from 
installation  and  security  to  delivery  and  upkeep 
are  managed  for  you.  You  don't  make  huge 
up-front  investments.  You  just  get  a  predictable 
monthly  bill.  It's  The  Next  Utility. '"  Turn  it  on.  Watch 
it  flow.  Visit  ibm.com/e-business/ondemancl  or 
ask  for  on  demand  at  800  IBM-7080. 
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A  small  pharmaceutical  company  had  outsized  ambitions:  to  grow  quickly  into 
global  powerhouse.  Morgan  Stanley  helped  make  it  happen.  First  by  searching  01 
the  most  strategic  merger  partner.  Then  brokering  sensitive  negotiations  to  crea: 

Services  offered  by  securities  affiliates  of  Morgan  Stanley  Dean  Witter  &  Co.,  including  Morgan  Stanley  &  Co.  Incorporated,  member  Sll 
Morgan  Stanley  Dean  Witter  Asia  Limited  and  Morgan  Stanley  Japan  Limited.  Issued  and  approved  in  the  UK  by  Morgan  Stanley  & 


cultural  and  management  balance  that  allowed  for  a  merger  of  equals.  The  result? 
health  care  giant  was  born.  Such  complex  challenges  are  our  passion.  Such  client 
ccesses  are  our  mission.  What  can  we  do  for  you? 


srnational  Limited,  regulated  by  the  FSA,  and  in  Singapore  by  Morgan  Stanley  Dean  Witter  Asia  (Singapore)  Pte.  Employee  names  have 
n  changed  to  protect  their  privacy.  One  Client  At  A  Time  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  ©  2002  Morgan  Stanley. 
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■  YOUR  PORTFOLIO: 
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■  STOCK  SCREENER: 

Use  more  than  70 
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If  only  that's  wThat  CEO  stood  for  these  days. 
Instead,  greed,  hypercompetitiveness,  and 
more  have  pushed  too  many  top  execs  to  cross 
the  line  without  fear  of  consequences 
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Annual 
Shareowner 

Meeting 


TALK  SHOW  ((There  are  a  lot  of  people  who  don't  knc 
anything  about  soccer,  like  me,  but  we  know  we  are  excl 
and  pulling  for  you. " — President  Bush,  to  the  V.  S.  soccer  te\ 
before  its  match  with  Mexico.  He  declined  an  invitation  to  wat 
Mexican  President  Vicente  Fox  at  2:30  a.m.,  citing  a  need  to  slee 


DODGES 


MEETYAINPODUNK, 
SHAREHOLDER 

ANNUAL  MEETINGS,  THOSE 
typically  innocuous  corporate 
events,  are  kicking  up  plenty 
of  controversy  these  days. 
Corporate-governance  experts 
point  to  a  growing  trend 
among  companies — particu- 
larly those  with  angry  share- 
holders— of  holding  annual 
meetings  in  suspiciously  out- 
of-the-way  venues. 

Companies  claim  that  pick- 
ing far-flung  places  makes 
meetings  accessible  to  people 
in  other  parts  of  the  country. 
Critics  see  another  motive. 
"They  do  this  to  avoid  share- 
holders" and  protesters,  says 
Nell  Minow,  co-founder  of 
governance  site  The  Corpo- 
rate Libi-ary. 

For  example,  Qwest  Com- 
munications, based  in  Denver 
(page  46),  moved  this  year's 
heavily  policed  meeting  to  20 
miles  outside  of  Columbus, 


Ohio,  where  2,000  employees 
work  (compared  with  15,000 
at  headquarters).  Ohio  isn't 
among  the  14  states  where 
Qwest  offers  service.  A 
spokesman  maintains  that  the 
locale  aimed  "to  give  Qwest 
shareowners  outside  of  Col- 
orado an  opportunity  to  par- 
ticipate." Actually,  plenty  of 
angry  ones  showed  up. 

Another  company  that 
moved  its  meeting  far  away, 
to  London,  was  Morgan  Stan- 


ley, which  expected  demon- 
strations against  its  financing 
of  a  dam  in  China.  A  spokes- 
woman says  that  "50%  of  our 
business  comes  from  over- 
seas" and  that  the  company 
wanted  to  reach  out.  Ac- 
tivists went  to  London,  too. 
Governance  experts  have 
a  message  for  controversy- 
dodging  execs:  "You  can  run," 
says  Minow,  "but  you  can't 
hide."  Kimberly  Weisul, 

with  Christopher  Palmeri 


THE  LIST   TAKING  IT  ON  THE  ROAD 


Companies  say  moving  annual  meetings  away  from  headquarters 
makes  it  easier  for  far-flung  shareholders  to  attend.  But  critics 
claim  execs  are  trying  to  dodge  unfriendly  crowds.  A  sample: 


COMPANY/ 
HEADQUARTERS 


2002  ANNUAL 
MEETING 


EXPLANATION 


DISNEY  Hartford  It's  near  ESPN,  which  Disney  owns. 

Burbank,  Calif.  Disney  began  moving  venues 

after  a  tumultuous  1997  meeting. 

GENERAL  MOTORS Wilmington, GM  started  "shifting  "in  "l99l"  after'"" 

Detroit  Del.  grueling  annual  meetings;  settled  on 

its  state  of  incorporation  in  1995. 

HOUSEHOLD  London,  Ky.       Company  has  a  call  center  there; 

INTERNATIONAL  Household's  2001  meeting  was  at 

Prospect  Heights,  III.  its  offices  in  Brandon,  Fla.* 

MORGAN  STANLEY       London  Morgan  says  it  wants  to  give  more 

New  York  access  to  overseas  investors;  2001 

meeting  was  in  the  New  York  area. 

NORTEL  Halifax,  It  began  rotating  among  Canadian 

NETWORKS  Nova  Scotia      cities  after  criticism  of  its  commit- 

Brampton,  Ont.  ment  to  Canada,  among  other  things 

QWEST  Dublin,  Ohio     Qwest  says  it  wanted  to  be  near 

COMMUNICATIONS  shareholders  and  employees  in 

Denver.  the  Midwest. 

*Anti-"predatory  lending"  demonstrators  attended  both       Data:  BusinessWeek 


BRAND  EM 

CAMPARI  AND  CD? 

it's  not  enough  to  be  a 
hangout  for  jet-setting  celebs. 
Today's  hip  restaurants,  bars, 
and  hotels  are  going  fur- 
ther— breaking  into  the  music 
business  with  their  own  CDs. 
The  Standard  Hotel  in  Los 
Angeles,  Sunset  Beach  ho- 
tel/restaurant in  New  York's 
Hamptons,  and  the  Buddha 
Bar  and  Man  Ray  in  Paris 
are  just  a  few  cashing  in  on 
the  "lifestyle  music"  trend. 


Retailers  such  as  Star- 
bucks, Old  Navy,  and  Pottery 
Barn  have  been  selling  their 
own  compilations  at  the 
checkout  line  for  years.  But 
hip  restaurateurs  and  hote- 
liers have  gone  an  extra  step, 
selling  CDs  nationwide  in 
stores  such  as  Tower  Records 
and  Virgin  Megastore. 

Since  its  release  in  April, 
Buddha  Bar  iv 
($29.98),  a  double  CD 
compilation  of 
remixed  world  mu- 
sic, has  been  selling 
2,200  copies  a  week, 
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putting  it  on  the  Billboard 
Top  20  Dance  Chart.  Says 
John  Pace,  vice-president  of 
George  V  Records,  the  label 
behind  it:  "This  is  a  whole 
new  way  of  doing  music  busi- 
ness." The  Standard's  Room 
Service  ($16.99)  has  sold  more 
than  30,000  copies  since  its 
2001  release.  Explains  its  pro- 
ducer, Alex  Calderwood: 
"With  the  explosion 
of  music  options,  peo- 
ple look  for  a  point 
of  view."  The  new 
"hip  cd"  biz  delivers 
it.       Julia  Cosgrove 


GOTTA  BE  HIP 

SPRINT'S  SPRIGI 
MARKETING  PUSI 

THE    VIRGIN    MEGASTOl 

Chicago's  Magnificenj 
bristles  with  energy, 
videos  flash,  and  bass] 
R&B  thumps.  For  the| 
and  twentysomethings 
this  store  is  far  cooled 
the  drab,  beige  Sprij 
wireless  store  a  few 
away.  That  store  is  fol 
ents.  So  Sprint  plans  tl 
better  job  reaching  out  f 
crucial  under-25 
through  a  joint  ventur^ 
Virgin.  Sprint  will  oi 
the  network,  and  Virg 
provide  irreverent 
marketing  and  pay- 
as-you-go  plans 
that  appeal  to  the 
young.  Samsung 
and  others  will 
make  phones 
loaded  with  mu- 
sic and  games. 
Launch  of  the 
Virgin-branded 
service  is 
imminent. 

Business- 
We  ek        has 
learned   there 
are  more  such  CALLir 
ventures     on  all 
the  way.  Nex- 
tel  is  currently  negotiai) 
similar  "teen"  service 
different  partner.  And  I 
Mart  Stores  is  explorii| 
own  branded  service 
at  lower-income  shopped 
cording  to  a  telecom  el 
tive  close  to  the  compal 

With  annual  subscl 
growth  now  just  14%- 
of  what  it  was  in  2000 — I 
and  lower-income  folk  I 
key  to  wireless'  growth 
egy.  Teens  alone  are  expl 
to  spend  $10  billion  onl 
phone  service  this  yel 
26%  increase.  Says  Ad\| 
consultant  Andrew 
"Those  are  hypergrl 
markets."  Roger  O.  Cn\ 


J1MSUN 


Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 

Find  out  more  at  www.samsungusa.com/dvdl100 

or  1-800-SAMSUNC. 


Not  just  digital. ..Samsung  DigitAII! 


Samsung  Electronics  Co.  Ltd.  Simulated  Image. 


SAMSUNG  DIGIT 

everyone's  invited 


Tall) 


IjitAII    here 


.Buy 


Up  Front 
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BORED  TO  DEATH  AT 
WORK-LITERALLY 

NODDING   OFF   AT   WORK   MAY 

be  as  hazardous  to  your 
health  as  it  is  to  your  job  se- 
curity. People  who  struggle 
to  stay  alert  in  boring,  pas- 
sive jobs  are  33%  to  35% 
more  likely  to  die  premature- 
ly than  those  who  have  more 
active  jobs,  a  new  study 
finds.  Work  that  is  highly  de- 
manding but  offers  little  de- 
cision-making opportunity — 
on  an  assembly  line,  for 
instance — makes  an  untime- 
ly demise  43%  to  50%  more 
likely. 

The  reason?  Tedious  work 
can  trigger  stress-related  hor- 
mones in  the 


brain,  and  a  boring  workday 
often  leads  to  hazardous 
habits  like  drinking  and 
smoking.  Bored  workers  are 
also  less  likely  to  exercise, 
says  Benjamin  Amick  III,  a 
behavioral  sciences  professor 
at  the  University  of  Texas 
who  examined  data  from 
5,000  families  from  1968  to 
1992.  "It's  an  urgent  prob- 
lem," he  says. 

To  address  it,  managers 
should  tell  employees  why 
their  jobs  are  important,  re- 
distribute tasks  to  keep  them 
engaged,  and  hold  meetings 
to  hear  concerns,  says  Amick. 
"More  satisfaction  leads  to  im- 
proved physical  and  mental 
health  and  saves  money 
through  reduced  health-care 
costs  and  improved  productive 
time  at  work."  Coffee,  any- 
one? Andrew 
Heller 


HAVES  AND  HAVE-NOTS 

WANT3G? 

MOVE  TO  THE  STICKS 

THE     NEXT     BIG     THING     IN 

wireless  Internet  connec- 
tion— 3G — promises  stream- 
ing video  and  other  cool 
broadband  features.  It's  avail- 
able in  Europe  and  Japan. 
But  if  vou  want  it  in  the 


MONTANA:  Wireless  fron t ie r 

U.S.,  you'll  have  to  move  to 
Missoula,  Mont.,  or  one  of  the 
other  rural  areas  now  getting 
the  latest  technology  first. 

It  may  seem  ironic  given 
that  the  high-tech  meccas  in 
the  U.S.  are  far,  far  away. 


But  companies  find  it  more 
economical  to  set  up  wireless 
networks  than  to  string  ca- 
ble over  long  distances.  The 
small  operators  setting  up 
wireless  networks  don't  carry 
the  heavy  debt  loads  of  big 
companies,  so  are  able  to 
move  more  quickly.  It  also 
helps  that  Senator  Conrad 
Burns  (R-Mont.),  who  co- 
chairs  the  Congressional  In- 
ternet Caucus,  is  a  champion 
of  universal  Internet  access, 
particularly  in  underserved 
rural  markets.  A  Commerce 
Dept.  study  in  2000  estimated 
that  fewer  than  5%  of  towns 
with  populations  of  10,000  or 
less  had  DSL  or  cable  modem 
service.  "We've  got  a  lot  of 
dirt  between  light  bulbs 
here,"  says  Burns. 

The  trio  of  wireless  com- 
panies offering  3G  in  Mon- 
tana began  service  in  early 
June.  Similar  networks  are 
planned  for  Hawaii  and 
around  Vancouver.  Take  that, 
Silicon  Valley.    Amy  Cortese 


't   CAVT   *ir»P  A    vi«B-    CAN   t    UMtTOFf-  TlHr     C 
*/\4     E»vcktliN    A*    A    T^     Los-*--?'/ 


AFTERLIVES 


FROM  AXMAN  TO  MISSIONARY 


AS  CEO  OF  THE  TIMES  MIRROR 

newspaper  group,  Mark 
Willes  cut  costs  with  near-re- 
ligious fervor,  closing  the  Bal- 
timore Evening  Sun  and 
Newsday's  New  York  City 
edition  and  eliminat- 
ing 3,000  jobs. 

Today,  rather  than 
deadlines    and    debt 
structure,  the  60-year- 
old  onetime  Wharton 
finance    professor   is 
devoted  to  the  Mor- 
mon church.  Long  an 
active  church  member,  WILLES:  Utah 
he  now  runs  its  Hon-  must  wait 
olulu  Mission,  guiding 
200  18-  to  21-year-old  con- 
vert-seekers. 

Willes  received  a  $9.2  mil- 
lion severance  in  2000  when 
the  Tribune  Co.  merged  with 
Times  Mirror  and  now  gets 


$970,000  a  year  in  retir 

benefits.  He  had  inten< 

teach  media  managem 

Brigham  Young  Univ 

and  moved  home  to 

with  his  wife,  Laura.  E 

uncle,  Mormon  ( 

President        G 

Hinckley,  asked 

run  the  missid 

three    years. 

now  tours  the  t 

ian     islands 

talks.  God  "has 

us  a  perfect  ph 

living,"  he  told 

votional   meetii 

BYU's  Honolulu 

pus  just  after  Septemb 
Reached   at  the  Mi 
Willes  declines  to  say 
about  his  new  life:  "I'm 
being  here  just  doing  this 
fulfilling  work."     Ron 


STARTING  UP  IN  A  DOWNTURN 

Think  more  fired  people  started  businesses  in  the  tech  boom?  Act 
the  percentage  of  laid-off  managers  and  execs  doing  startups  droj 
then,  but  has  now  returned  to  the  levels  of  the  early  1990s. 


'93  '94  '95  '96  '97  '98  '99  '00  '01  '02* 
.  PERCENT  -First-quarter 

QUARTERLY  SURVEY  OF  3.000  DISCHARGED  MANAGERS  AND  EXECUTIVES 
Data:  Challenger.  Gray  &  Christmas 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront"  businessweek.com 


ore  - 
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Chapter  16  ControUmi  Expend 


This  is  about  the  investor  who  uncovered 

an  extra  $19,751 

by  simply  doing 
a  little  digging. 

While  investing  can 
never  promise  a  sure 
thing,  it  does  offer  a  few- 
absolutes.  One  being 
that,  if  you  have  two 
funds  and  both  perform 
identically,  the  fund 
with  the  lowest  expense 

ratio  will  ultimately  return  more  than  the  other. 

Which  is  why  it  pays  to  scrutinize  a  fund's  fees  and 

expenses  up  front. 

For  example,  take  a  fund  with  an  expense  ratio  of  1.3 

percent  versus  one  with  an  expense  ratio  of  just  0.3  percent. 

Applied  to  an  initial  $25,000  investment  returning  8  percent 

and  compounded  over  20  years,  the  difference  adds  up  to  a 

hard-to-overlook  $19,751  that  could  be  in  your  account. 
If  you'd  like  to  give  away  less  and  keep  more,  call  us  at 

1-800-962-5124,  or  visit  us  atVanguard.com.™ 

We  can  help. 


\\ 


1-800-962-5124 

www.vanguard.com 


THEVamguardGRoup. 

Invest  in  our  way  of  investing' 


ore  complete  information  about  Vanguard®  funds,  including  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read 
fully  before  you  invest.  ©2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Readers  Report 


TAX-LAW  CHANGES  AND 

THE  BALLOONING  U.S.  DEFICIT 

In  "Wanted:  A  bold  budget  debate" 
(Editorials,  June  10),Nyou  judged  the 
Democrats  to  be  in  the  wrong  for  blam- 
ing President  George  W.  Bush's  tax  cuts 
for  the  deterioration  in  the  U.S.  fiscal 
situation.  Facts  suggest  that  they  are 
not  exactly  guilty  as  you  charge. 

In  testimony  to  the  Senate  Budget 
Committee  on  Jan.  23,  2002,  the  director 
of  the  Congressional  Budget  Office  pre- 
sented a  table  that  attributes  60%  of 
the  deterioration  in  the  projected  sur- 
plus for  the  period  2002-11  to  legislative 
changes.  Specifically,  30%  is  attributable 
to  tax-law  changes. 

In  2002,  only  about  10%  of  the  shift 
from  a  surplus  of  $313  billion  to  a  deficit 
of  $21  billion  was  attributed  to  tax-law 
changes.  However,  that  was  in  January 
when  the  deficit  was  projected  to  be 
about  only  $21  billion  for  the  year.  With 
estimates  of  the  deficit  for  the  fiscal 
year  ending  September,  2002,  now  rang- 
ing from  $100  billion  to  $150  billion,  it 
remains  to  be  seen  how  big  the  role  of 
the  tax  cuts  was. 

V.  Anantha-Nageswaran 

Credit  Suisse 

Singapore 

CAN  KOREA  KEEP 

ITS  COOL  STATUS? 

"Cool  Korea"  (International  Business, 
June  10)  fascinated  me  because  I  got  to 
see  the  names  of  two  of  my  favorite  Ko- 
rean pop  acts  in  print  in  an  American 
magazine.  You  say:  "Sixteen-year-old  teen 
pop  diva  BoA's  first  album,  Don't  Start 
Now,  has  dominated  the  charts  in  Japan 
this  year."  But  Don't  Start  Now  was 
BoA's  "1.5  Special"  album  (the  release 
between  her  first  and  second).  It  did  not 
dominate  the  Oricon  charts  in  Japan.  It 
was  not  until  her  fourth  single,  Listen  to 


My  Heart,  reached  No.  1  on  the 
Weekly  Chart  that  she  truly  estalj 
herself  in  the  J-pop  market.  Bee 
this  success  and  her  growing  popil 
BoA  released  a  full-length  Japan] 
bum  and  re-released  her  Korean 
in  Japan.  Her  sixth  single  is  the 
ese  version  of  the  song  Dont  Star 

You  also  say:  "H.O.T.,  a  bovl 
that  blends  hip-hop,  R&B,  and  dan<[ 
sic,  is  big  in  China."  H.  O.  T.  was 
the  biggest  Korean  pop  group  ar 
very  well-received  in  China,  pror 
sm  Entertainment  as  well  as  oth*J 
rean  record   companies  to  inti 
more  Korean  pop  culture  to  CI 
Taiwan.  But  H.O.T.  has  been  disc 
for  nearly  a  year. 

StinaJ 

Editor's  note:  Writer  Chyn  is  cc 
both  points. 

Having  spent  two  separate  yej 
Korea,  1996  and  2000,  I  was  impi| 
with  Korea's  economic  boom.  Ho\ 
you  should  have  stated  that  the| 
military  personnel  stationed  in 
since  the  1950s  have  stabilized  and 
tected  that  country.  Without  thej 
military,  Korea  might  not  have 
chance  to  "blossom"  into  the  higl 
cool  status  it  has  today. 

Craig  Card 
Calcium,! 

FOREIGN  WORKERS  DESERVE 
A  LIVING  WAGE 

"The  threat  of  protectionism"  (l| 
rials,  June  3)  says  that  "unqualifie 
port  of  free  trade  makes  for  sounc 
tics  as  well  as  sound  economics." 
international  trade  not  have  somJ 
ment  of  justice?  "Unqualified"  free 
forces  U.S.  businesses  and  worke 
compete  with  foreign  workers  w] 
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verage 
revenue  per  customer 
has  increased  by  20%. 


Pierre  Danon,  CEO,  BT  Retail 


re  Danon  knows  the  importance  of  time.  His  21  million  customers  expect  a  quick  response.  By 

.g  Siebel  CRM  software  to  streamline  BT's  Homemover  program,  call-handler  satisfaction  rose 

Customer  satisfaction  reached  86%.  Revenues  per  customer  rose  20%.  And  in  just  one  12-week 

Dd,  5,000  new  accounts  were  identified.  Timely  improvements  even  the  busiest  CEO  can  appreciate. 


Good  service  is  good  business. 


To  learn  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
i  Systems,  Inc.  All  rights  reserved.  Siebel  and  the  Siebel  logo  ore  trademarks  of  Siebel  Systems,  Int.,  and  may  be  registered  in  certain  jurisdictions.  Other  product  names,  designations  and  logos  may  be  the  trademarks  of  their  respective  owners. 


THE  NEW  RANGE  ROVER. 


HIGHER  GROUND 


Ultra-modern  creation  emerging  from 


a  clean  slate.  Tasteful  evolution  of 


an  undisputed  icon.  From  the  grand 


avenues  of  Monaco  to  the  deserts 


of  Dubai,  it's  never  out  of  place.  Its 


legendary  capabilities  bring  to  mind 


the  very  first  Range  Rover.  Yet  its 


sleek  design,  stunning  interior,  and 


advanced  engineering  state  it's  clearly 


ahead  of  its  time.  The  completely 


new  Range  Rover  from  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


THE  LAND  ROVER  EXPERIENCE 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "Restoring  Trust  in  Corporate  America" 
(Cover  Story,  June  24),  we  incorrectly  re- 
ported that  Fannie  Mae  CEO  Franklin  D. 
Raines  urged  his  colleagues  in  the  Business 
Roundtable  to  oppose  the  New  York  Stock 
Exchange's  proposal  to  put  all  stock- 
option  plans  to  shareholder  votes.  It  was 
General  Mills  Inc.  Chairman  Stephen  W. 
Sanger  who  did  so. 

We  also  incorrectly  reported  that  Microsoft 
Corp.  was  required  to  restate  its  financial 
results.  Microsoft  reached  a  settlement  with 
the  SEC  earlier  this  month  into  the  compa- 
ny's accounting  reserve  practices  during  fis- 
cal years  1995-98,  but  is  not  required  to  re- 
state its  financials.  Microsoft  did  not  admit 
or  deny  any  wrongdoing  in  the  settlement. 

"Merrill:  Is  Stan  the  man?"  (Finance,  June 
17)  incorrectly  said  that  Salomon  Smith 
Barney  brokers  manage  more  assets  per 
head  than  those  at  Merrill  Lynch  &  Co.  in 
the  U.S.  In  the  first  quarter,  Merrill  bro- 
kers averaged  $84  million  each,  vs.  $78 
million  at  SSB.  Also,  Merrill  now  calls  its 
brokers  "financial  advisers." 

"Covering  your  behind  at  Tyco"  (Up  Front, 
June  24)  should  have  clarified  that  although 
Tyco  International  Ltd.  General  Counsel  Mark 
Belnick's  employment  contract  entitles  him 
to  a  termination  payment  of  up  to  $10.6 
million  for  being  terminated  with  cause,  he 
is  entitled  to  only  one-third  of  that  amount 
if  terminated  before  October  1,  2002. 


making  less  than  enough  to  provide  a 
minimally  decent  standard  of  living.  Is  it 
just  that  those  of  us  who  are  fortunate 
enough  to  have  a  decent  standard  of  liv- 
ing enjoy  low  prices  because  someone 
who  made  the  product  gets  $2  per  day? 
Would  it  not  be  just  for  the  U.  S.  to 
say  that  we  wall  not  accept  imports  un- 
less the  workers  are  paid  a  minimum  of, 
say,  $6  per  hour?  Such  a  policy  would 
raise  living  standards  and  permit  all 
workers  to  have  at  least  some  human 
dignity,  to  which  we  are  all  entitled. 

Gregory  Hurley 
West  Point,  Ga. 

HDTV  IS  HERE  TODAY 

(SORT  OF) 

While  most  of  your  observations  were 
on  track,  "HDTV:  High-anxiety  televi- 
sion" (BusinessWeek  Lifestyle,  June  10) 
contained  two  facts  that  are  incorrect. 

You  refer  to  the  720p  high-definition 
format  as  a  small-cinema  format  that  is 
better  than  480p  but  not  as  good  as 


1080i.  In  1998,  TV  industry  experts  on 
the  Advanced  Television  Systems  Com- 
mittee determined  that  720  lines  pro- 
gressively scanned  produced  equal  or 
better  HD  pictures  than  1080i,  which  is 
why  720p  was  included  in  the  hdtv 
standard.  Without  getting  involved  in 
technical  minutiae,  suffice  it  to  say  that 
progressively  scanned  images  produce 
sharper  pictures — if  this  were  not  the 
case,  computer  displays  would  be  Inter- 
laced. On  both  large  and  small  displays, 
720p  produces  sharper  pictures. 

Also,  the  ABC  television  network 
sends  out  more  than  "a  few"  of  its 
prime-time  shows  in  720p  hdtv.  Begin- 
ning last  September,  ABC  began  broad- 
casting all  of  our  scripted  prime-time 
programming — including  all  of  our  dra- 
mas and  comedies  and  the  majority  of 
our  Saturday  and  Sunday  movies. 

Also,  abc  is  the  only  major  broad- 
cast TV  network  that  lives  up  to  the 
"full"  dtv  standard  by  regularly  pro- 
viding 5.1-channel  surround  sound  dur- 
ing all  of  its  HD  broadcasts. 

Preston  Davis 

President 

Broadcast  Operations  &  Engineering 

abc  Inc. 
New  York 

If  you  buy  an  HDTV  or  "HD-ready" 
set  today,  it  will  not  be  obsolete  next 
year.  It  will  give  you  spectacular  per- 
formance from  DVD.  If  you  add  an  HD 
satellite  receiver  from  DirecTV  or  dish 
Network,  you  will  be  able  to  get  Show- 
time and  hbo  in  high  definition.  On 
DirecTV,  you'll  also  get  24-hour,  mostly 
sports  HDNet  in  HD.  On  dish,  you'll  get 
cbs  in  hd.  These  boxes  will  also  get 
network  terrestrial  hd  feeds.  Next  fall, 
all  of  cbs'  evening  programming  will  be 
in  hd.  nbc  will  deliver  11  prime-time 
hours  weekly,  and  abc  will  do  likewise, 
meaning  hdtv  is  happening  much  faster 
than  color  did  a  few  decades  ago. 

Millions  of  Americans  will  find  that 
they  can  buy  a  set,  have  a  dish  and  an- 
tenna installed,  and  watch  100  or  more 
hours  of  hdtv  programming  every  week. 
Michael  Fremer 
Wyckoff,  N.J. 
Editor's  note:  The  writer  is  a  contribut- 
ing editor  to  Stereophile  Guide  to  Home 
Theater. 

I'm  ready  to  spend  big  dollars  to 
get  that  perfect  hdtv  system.  Howev- 
er, I  always  remained  confused  when- 
ever I  spoke  with  "experts"  as  to  the 
best  course  of  action.  Now  I  have  the 
information  I  need:  wait. 

Ken  Fries 
Muskego,  Wis. 


SHE'S  LOYAL 

TO  LOUIS  RUKEYSER 

Although  I  did  not  speak  witB 
reporter,  my  name  was  mentio: 
"You're  either  for  Lou — or  agin 
(Up  Front,  May  27).  The  article 
that  Louis  Rukeyser  has  pressi 
elists  not  to  appear  on  his  form' 
gram,  Wall  Street  Week.  To  s 
record  straight,  I  declined  to  ap 
the  program  out  of  loyalty  bei 
was  appalled  that  Maryland 
Broadcasting  had  replaced,  then 
Rukeyser.  I  declined  before  I  haj 
ken  with  him,  and  well  before 
lined  up  another  program.  At  n 
has  Rukeyser  or  anyone  associa 
him  suggested  that  I  or,  to  my 
edge,  any  of  the  other  panelists, 
not  appear  on  the  old  program. 
Mary  C. 
Investment  Str 
UBS  Paine 
New 
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COMPILED  BY  HARDY  GREEN 

BEACH  READS  THAT 
AREN'T  LIGHTWEIGHTS 


^  pistemology,  anyone?  Last  sum- 
mer, I  surprised  my  wife  by  car- 
Jrying  to  the  beach  a  550-page 
cover  book  on  the  American  school 
fagmatist  philosophers.  Then  I  got 
Rooked  by  reading  aloud  engross- 
'  passages — for  example,  on  how 
writing  analysis  based  on  probabil- 
heory  figured  in  a  celebrated  mid- 
i  century  lawsuit  over  a  whale-oil 
ine. 

m,  you  can  have  the  same  beach- 

ket  fun  with  less  of  an  arm-weary- 

Ivorkout.  City  University  of  New 

literature      professor      Louis 

■ind's  The  Metaphysical  Club:  A  Sto- 

Ideas  in  America,  which  won  the 

Pulitzer  Prize  for  history,  is  just 

in  paperback  (Farrar,  Straus  & 

i  ix,  $15).  There's  plenty  of  philoso- 

here:  Kant,  Hegel,  and  Locke  all 

e,  as,  of  course,  do  the  men  at  the 

r  of  the  story,  American  intellectual 

s  Charles  Sanders  Peirce,  William 

s,  and  Thomas  Dewey.  But  Menand 

ms  his  book  with  other  fascinating 

including  an  account  of  how  the 

War  cleaved  an  intellectual  gulf 

een  the  moralistic,  abolitionist  gen- 

on  of  Oliver  Wendell  Holmes  Sr. 

the  combat-bludgeoned,  skeptical 

t  of  Oliver  Wendell  Holmes  Jr. 


Still  too  heavy?  Well,  it's  only  one  of 
the  widely  varying  books  in  Business- 
Week's annual  summertime  roundup  of 
new  paperbacks. 

Another  set  of  gripping  historical  por- 
traits can  be  found  in  Joseph  J.  Ellis' 
Founding  Brothers:  The  Revolutionary 
Generation  (Vintage,  $14).  Nothing  was 
certain  in  the  chaotic  decades  after  the 
U.  S.  Declaration  of  Independence. 
America  could  have  easily  splintered 
into  regional  republics  or  fallen  to  the 
British  military.  The  country,  says  the 
Mount  Holyoke  College  historian,  was 
"an  improvisational  affair,  in  which  sheer 
chance,  pure  luck... and  specific  deci- 
sions" determined  both  the  U.S.'s  sur- 
vival and  its  political  institutions.  Key 
were  the  efforts  of  Ellis'  cast  of  com- 
bative revolutionaries:  John  and  Abigail 
Adams,  Aaron  Burr,  Benjamin  Franklin, 
Alexander  Hamilton,  Thomas  Jefferson, 
James  Madison,  and  George  Washing- 
ton. "What  emerges  are  bustling  sto- 
ries that  achieve  Ellis'  goal  of  describing 
howr  our  early  republic  'looked  and 
felt,'"  found  reviewer  Dennis  K. 
Berman. 

If  more  recent  politics  interests  you, 
there's  Before  the  Storm:  Barry  Goldwa- 
ter  and  the  Unmaking  of  the  American 
Consensus  (Hill  &  Wang,  $17).  Author 


Rick  Perlstein,  who  has  written  for  Tfie 
New  York  Times  and  The  Nation,  sug- 
gests that  the  enduring  political  legacy 
of  the  1960s  came  not  from  the  much- 
publicized  New7  Left  but  from  the  right- 
ist movement  that  formed  around  the 
1964  Republican  Presidential  candidate. 
In  this  account,  Goldwater  comes  across 
as  rude,  crude,  surly,  and  moody.  But 
the  focus  of  Perlstein's  work  is  on  the 
intellectual  heavies,  canny  political  op- 
eratives, and  far-out  conservative  fellow- 
travelers — including  the  likes  of  William 
F.  Buckley  Jr.,  Warren  Burger,  Robert 
Bork,  Caspar  Weinberger,  and  William 
Rehnquist.  Reviewer  Richard  S.  Dun- 
ham found  the  analysis  of  their  ulti- 
mate rise  to  power  "comprehensive  and 
compelling." 

Two  business  titles  take  stock  of  the 
federal  antitrust  litigation  against  Mi- 
crosoft Corp.  World  War  3.0:  Microsoft 
vs.  the  U.S.  Government,  and  the  Battle 
to  Rule  the  Digital  Age  by  The  New 
Yorker  writer  Ken  Auletta  (Broadwray, 
$16.95)  places  the  reader  inside  the 
courtroom.  The  action  commences  with 
the  opening  arguments  of  Oct.  19,  1998, 
before  federal  judge  Thomas  Penfield 
Jackson,  and  the  narrative  takes  readers 
up  to  the  November,  2001,  accord  be- 
tween the  U.S.  government  and  the 
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corporation.  Auletta  offers  arresting  por- 
traits of  such  key  figures  as  prosecuting 
attorney  David  Boies  and  Microsoft 
Chairman  William  H.  Gates  III.  He  ob- 
serves that  the  latter  "wouldn't  be 
picked  out  of  a  lineup  as  a  leader  of 
men."  But  the  author's  coup  came  in 
getting  the  judge  to  express  his  per- 
sonal opinions  about  the  parties — for 
instance,  calling  Gates  "Napoleon- 
ic" and  "arrogant." 

Wired  magazine  cor 
respondent    John 
Heilemann's    Pride 
Before  the  Fall:  The 
Trials   of    Bill    Gates 
and  the  End  of  the  Mi- 
crosoft   Era    (Perennial. 
$14.95)  isn't  about  the  tri 
al  per  se  but  about  every- 
thing that  went  into  the  litiga- 
tion.  Heilemann  shows  how 
the  anti-Microsoft  movement 
evolved  from  the  complaints  of 
a  few  Silicon  Valley  executives 
into  a  federal  case.  He  details 
the  troubles  the  Justice  Dept.  had 
in  getting  Microsoft's  detractors 
to    testify    on    the 
record.  And  he  ush- 
ers the  reader  into 
many  of  the  bargain- 
ing sessions  between 
Justice  and  the  cor- 
poration's    lawyers. 


Only  fiction  will  do? 

TryEsquire's 

collection  of  50 


glimpse  of  Russia  during  the  boom 
years  of  1996  to  1998,  check  out 
Matthew  Brzezinski's  Casino  Moscow:  A 
Tale  of  Greed  and  Adventure  on  Capital- 
ism's Wildest  Frontier  (Touchstone,  $14). 
To  describe  a  time  when  oligarchs  lived 
like  czars  and  Western  investment 
bankers  sold  stocks  all  day  and  drank  in 
strip  bars  all  night,  the  former  Wall 
Street  Journal  staff  writer  casts 
himself,  his  friends,  and  his 
relations  among  the  main 
characters.  For  example, 
when  his  wife  takes  a  high- 
paying  job  with  a  private  in- 
vestment group,  Brzezinski  tells 
how  he  becomes  infected  with  the 
spirit  of  the  times — and  dreams 
of  buying  a  yacht.  But  the  au- 
thor also  keeps  one  eye  on  the 
have-nots — the  millions  of  Rus- 
sians who  have  to  sell  heirlooms 
or  their  bodies  to  survive. 
Those  who  are  drawn  to  ex- 
otic places  may  enjoy  River  Town: 
Two  Years  on  the  Yangtze  by  New 
Yorker  contributor  Peter  Hess- 
ler  (Perennial,  $13.95),  a  book 
that  reviewer  Karin 
Pekarchik  found  "per- 
ceptive and  engross- 
ing." As  a  Peace 
Corps  volunteer,  the 
author  traveled  in 
1996  to  the  remote 


This  book,  which  has     st0n.6S  t)V  t)i£  nEUTlGS     Sicnuan  city  of  Ful" 
a  new  epilogue  dis-  "         ®  ing,  the  first  outsider 

there  in  half  a  centu- 
ry. Sent  to  teach  literature  and  writing 
at  the  local  teachers'  college,  he  quickly 
became  a  student  himself.  He  was  ex- 
posed to  haunting  stories  of  persecu- 
tion and  starvation  during  the  Mao  Ze- 
dong period.  And  he  struggled  to 
understand  local  "passivity"  in  the  face 
of  daunting  change — including  the  con- 
struction of  the  huge  Three  Gorges 
Dam,  which  is  set  to  begin  flooding  the 
area  in  2003,  transforming  an  area 
where  millions  now  live. 

Ryszard  Kapuscinski's  The  Shadow  of 
the  Sun  (Vintage,  $14)  is  a  distillation  of 
40-odd  years  of  visits  to  Africa  by  a 
distinguished  Polish  journalist.  The  au- 
thor's method  is  to  skip  the  strongmen 
and  corruption  that  make  headlines  and 
immerse  himself  in  daily  life — in  the 
continent  of  village  pathways,  roadside 
tailors,  millet  beer,  and  huts  shared  with 
cobras.  Whether  describing  his  experi- 
ence of  a  coup  d'etat  in  Nigeria,  the 
difficulties  of  coping  with  the  constant 
turmoil  and  robberies  in  his  Lagos 
neighborhood,  or  a  brush  with  death  in 
the  Sahara,  the  author  is  never  less 
than  profound.  Said  reviewer  Patrick 


cussing  the  appeals 
court   ruling   and   the   Bush   Justice 
Dept.'s  settlement,  is  "almost  like  a 
thriller — fast-paced  and  hard  to  put 
down,"  found  reviewer  Dan  Carney. 

Dennis  McDougal's  Privileged  Son: 
Otis  Chandler  and  the  Rise  and  Fall  of 
the  L.A.  Times  Dynasty  (Da  Capo  Press, 
$18)  tells  two  related  stories:  The  emer- 
gence of  The  Los  Angeles  Times  as  the 
most  powerful  newspaper  in  the  West 
and  the  history  of  the  Chandler  family 
that  dominated  that  paper,  and  Southern 
California,  for  much  of  the  20th  century. 
"The  author's  depiction  of  some  of  the 
major  players  is  compelling,  especially 
that  of  Harry  Chandler,"  the  paper's 
longtime  publisher  and  the  head  of  a 
vast  business  empire,  said  reviewer 
Chris  Welles.  The  figure  who  dominates 
the  book,  though,  is  Otis  Chandler,  Har- 
ry's grandson.  McDougal,  a  former  Los 
Angeles  Times  writer,  describes  the 
transformation  of  the  scandal  sheet  into 
a  respected  newspaper — and  the  paper's 
ultimate  decline  and  takeover  by  Chica- 
go-based Tribune  Co. 

For  what  reviewer  Patricia  Kranz 
found  to  be  a  "vivid  and  entertaining" 


Smith,  Kapuscinski  explores  "tha 
of  high,  thinly  populated  gro 
which  journalism  and  literature 
casionally  joined." 

India's  religious  conflicts  may 
the  limelight,  but  on  the  economi 
there  are  some  encouraging  signs 
Gurcharan  Das  in  India  Unboun 
chor  Books,  $15).  For  years,  an 
sion  with  achieving  social  equali 
self-sufficiency  held  the  country 
says  the  retired  Procter  &  Gam 
executive  and  columnist  for  The 
of  India.  This  is  changing,  as  Inc 
"begun  to  flex  its  muscles  in  the 
information  economy."  The  origin; 
suffered  a  bit  from  pre-tech-bi 
perbole,  but  that's  tempered  by 
afterword.  Reviewer  Pete  En 
found  the  effort  to  be  "one  of  th 
readable  and  insightful  books  to 
on  India's  tortuous  economic  pat 

Art  lovers  will  be  intrigued 
meer:  A  View  of  Delft  by  Anthony 
(Owl  Books,  $16).  Even  though 
sands  throng  to  museums  to  viej 
mere  35  paintings  that  are  accep 
his  extant  work,  extremely  lit 
known  about  this  17th  century 
painter.  But  Bailey,  who  has  w 
books  on  Rembrandt  and  J.  M.  W 
er,  gets  around  this  problem  by  fo 
on  the  prosperous  and  broad- 
city  in  which  Vermeer  lived.  I 
argues,  far  from  being  a  solitai 
nius,  Vermeer  was  in  fact  a  co 
cial  genre  painter  working  in  the 
tion    of    many    others    in    H 
Reviewer  Harry  Maurer  also  founj 
ley  to  be  "good  on  the  paintings 
lyzing  how  they  were  made, 
biguous  meanings,  and  their  1 
and  tactile  qualities." 

Finally,  if  too  much  reality  h 
you  longing  for  a  bit  of  storyt 
check  out  Esquire's  Big  Book  of 
edited  by  Adrienne  Miller  (C 
Books,  $21.95).  Most  of  the  boo 
short  stories,  which  first  ran  in 
magazine,  are  by  established  m 
This  can  be  handy:  If  you're  not  fa 
with  the  work  of,  say,  the  late  Ray 
Carver,  but  you're  curious  why 
received  so  much  praise,  his  voyev 
"Neighbors"  is  a  good  starting 
Expect  a  lot  of  red-blooded  prose 
Robert    Stone's   chilling   "Unde 
Pitons"  or  Arthur  Miller's  sans-M.| 
"The  Misfits."  Dos  Passos,  Naboko 
Fitzgerald  share  space  with  moi 
cent  literati  including  Richard 
Louise  Erdrich,  and  Jayne  Anne  PI 
Even  on  a  rainy  day,  you'll  spend 
enjoyable  hours. 

Green  is  Books  E\ 
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IBM  JUST  CLUNKED  UP 
MY  FAVORITE  LAPTOP 


Adding 
something  for 
everyone  to 
the  ThinkPad 
makes  it 
bulkier  and 
power  hungry 
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In  the  course  of  a  year,  I  try  out  as  many  as 
two  dozen  laptops  from  just  about  every  ma- 
jor manufacturer,  and  naturally  I  try  to  main- 
tain my  neutrality  in  evaluating  them.  But  when 
it  comes  to  selecting  a  machine  for  day-in,  day- 
out  personal  use,  I  have  long  tended  to  favor  IBM 
ThinkPads.  This  isn't  because  I  feel  ThinkPads 
are  that  much  better  than  other  laptops.  Rather, 
it's  a  matter  of  taste.  I  find  ThinkPads'  distinctive 
personality — the  layout  and  feel  of  their  key- 
boards and,  especially,  the  TrackPoint  pointing 
stick — appealing. 

Alas,  there's  not  much  room  left  for  personal- 
ity in  the  increasingly  commoditized 
laptop  market.  The  new  ThinkPad 
T30  (www.thinkpad.com),  starting 
at  $2,199,  is  an  updating  of  the 
corporate  workhorse  T23.  But  it 
breaks   with    IBM   tradition   by 
adding  a  touch  pad  to  the  venera- 
ble TrackPoint.  Future  ThinkPad 
models  will  also  use  both  types  of 
pointing  devices. 

Unlike  many  design 
changes  these  days,  this 
decision  has  nothing  to  do 
with  a  margin-strapped 
manufacturer's  need  to  pad  lets  IBM 
shave  a  few  bucks  off  the  keep  up  with  rivals 
bill  of  materials,  since  the  


their  home  typing  position.  At  least  you 
ily  configure  the  ThinkPad  to  have  both 
and  the  stick  active  or  turn  off  either 
avoid  accidental  mouse  movement. 

There's  another  way  in  which  the  T30 
sents  what  oddly  passes  for  progress  thesd 
It  uses  Intel's  new  1.6-gigahertz  Pentiui 
processor  in  place  of  the  1  ghz  III-M  in  tr 
To  accommodate  the  greater  heat  output 
Pentium  4,  engineers  made  the  case  a  lit 
"ger,  adding  0.1  inch  in  thickness.  The  wei, 
5.7  pounds,  is  up  about  8  ounces,  and  the  \ 
life,  at  3  hours,  is  down  30  minutes.  Til 
thing  is  that  I  didn't  see  any  benefit  fro 
faster  processor — but  I  sure  noticed  t; 
creased  bulk  and  shorter  battery  life. 

The  T30  does  offer  one  novel  touch.  Yi 
replace  the  CD  or  DVD  drive  with  a  tra 
holds  either  a  full  numeric  keypad  or  a  s; 
charge  cradle  for  any  m-series  Palm  (pho 


r 
f 


THINKPAD  T30 

Although 
unneeded, 
the  touch 


dual  devices  add  expense.  Instead,  IBM  executives 
decided  they  had  to  change  because  competi- 
tors, including  top  rivals  Dell  and  Compaq,  were 
offering  dual-mode  laptops.  Corporate  purchasing 
managers,  who  have  to  satisfy  a  broad  con- 
stituency, have  been  issuing  bid  specifications 
that  require  both  a  touch  pad  and  a  pointing 
stick.  At  a  time  when  no  one  can  afford  to  forgo 
a  potential  big  sale,  the  demands  of  these  cus- 
tomers had  to  be  met. 

From  the  user's  point  of  view,  though,  adding 
the  second  pointing  device  shows  that  something 
that  does  many  things  rarely  performs  a  task  as 
well  as  something  designed  for  one  job.  The  new 
ThinkPad  has  two  sets  of  mouse  buttons,  one 
just  below  the  space  bar  for  use  with  the  Track- 
Point  and  one  below  the  touch  pad.  The  upper 
set  is  somewhat  scrunched,  with  the  scroll  button 
jammed  between  the  left  and  right  mouse  but- 
tons rather  than  below  them  as  in  earlier  de- 
signs. More  troublesome,  putting  these  buttons 
above  the  touch  pad  means  that  it's  hard  to 
reach  the  touch  pad  or,  even  more  so,  the  but- 
tons below  it  without  moving  your  hands  from 


But  aside  from  such  bells  and  whistles 
pressure  on  laptop  makers  to  conform  is 
whelming.  If  corporate  buyers  want  touch 
and  track  sticks,  that's  what  they'll  get,  ev 
a  cost  in  usability.  Same  with  the  latest  pi 
sors  from  Intel,  whether  the  extra  speed  u 
ful  or  not.  It's  a  shame,  but  it's  today's  rea 

For  folks  willing,  as  Apple  Computer 
say,  to  think  different,  there  is  an  intere 
alternative.  The  newly  updated  PowerBoo 
starting  at  $2,499,  now  offers  speeds  to  80( 
on  its  PowerPC  G4  processor.  At  1  in.  thicl 
5.4  lb.,  it's  thinner  and  lighter  than  the  T3< 
offers  5  hours  of  battery  life.  Its  unique 
wide  15.2-in.  display  now  offers  1280  x  854  p 
a  23%  improvement  in  resolution  from  the 
inal  model.  It  uses  a  touch  pad. 

Software  and  support  issues  make  the  P( 
Book  an  unrealistic  choice  for  most  business 
pie,  especially  those  bound  by  corporate 
dards.  But  it  stands  as  a  rebuke  to  an  indi 
that  is  increasingly  turning  out  look-alike,  \ 
alike  laptops  whose  try-to-please-everyon< 
signs  tend  toward  boring  mediocrity. 
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"ilton  Friedman's  professional  career  has 
been  marked  by  controversy  over  his 
.many  policy  proposals.  Yet  as  he  ap- 
proaches his  90th  birthday  in  July,  Friedman  is 
increasingly  recognized  as  the  most  influential 
economist  in  a  20th  century  that  witnessed  tow- 
ering contributions  from  John  Maynard  Keynes, 
Paul  A.  Samuelson,  and  others. 

Friedman  is  best  known  for  "monetarism,"  a 
view  that  stability  in  the  growth  of  the  money 
supply  is  crucial  to  controlling  inflation  and  re- 
cessions. Although  the  relation  between  the  mon- 
ey supply  and  the  economy  has  often  been  high- 
ly variable,  no  less  an  authority  than  Federal 
Reserve  Chairman  Alan  Greenspan  has  indicated 
that  Friedman's  emphasis  on  a  stable  monetary 
framework  was  instrumental  in  guiding  central 
banks  in  Europe  and  the  U.  S.  toward  low  infla- 
tion during  the  past  two  decades. 

Before  Friedman,  economic  conventional  wis- 
dom held  that  inflation  reduces  unemployment 
because  prices  rise  faster  than  labor  costs.  In  the 
late  1960s,  Friedman  argued  instead  that  there  is 
no  permanent  reduction  in  unemployment  from 
continuing  inflation  because  wages  eventually 
catch  up  to  prices  as  expectations  about  inflation 
become  more  accurate.  His  analysis  has  been 
validated  twice  since  then — by  the  high  U.S. 
unemployment  during  the  1970s  despite  rapid 
inflation,  and  the  low  unemployment  during  the 
'90s  even  though  inflation  was  negligible. 

Some  of  Friedman's  contributions  to  micro 
policy  have  been  fully  implemented,  such  as  his 
persuasive  advocacy  of  a  voluntary  army  while 
serving  on  the  Gates  Commission  set  up  to  re- 
consider the  draft  after  the  Vietnam  War.  At  a 
recent  White  House  event  to  honor  Friedman  on 
his  approaching  birthday,  I  discussed  a  few  of  his 
policy  proposals  that  have  only  been  partially 
adopted  and  continue  to  generate  controversy. 

Two  decades  before  Chile  introduced  its  revo- 
lutionary private  individual  account  retirement 
system,  Friedman's  classic  1962  book  Capital- 
ism and  Freedom  criticized  the  prevailing  pay-as- 
you-go  Social  Security  systems  for  restricting 
the  ability  of  individuals  to  choose  how  much 
and  in  what  form  to  save  for  retirement,  and  for 
mixing  a  welfare  program  for  elderly  poor  with  a 
compulsory  program  that  applies  to  all  the  eld- 
erly. Had  his  advice  been  followed  20  years  ago, 
there  would  be  no  impending  Social  Security  fi- 
nancing crisis  in  the  U.S.  and  other  developed 
nations  with  aging  populations. 

In  the  same  book,  Friedman  showed  that 
without  any  change  in  the  tax  base,  a  flat  income 


tax  rate  of  23%  could  bring  in  the  sam 
enue  as  the  system  of  rates  that  ranged 
1960s  from  20%  to  an  incredible  91%. 
years  later,  he  went  further  by  demonst 
that  the  flat  rate  could  be  reduced  to  16% 
out  any  diminution  in  tax  revenue  if  all  s) 
deductions  for  mortgage  interest,  charitabl 
tributions,  and  the  like  were  eliminated. 

All  nations  have  since  brought  down  tb 
rates  from  frequently  above  90%  to  50%  o 
So  the  world  has  moved  about  halfway  t 
his  flat-tax  system. 

In  the  early  1950s,  Friedman  revived  tb 
for  allowing  foreign  exchange  rates  to  be  t 
mined  by  supply  and  demand  for  differen 
rencies.  Flexible  rates  had  fallen  into  intel 
al   disrepute   because    exchange   rates 
unstable  during  the  1930s,  and  after  the 
World  War  II  Bretton  Woods  Agreement 
duced  a  worldwide  system  of  supposedly 
exchange  rates. 

Controversy  over  flexible  exchange  rate 
tinues  as  American  political  leaders  con 
Treasury  Secretary  Paul  H.  O'Neill  for  his  r 
to  seek  a  strong  dollar.  Meanwhile,  expo 
want  him  to  promote  a  weak  dollar  that  a 
make  their  goods  cheaper  to  other  nations: 
retary  O'Neill  is  right  in  his  commitment 
markets  decide  the  international  value  o 
dollar  rather  than  government  officials  or 
ness  leaders  with  vested  interests. 

School  vouchers  is  the  micro  program 
closely  identified  with  Friedman.  In  the  19i 
first  proposed  that  governments  give  tii 
vouchers  to  parents  with  school-age  chi] 
that  they  could  use  at  private  or  public  scho 
their  choice  as  long  as  these  met  education 
dards.  He  was  confident  that  even  poor  pa 
would  generally  select  a  good  education  for 
children  if  they  had  real  choices. 

Although  voucher  advocates  have  largely 
the  intellectual  battle,  vouchers  have  bee 
fectively  opposed  by  teachers'  unions  am 
many  suburban  parents  who  fear  vouchers  \ 
encourage  poor  children  to  attend  schoo 
their  communities.  The  U.  S.  Supreme  Cour 
soon  decide  the  legality  of  several  vouche: 
periments. 

Friedman  has  displayed  enormous  coura 
sticking  to  his  guns  after  his  work  was  gr< 
with  hostility  and,  frequently,  nasty  persons 
tacks.  It  must  be  gratifying  to  see  how  mucl 
world  has  moved  toward  his  positions.  W 
owe  an  enormous  debt  to  this  great  economi 
he  completes  his  ninth  decade. 
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THIS  RECESSION 
WASN'T  SO  MILD 

Wealth  declined  by  over  $4  trillion 

There  are  lots  of  ways  to  assess  the 
severity  of  an  economic  downturn, 
including  the  increase  in  the  unemploy- 
ment rate  or  the  drop  in  gross  domestic 
product.  By  any  of  these  conventional 
measures,  the  downturn  of  2001  was 
moderate,  at  worst. 

But  a  look  at  household  net  worth 

HOW  HOUSEHOLDS 
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gives  a  completely  different  picture. 
The  latest  figures  from  the  Federal  Re- 
serve flow-of-funds  accounts,  released 
on  June  7,  show  that  total  household 
net  worth,  adjusted  for  inflation,  fell  by 
12.3%  from  its  peak  in  the  first  quarter 
of  2000  to  its  low  point  at  the  third 
quarter  of  2001.  That  represents  a  total 
loss  of  wealth  of  more  than  $4  trillion, 
or  roughly  40%  of  gdp,  with  rising  debt 
and  a  declining  stock  market  only  being 
partly  offset  by  higher  housing  prices. 
The  only  postwar  downturn  that  hit 
household  wealth  as  hard  was  the  re- 
cession of  1973-75. 

The  decline  in  household  wealth  over 
the  past  two  years  pulls  down  Busi- 
nessWeek's index  of  household  prosper- 
ity (first  described  in  the  Apr.  29  is- 
sue). This  index  is  based  on  the  idea 
that  households  care  about  both  wage 
income  and  wealth,  especially  in  an  era 
when  so  many  people  own  their  own 
homes  and  have  stock  investments.  The 
index  is  calculated  using  a  weighted  av- 
erage of  real  wage  income  per  worker 
and  real  net  worth  per  household. 

At  its  low,  in  the  third  quarter  of 
2001,  the  index  of  household  prosperity 
was  down  by  2.8%  vs.  the  year  before 
(chart).  By  contrast,  the  index's  worst 
year-over-year  decline  in  the  1990-91 
recession  was  only  2.1%.  During  the 


1981-82  recession,  the  prosperity  index 
dropped  only  by  a  meek  0.7%.  That  may 
help  explain  why  President  Ronald  Rea- 
gan's political  support  stayed  strong 
during  the  downturn.  s 

Since  the  third  quarter  of  2001, 
both  household  net  worth  and  the 
Business  Week  prosperity  index  have 
inched  up.  Indeed,  the  prosperity  index, 
through  the  end  of  the  first  quarter  of 
2002,  stands  about  1.7%  higher  than  it 
was  the  year  before,  buoyed  by  a  year  of 
rising  wages  and  a  strong  housing  market. 

But  this  gain  in  the  prosperity  index 
may  not  persist.  The  stock  market  has 
fallen  sharply  since  the  first  quarter, 
and  real  wages  seem  to  have  stopped 
rising.  Meanwhile,  housing  prices  across 
much  of  the  country  appear  to  be  level- 
ling out,  despite  soaring  values  in  a  few 
areas.  This  combination  could  well  leave 
many  Americans  feeling  a  lot  poorer. 


GETTING  RID  OF 
CORPORATE  DEBT 

Net  stock  issuance  turns  positive 

One  of  the  remarkable  things  about 
the  1990s  was  the  way  most  com- 
panies relied  on  debt  to  fund  their  op- 
erations rather  than  taking  advantage  of 
high  stock  prices  to  raise  money  by  is- 
suing equity.  Indeed,  nonfinancial  cor- 
porations bought  back  some  $870  bil- 
lion in  equity  from  1995  to  2001.  That 
reflects  stock  buybacks  and  equity  ex- 
tinguished as  part  of  mergers.  Mean- 
while, corporations  added  debt  like 
crazy,  borrowing  $2.1  trillion  over  the 
same  period.  In  effect,  Corporate  Amer- 
ica was  borrowing  to  finance  its  stock 
repurchases. 

But  the  pendulum  may  finally  be 
starting  to  swing  back.  In  the  first  quar- 
ter, despite  the  drought  in  initial  public 
offerings,  net  stock  issuance  by  nonfi- 
nancial corporations  was  actually  posi- 
tive. Meanwhile,  net  borrowing  fell  off 
the  cliff,  to  an  average  annual  rate  of 
less  than  $13  billion.  That's  compared 
with  a  rate  of  more  than  $200  billion 
in  the  fourth  quarter.  Companies  were 
still  issuing  bonds,  but  they  were  cut- 
ting way  back  on  short-term  debt. 

This  is  the  first  tangible  sign  of  the 
de-leveraging  of  the  corporate  sector. 
How  long  might  it  go  on?  After  the  re- 
cession of  1990-91,  the  process  of  shift- 
ing from  debt  to  equity  went  on  for 
about  two  years  before  companies  start- 
ed borrowing  at  high  levels  again.  It 
may  take  even  longer  to  work  off  the 
excesses  of  the  last  decade. 


A  NEW  LOOK  AT 
EXCHANGE  RATK 

Floating  regimes  get  a  boost 
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Should  countries  let  their  cuj 
exchange  rates  float  freely 
them?  Economists  have  debated 
ic  for  decades.  While  leading  th  p 
such  as  Milton  Friedman  argut 
floating  rates,  the  data  seemed  tc  id 
that  countries  with  floating  rate  H 
high  inflation  and  sluggish  growt] 

But  economists  Carmen  M.  Re 
and  Kenneth  S.  Rogoff  say  thostftn 
ings  can't  be  trusted  because  the\  i\ 
based  on  faulty  data  from  the  Inra 
tional  Monetary  Fund.  Reinharlai 
Rogoff  both  wrork  for  the  IMF  bl( 
most  of  the  analysis  before  joinirlti" 
fund.  Their  study,  published  by  thW 
tional  Bureau  of  Economic  Researclla: 
an  official  IMF  document. 

Reinhart  and  Rogoff  say  that  tlp*r 
routinely  misclassified  countrie 
change-rate  regimes,  especially 
1997,  mainly  by  relying  on  gove: 
often  inaccurate  self-classification 
currencies  that  were  described 
IMF  as  being  pegged  to  another 
cy  or  currencies  were  actually  floj 
and   vice   versa,  the  economist 
Reinhart  and  Rogoff  also  say  tl 
classification  method  was  skewt 
high  inflation  in  some  countries. 

So  the  two  devised  their  own  ( 
fication  system,  drawing  on  mo 
data  from  153  countries  going  h 
1946.  They  reclassified  countries 
the  four  IMF  categories  and  cr< 
category  for  countries  with  high 
and  "freely  falling"  currencies. 

Countries  with  freely  floating 
cies  look  much  better  under  the 
sification.  Their  annual  inflation 
from  1970  to  2001  was  9%,  the  low( 
any  currency  regime.  Under  th 
classification,  freely  floating  cum 
had  174%  inflation, 
the  highest  of  any 
regime.  Likewise, 
real  GDP  per  capi- 
ta   for    countries 
with  floating  cur- 
rencies grew  2.3% 
a  year  from  1970 
to  2001  under  the 
Reinhart-Rogoff 
classification,   vs. 
just   0.5%   under 
the  IMF's.  The  out- 
come may  mean  a 
lot  more  support 
for  floating  rates. 
By  Peter  Coy 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  ECONOMY  IS  STABLE- 
VEN  IF  THE  MARKET  ISN'T 

impy  inventories  and  a  stimulative  Fed  point  to  continued  growth 


T.S.  ECONOMY 


INVENTORIES  LOOK 
MI6HTY  SPARSE 


RATIO  OF  BUSINESS 
INVENTORIES  TO  SALES 


Stock  investors   have   been 
fretting  over  the  unusually 
evel  of  uncertainty  hanging  over  this  recovery.  By 
e  19,  those  worries  had  pulled  stock  prices  down 
lit  7%  in  only  the  past  month — and  more  than  12% 
'•e  March.  So  now  a  new  question  has  arisen:  Will 
stock  market  drag  down  the  economy? 
robably  not.  First  of  all,  far  more  alarming  drops  in 
■k  prices — think  the  crash  of  1987  or  the  2000  col- 
•    in  the  Nasdaq — have  shown  that  the  link  be- 
en losses  in  stock  wealth  and  drops  in  consumer 
iding  is  tenuous  and  that  the  impact  is  small.  Hous- 
wealth  has  proven  to  be  far  more  crucial  to  con- 
lers,  and  home  values  are  still  appreciating. 

Second,  the  equity  market 
is  not  the  only  source  of  funds 
for  capital  projects.  Internally 
generated  funds,  mainly  profits 
and  depreciation  allowances, 
now  cover  nearly  90%  of  cor- 
porate outlays  for  new  equip- 
ment, buildings,  and  invento- 
ries.   Plus,    corporate    bond 
issuances  are  growing  rapid- 
ly, and  bond  investors  see  less 
danger  of  default.  Risk  premi- 
that  companies  must  pay  above  the  yield  on  risk- 
U.  S.  Treasuries  have  fallen  this  year, 
i  addition,  declines  in  the  stock  market  are  usually 
dated  with  tightening  monetary  conditions.  This 

2  around,  though,  the  Federal  Reserve  is  excep- 
ally  accommodating,  and  policy  is  likely  to  remain 
mlative  for  months  to  come.  That's  partly  why,  de- 

•e  recent  stock  market  woes,  economists  believe 
1  the  recovery  remains  on  solid  ground  and  will 
Jlerate  into  2003  (page  110). 

IN0MIC  GROWTH  this  quarter  is  clearly  slowing 

Q  its  rapid  first-quarter  clip.  But  the  latest  data 

jest  that  the  cooler  pace  is  temporary.  Steady,  if 

k<  r,  consumer  demand  has  helped  to  shrink  business 

|ntories  to  a  record  low  in  relation  to  sales  (chart). 

pntory  rebuilding  will  support  further  growth  in 

|rs  and  production  in  the  second  half,  even  as  in- 

irial  production  is  already  on  the  rebound.  Finally, 

lebuilding  remains  surprisingly  firm,  as  further  de- 

ss  in  mortgage  rates  buoy  demand. 

3  be  sure,  the  bear  market,  if  it  worsens,  creates  a 
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risk  for  the  second  half.  But  the  declines  so  far  don't 
necessarily  signal  future  economic  weakness;  rather, 
they  point  to  the  soft  spot  the  economy  is  now  in.  In 
this  atypical  business  cycle,  fraught  with  unprece- 
dented risks  fueled  by  geopolitical  dangers  and  mis- 
trust of  Corporate  America,  stock  prices  have  abdi- 
cated their  usual  role  as  an  indicator  of  future 
economic  activity.  Stock  investors  are  taking  a  very 
short-term  view  of  the  future,  which  is  the  chief  rea- 
son why  improving  prospects  for  economic  growth 
and  profits  are  not  yet  reflected  in  share  prices. 

Clearly,  the  recent  market 
slide  has  hit  consumer  confi- 
dence. The  University  of 
Michigan's  sentiment  index  in 
early  June  fell  6  points.  And  a 
larger  than  expected  0.9%  fall 
in  May  retail  sales  makes  it 
seem  as  if  consumers  are 
opening  up  mutual-fund  state- 
ments and  then  snapping  their 
wallets  shut. 

But  a  closer  look  at  the 
data  shows  that  consumers  are  just  slowing  their 
spending  in  the  second  quarter,  not  throwing  in  the 
towel.  For  one  thing,  even  with  the  early-June  de- 
cline, the  Michigan  index  is  at  90.8,  a  level  that  histor- 
ically has  been  associated  with  periods  of  at  least  mod- 
erate growth  in  consumer  spending.  Also,  first-quarter 
consumer  outlays  were  boosted  by  several  special  fac- 
tors, most  notably  tax  cuts,  auto  sales  incentives,  and 
unseasonably  mild  weather.  Plus,  May's  drop  in  retail 
sales  followed  a  1.2%  surge  in  April,  and  weekly  sales 
surveys  through  mid-June  show  a  strong  rebound. 

IF  YOU  WANT  TO  KNOW  how  consumers  really  feel 
about  their  financial  future,  look  at  their  willingness  to 
commit  to  a  long-term  mortgage.  By  that  gauge,  con- 
sumers are  still  upbeat.  Housing  starts  in  May  soared 
11.6%  from  April,  the  largest  increase  in  seven  years. 
And  in  June,  homebuilders  reported  that  market  con- 
ditions, based  on  current  and  expected  sales  and  buyer 
traffic  through  model  homes,  remain  very  good. 

Why?  Because  mortgage  rates  are  falling  again.  By 
mid-June,  30-year  fixed  rates  slid  to  an  average  of 
6.7%,  the  lowest  level  since  the  plunge  just  after  Sep- 
tember 11  (chart).  Rates  are  declining  again  because 
expectations  about  when  the  Fed  will  begin  to  lift  in- 
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terest  rates  are  being  pushed  further  into  the  future. 

The  biggest  danger  from  falling  stock  prices  is  the 
chance  of  them  sapping  even  more  business  confidence, 
which  could  place  an  added  drag  on  capital  spending. 
However,  business  decisions  on  new  equipment  and 
inventories  will  be  governed  more  by  what  companies 
see  in  their  order  books  and  on  the  bottom  lines  of 
their  income  statements.  Those  are  both  improving. 

In  particular,  business  inventories  have  shrunk  to 
levels  that  assure  a  significant  pickup  in  reordering.  In 
April,  stock  levels  at  manufacturers,  wholesalers,  and 
retailers  fell  0.2%,  the  15th  consecutive  monthly  drop, 
but  sales  jumped  1.8%,  pushing  the  ratio  of  inventories 
to  sales  to  a  low  1.35.  That  ratio  is  far  below  its  trend 
of  the  past  10  years,  suggesting  that  inventories  are 
generally  at  less  than  their  desired  level. 

INVENTORY  REPLENISHMENT  explains  why  the  in 
dustrial  sector  is  on  the  mend.  Industrial  production 
rose  0.2%  in  May,  its  fifth  monthly  increase.  So  far  in 
the  second  quarter,  output  is  growing  at  a  3.2%  annual 
rate,  better  than  its  2.8%  advance  of  the  first  quarter. 
Factory  output  alone  was  also  up  0.2%  in  May.  Sur- 
prisingly, one  of  the  strongest  areas  of  production  has 
been  the  tech  sector,  outside  of  telecom  equipment. 
Output  of  computer  and  office  equipment,  as  well  as 
semiconductors,  are  up  at  double-digit  rates  vs.  their 
levels  of  May,  2001.  Thanks  to  healthy  homebuilding, 
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output  of  appliances  and  home  electronics  are  gr< 
solidly.  And  output  increases  in  industrial  mat' 
indicate  future  gains  in  production:  Factories  are  1; 
inssupplies  before  revving  up  their  assembly  line 

In  the  meantime,  inflation 
is  following  its  usual  trend  by 
slowing  down  in  the  first  year 
of  a  recovery.  Consumer  prices 
were  unchanged  in  May  from 
April,  and  they  are  up  only 
1.2%  from  a  year  ago.  Core 
prices,  which  exclude  volatile 
food  and  energy,  are  up  2.5%, 
down  from  their  2.8%  pace  of 
November,  2001  (chart). 

But    while    low    inflation 
means  consumers  are  able  to  get  more  bang  fo 
buck,  a  lack  of  pricing  power  doesn't  mean  profit 
necessarily  get  squeezed.  Thanks  to  productivity  g 
companies  actually  have  cut  the  labor  cost  of  prodi 
each  unit  of  product.  That  means  profit  margins 
creasing,  and  any  increase  in  revenues  will  im 
ately  pump  up  the  bottom  line. 

Investors  have  not  yet  grasped  the  brighter 
looks  for  both  the  economy  and  profits  in  the  se 
half.  That's  why  life  on  Wall  Street  is  so  dismal  i 
now.  But  will  the  stock  market  derail  the  recovery 
far,  at  least,  the  data  argue  strongly  against  it. 
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INFLATION  AND  LABOR  UNREST  MAY  SPOIL  RECOVERY 


Spain's  economy  is  showing  its 
poorest  performance  in  five 
years.  While  the  worst  is  believed 
to  be  over,  uncertainty  over  infla- 
tion and  labor  unrest  could  jeop- 
ardize the  recoveiy. 

First-quarter  real 
gross  domestic  product 
grew  0.5%  from  the 
fourth  quarter.  Com- 
pared with  a  year  ago, 
real  GDP  is  up  2%,  the 
smallest  rise  since 
1998.  For  all  of  2002, 
the  government  ex- 
pects real  GDP  to  grow 
by  just  2.4%,  down 
from  2.8%  in  2001. 

Forecasters  expect  Spain's 
economy  to  improve  through  the 
course  of  2002,  but  the  second 
quarter  is  showing  scant  signs  of 
better  health.  April  industrial  pro- 
duction rose  by  1%  from  a  down- 


INFLATI0N  IS  ON 
THE  RISE  AGAIN 
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wardly  revised  March.  But 
grovrth  was  concentrated  in  con- 
struction-related areas  dominated 
by  government  pump-priming. 
Prime  Minister  Jose  Maria  Aznar 
hiked  public-v^orks  outlays  by 

10.4%,  to  $8.2  billion 
for  2002.  Capital- 
goods  production  fell 
8.1%,  a  sign  that  busi- 
ness confidence  is  still 
weak. 

Although  the  Labor 
Ministry  said  that 
May  jobless  claims 
fell  more  than  expect- 
ed, job  growth  was 
limited  to  seasonal  in- 
dustries such  as  tourism.  Mean- 
while, the  number  of  job  seekers 
increased.  If  employment  can't  be 
created  fast  enough,  consumer 
spending,  which  until  now  has 
been  resilient,  could  falter. 


'■' 


The  government's  attempt  to 
get  more  people  back  to  work 
may  weaken  the  labor  markets 
further.  Madrid  enacted  a  new 
measure  to  cut  unemployment 
benefits  to  job  hunters  who  reft 
positions  that  pay  less  than  the; 
want.  Unions  are  protesting  lou 
ly.  If  repeated  strikes  result,  th« 
disruption  to  business  activity 
could  deal  a  serious  blow  to  bus 
ness  confidence  and  hiring. 

Inflation  could  also  slow  the  r 
covery.  Spanish  consumer  prices 
in  May  rose  3.6%  from  a  year  a 
up  from  2.7%  in  December.  And 
euro  zone  inflation  in  2002  is  ex 
pected  to  run  above  the  2%  tarj 
set  by  the  European  Central 
Bank.  Rising  inflation  could  fore 
the  ECB  to  raise  rates  by  Septei 
ber,  creating  more  headwind  for 
Spain's  shaky  recovery. 

By  James  Mehring  in  New  1 
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THUNDERSTORM 

TEACH    US    ABOUT 

LEADERSHIP? 


Wh en jou  arrive,  people  take  notice 

You  can  bring  a  tremendous  amount  of  energy  to  bear 

The  power  to  make  things  grow  is  a  great  gift 

Wisdom  is  everywhere.  Uncommon  wisdom  is  knowing  how  to  apply  it  As  one  of  the  naiion's  leading 

corporate  and  investment  banks,  we  work  side-by-side  with  thousands  of  growing  companies. 
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WHY 

CORPORATE 
CROOKS 

ARE  TOUGH  TO  NAIL 

Prosecutors  are  on  the  prowl,  but  given  the  hurdles 
they  have  to  clear,  convictions  may  be  few 


dIKE  FRANCE  AND  DAN  CARNEY 

rhe  day  of  reckoning  finally  seems  to  be  at  hand. 
Emboldened  by  the  criminal  conviction  of  Arthur 
Andersen  LLP  for  obstruction  of  justice  on  June 
15,  government  lawyers  are  steaming  ahead  with 
the  Enron  Corp.  investigation — and  are  probing 
malfeasance  at  an  ever  expanding  list  of  compa- 
nies that  now  includes  Tyco  International,  Adel- 
phia  Communications,  Computer  Associates, 
;t  Communications,  and  Global  Crossing, 
more  scandals  come  to  light,  the  White  House  is  grow- 
lcreasingly  enthusiastic  about  throwing  corporate  crooks 
1.  Although  the  Bush  Administration  is  skeptical  of  new 
less  regulation,  it  has  no  qualms  about  vigorously  en- 
lg  existing  rules — and  is,  in  fact,  on  a  campaign  to  con- 
the  public  that  energetic  prosecution  is  a  better  way  of 


coping  with  America's  white-collar  crime  wave  than  cum- 
bersome legislation.  "Cops  who  maybe  were  asleep  at  the 
switch  when  a  lot  of  the  abuses  were  taking  place  are  now 
aggressively  patrolling,"  says  Chief  White  House  Economic 
Adviser  Lawrence  B.  Lindsey.  "Boards  of  directors  and  man- 
agement are  now  on  notice  that  this  is  a  new  day." 

So  does  this  mean  that  the  rogue's  gallery  of  irresponsible 
execs  who  have  populated  the  business  pages  over  the  past 
several  months  will  finally  go  to  jail?  Will  the  little  guy  finally 
be  avenged?  Don't  count  on  it.  While  there  will  certainly  be 
more  prosecutions — and  some  of  them  will  bear  fruit — crim- 
inal enforcement  is  a  risky  game.  The  laws  regulating  com- 
panies are  ambiguous,  juries  have  a  hard  time  grasping  ab- 
stract financial  concepts,  and  w'ell-counseled  executives  have 
plenty  of  tricks  for  distancing  themselves  from  responsibility. 

The  Andersen  case  underscores  the  difficulties  ahead  for 
the  government.  The  feds  almost  lost  Andersen — even  though 
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they  had  an  inside  whistle-blower,  a  simple  story  line,  and  a 
hometown  jury  packed  with  people  who  had  seen  the  devas- 
tation Enron  caused  close-up.  "After  Arthur  Andersen,  no- 
body is  going  to  talk  about  slam-dunk  cases  anymore,"  says 
Columbia  University  Law  School  securities  law  professor 
John  C.  Coffee. 

What's  more,  many  of  the  abuses  that  have  enraged  the 
public  are  entirely  legal.  Companies  can  file  misleading  ac- 
counting statements  that  are  in  complete  compliance  with  gen- 
erally accepted  accounting  principles  (gaap).  They  can  boost 
their  income,  for  example,  simply  by  assuming  that  their 
pension  plan  investments  will  earn  a  higher  rate  of  return  in 
the  future.  Executives  are  also  allowed  to  enjoy  outrageous 
incomes  and  baronial  perks  without  breaking  any  laws  at 
all — so  long  as  the  board  approves.  And  because  so  many  of 
the  laws  governing  corporate  conduct  are  weak,  there's  no 
way  criminal  or  civil  prose- 
cution can  ever  be  a  complete 
substitute  for  regulatory  re- 
form— no  matter  how  ag- 
gressive the  White  House 
promises  to  be.  "Enforcement 
works  for  the  tiny  percent- 
age of  people  who  engage  in 
truly  egregious  behavior," 
says  Henry  T.  C.  Hu,  a  cor- 
porate and  securities  law  pro- 
fessor at  the  University  of 
Texas.  "But  for  the  far  more 
numerous  instances  of  lesser 
behavior,  it  is  hard  to  reach 
them  through  enforcement." 

Of  course,  the  fact  that 
criminal  law  applies  only  to 
extreme  cases  is  probably  lit- 
tle comfort  to  those  under 
scrutiny.  In  the  wake  of  the 
Andersen  victory,  govern- 
ment lawyers  are  turning 
their  attention  to  the  biggest 
target  of  all:  Enron.  Using  their  verdict  against  the  energy  gi- 
ant's auditor  as  leverage,  they're  hoping  to  win  the  coopera- 
tion of  insiders  and  build  a  case  against  top  executives  Ken- 
neth L.  Lay,  Jeffrey  K.  Skilling,  and  Andrew  S.  Fastow 
(page  38).  Enron  and  the  individual  officers  all  deny  they've 
broken  any  laws. 

Many  of  the  scandals  that  have  emerged  since  Enron  are 
also  on  the  government's  radar  screen.  Criminal  charges  have 
already  been  leveled  against  former  Tyco  ceo  L.  Den- 
nis Kozlowski  for  tax  fraud  and  former  ImClone  Sys- 
tems Inc.  ceo  Samuel  D.  Waksal  for  insider  trading. 
Both  claim  they  are  innocent.  Meanwhile,  several  oth- 
er companies  and  their  executives,  including  Global 
Crossing  and  Adelphia,  are  under  investigation. 

Sensing  the  public's  anger,  law  enforcers  across  the 
country  are  taking  a  new  interest  in  corporate  crime. 
While  most  federal  securities  fraud  suits  have  his- 
torically been  filed  by  U.  S.  Attorneys  in  Manhattan 
and  Brooklyn,  cases  are  currently  pending  in  an  un- 
precedented 17  offices,  ranging  from  San  Francisco  to 
Miami  to  Alexandria,  Va.  State  and  local  prosecutors, 
such  as  New  York  State  Attorney  General  Eliot 
Spitzer  and  New  York  City  District  Attorney  Robert 
Morgenthau,  are  also  getting  in  on  the  act.  "In  the 
aftermath  of  Enron,  it  is  becoming  easier  to  interest 
criminal  prosecutors  in  complex  securities  cases," 


Road  Ahead 

In  the  wake  of  the 
Andersen  guilty  verdict, 
the  government  is 
gearing  up  to  go  after 
top  executives,  and 
possibly  corporations, 
on  charges  involving 
every  thing  from 
insider  trading  to 
perjury.  All  of  the  targets 
deny  wrongdoing,  and 
winning  convictions 
won't  be  easy. 


says  Stephen  M.  Cutler,  director  of  the  Securities 
change  Commission's  Enforcement  Div.,  which  lacks  th| 
ity  to  file  its  own  criminal  prosecutions.  "Their  relucta 
the  past  came  from  a  fear  that  these  cases  wouldn'J 
Well...  in  front  of  juries." 

As  it  turns  out,  that  fear  is  not  entirely  unfounded.  Ij] 
the  current  flurry  of  activity  may  not  necessarily 
string  of  convictions.  In  a  country  with  a  long-establish( 
dition  of  criminal  rights,  prosecutors  always  face  high  hi| 
They  must,  for  starters,  prove  their  cases  beyond  a  r\ 
able  doubt.  In  business  cases,  they  also  have  to  educate  [ 
about  sophisticated  financial  concepts.  That's  no  small  jo| 
dersen  should  have  been  a  prosecutor's  dream:  a  clear-i 
of  obstruction  of  justice  where  no  one  disputed  that  ret! 
documents  had  been  destroyed.  But  the  prosecution 
unraveled  under  the  skilled  counteroffensive  of  the  d( 

Some  companies  and  executives  alreat 
criminal  prosecution... 


ARTHUR  ANDERSEN 


CM 


CHARGE  Obstruction  of  justice 

KEY  ISSUES  After  the  June  15  co 
of  the  partnership,  the  spotlight  m 
potential  cases  against  individuals 
Company  counsel  Nancy  Temple,  w 
memo  was  the  basis  for  the  verdict 
been  identified  by  Justice  Dept.  as 
"target,"  and  others  may  follow. 


TYCO  INTERNATIONAL 


b 


tut 


CHARGE  Tax  evasion 

KEY  ISSUES  The  probe  into  Tyco  In- 
ternational has  expanded  dramatically 
since  former  CEO  Kozlowski  was  in- 
dicted on  June  4  on  charges  that  he  evaded  more  thaJ 
lion  in  New  York  State  sales  taxes  on  some  $13.2  millil 
of  art.  Since  then,  both  the  Securities  &  Exchange  CoJ 
and  outside  counsel  hired  by  Tyco  have  begun  a  broac 
probe  into  possible  misuse  of  corporate  funds  by  senid 
tives,  including  Kozlowski  and  former  general  counsel) 
Belnick.  The  SEC  is  also  looking  at  Tyco's  accounting. 


IMCLONE 


CHARGE  Inside 

KEY  ISSUES 

Samuel  D.  Waks?| 
indicted  on  Jun« 
federal  prosecutj 
New  York  on  chal 
that  he  tipped  o:| 
and  family  that  t| 
&  Drug  Adminisif 
would  reject  its 
tion  for  approval! 
drug  Erbitux.  Mq 
expanded  to  incll 
people  Waksal  c< 
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HAT  WILL  HELP  Because  laws  on  corporate  conduct  are  weak,  it 
II  take  serious  regulatory  reform  to  prevent  future  abuses 


just  getting  jurors  to  understand  the  basics  can  be  a 
e.  According  to  one  news  report,  an  Andersen  juror  ini- 
•clieved  that  the  case  involved  the  National  Aeronautics 
pace  Administration. 

uagine  how  much  harder  it  would  be  to  teach  jurors 
it  special-purpose  entities  or  complex  derivatives,  as  the 
.ecutors  in  any  potential  case  against  Enron  would  prob- 
'  have  to  do.  That's  why  government  lawyers  will  try  to 
r  clear  of  arcane  minutiae,  stick  to  clear  themes,  and 
to  pose  their  arguments  as  simple  human  morality  tales. 


...while  others  remain  under 
the  microscope 

IAL  CHARGES  Securities 


ADELPHIA 


UES  Grand  juries  in  New 

Pennsylvania  are  looking 

jer  of  unconventional 

mis  benefiting  the  founding 

lily.  These  include 

m  in  off-balance-sheet 

he  family  and  the 

of  a  golf  course  in 

inia.  None  were  approved  by  the  board.  The  company 

:d  culpability  and  has  launched  its  own  probe. 


ENRON 


IAL  CHARGES  Securities  fraud, 
lading,  and  perjury 

WES  The  activities  of  former  CFO 

re  at  the  center  of  the  investigation 

her  Enron  partnerships  were 

it.  To  win  a  conviction,  the  Justice 

ild  have  to  show  that  the  partnerships  were  designed 

investors  by  hiding  Enron's  precarious  finances. 
ire  also  looking  at  sales  of  Enron  stock  by  insiders, 

former  Execs  Lay  and  Skilling,  and  whether  Skilling 
himself  in  his  congressional  testimony. 


GLOBAL  CROSSING 


|AL  CHARGES  Insider  trading,  securities  fraud 

UES  The  FBI  and  the  SEC  are  looking  at 
capacity  on  the  company's  fiber-optic 
The  feds  are  investigating  whether  these 
sleadingly  hiked  the  company's  revenues, 
vaps  were  also  allegedly  practiced  by 
mmunications  and  energy  traders  such  as 
he  SEC  is  also  looking  at  insider  sales  of 
n  in  Global  Crossing  stock  by  company 
>ecially  Chairman  Gary  Winnick. 


WINNICK 


"What  you  really  need  to  win  any  of  these  cases  is  an  insid- 
er who  can  recount  the  conversations  people  were  having  and 
explain  what  people  were  thinking,"  says  New  York  litigator 
Richard  A.  Martin,  a  former  Assistant  U.  S.  Attorney. 

Finding  such  a  whistle-blower  is  tough.  Enough  evidence 
has  to  be  marshaled  to  persuade  an  insider  to  cooperate  and 
then  turn  on  his  or  her  associates.  And  that's  not  the  biggest 
challenge.  To  win  a  criminal  case,  prosecutors  have  to  prove 
that  an  exec  willfully  broke  the  law — that  he  or  she  knew,  for 
example,  that  the  10-K  was  fraudulent.  If  the  executive  has 
any  legitimate  reason  for  believing  that  the  document  was  ac- 
curate, no  matter  how  implausible,  criminal  charges  will  fail. 
In  contrast,  the  plaintiffs  in  a  civil  lawsuit  would  have  to 
prove  only  that  the  exec  was  reckless  about  the  legitimacy  of 
the  10-K — that  he  or  she  should  have  been 
aware  it  was  misleading. 

Big  companies  have  lots  of  lawyers,  and  these 
lawyers  specialize  in  creating  exactly  the  type 
of  paper  trail  that  will  exonerate  top  execs.  Ag- 
gressive actions  are  routinely  fortified  with  sani- 
tizing formalities:  file  memos  that  justify  iffy  de- 
cisions, board  approvals,  and  blessings  from 
outside  lawyers  and  accountants.  Even  if  they 
helped  nurture  a  corrupt  corporate  culture,  CEOs 
and  cfos  can  often  plausibly  claim  that  they  knew 
nothing  about  wrongdoing  three  or  four  levels 
down  the  hierarchy.  All  of  these  factors  help  to 
create  the  type  of  reasonable  doubt  that  kills  criminal  prose- 
cutions. In  the  Enron  case,  Lay,  Skilling,  and  Fastow  are  all 
likely  to  argue  that  the  company's  disclosures  were  approved  by 
Andersen.  "They're  going  to  say,  'Look,  I'm  not  an  accountant. 
I  told  them  what  I  wanted  to  do,  and  they  said  it  was  O.  K.,' " 
says  Houston  criminal  and  civil  defense  attorney  David  Berg. 
The  difficulty  of  proving  what's  going  on  inside  an  execu- 
tive's head  makes  it  hard  to  prosecute  cases  where  the  law  is 
unclear.  The  more  ambiguity  there  is,  the  easier  it  is  for 
execs  to  plead  ignorance.  As  a  result,  government  lawyers 
may  have  a  tough  time  pinning  blame  on  corporations  and  in- 
dividuals in  cases  focusing  on  new  types  of  derivatives,  com- 
plex tax  dodges,  and  exotic  partnerships  and  joint  ventures. 
That's  a  broad  category  that  could  include  many  recent  ac- 
counting controversies,  including  the  off-balance-sheet  part- 
nerships used  by  companies  such  as  Enron  and  PNC  Financial 
Services  Group  Inc. 

Still,  despite  the  obstacles,  public  anger  is  on  the  rise,  so 
prosecutors  are  likely  to  keep  the  heat  on.  Jail  is  the  best 
way  ever  invented  to  grab  executives'  attention.  A  busy 
CEO  can  buy  insurance  to  cover  legal  damages.  But  there's  no 
way  to  hire  someone  to  serve  jail  time.  And  prison  can't  be 
counted  as  a  business  expense.  Had  government  lawyers 
been  more  aggressive  about  bringing  criminal  cases  a  decade 
ago,  says  Joel  Seligman,  a  securities  expert  at  Washington 
University  School  of  Law,  many  of  the  recent  abuses  might 
never  have  occurred.  "Fraud  is  not  a  steady-state  phenome- 
non," says  Seligman.  "It's  binge  and  purge.  What  has  become 
absolutely  clear  is  that  the  late  '90s  were  a  binge  period — in 
part,  because  the  sensitivity  to  prosecution  was  reduced."  That 
sensitivity  is  increasing.  What's  not  clear,  though,  is  how  ef- 
fective the  coming  purge  will  be. 

With  Mike  McNamee  and  Amy  Borrus  in  Washington 
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THE  PRICE  OF  VICTORY 
OVER  ANDERSEN 

It's  a  mixed  bag  as  Justice  pursues  Enron  execs 


Federal  prosecutors  won't  have  long 
to  relish  their  hard-won  victory 
over  Arthur  Andersen  LLP.  For  all 
the  talk  of  "momentum"  after  the  June 
15  guilty  verdict  on  an  obstruction  of 
justice  charge  against  the  accounting 
firm,  the  government  likely  faces 
a  long,  tough  slog  in  its  pursuit 
of  the  main  culprits  at  the  cen- 
ter of  Enron  Corp.'s  collapse. 

Indeed,  the  win  against  An- 
dersen  came   at   a   price   for 
Washington's  more  complex  En- 
ron cases.  While  Justice  Dept. 
officials  contend  that  they 
have  been  moving  for- 
ward with  their  En- 

FASTOW:  His  off- 
balance-sheet  deals 
put  him  at  the  center 
of  the  investigation 

ron  investigations  even  as  they  pur- 
sued Andersen,  the  trial  certainly 
stretched  the  department's  resources 
and  the  attention  of  top  officials.  Legal 
experts  figure  that  it  could  be  months 
before  there  are  any  indictments,  es- 
pecially in  light  of  the  difficulties  that 
the  government  had  with  what  many 
considered  a  slam-dunk  case  against  the 
accounting  firm.  Says  Philip  H.  Hilder, 
who  represents  Enron  whistle-blower 
Sherron  S.  Watkins:  "Because  of  the 
complexity  of  the  Enron  investigation,  I 
would  not  anticipate  indictments  being 
returned  until  late  summer  or  early  fall 
at  the  earliest." 

The  Andersen  case  was  not  only 
time-consuming  but  also  a  mixed  bag 


in  terms  of  advancing 
Justice's  chances  of 
successfully  taking 
on  Enron.  The  pros- 
ecution's star  witness,  for  instance,  for- 
mer Andersen  partner  David  B.  Dun- 
can, supported  the  aggressive 
accounting  at  Enron.  That  could 
help  Enron  executives  to  argue  in 
their  defense  that  they  were 
merely  following  the  advice  of 
their  outside  accountants. 

Just  whom  prosecutors  will  tar- 
get first  at  Enron  is  a  tough  call. 
Former  cfo  Andrew  S. 
Fastow  and  former 
ceos  Jeffrey  K.  Skilling 
and  Kenneth  L.  Lay 
could  all  be  feeling  the 
heat.  Securities  fraud, 
insider  trading,  mail 
and  wire  fraud,  and 
perjury  are  all  potential 
charges.  Still,  "the  person  who  has  got 
the  biggest  problem  here  is  Fastow," 
says  one  lawyer  close  to  the  case.  An- 
other calls  Fastow  the  "hub"  of  Jus- 
tice's investigation.  That's  because 
the  ex-CFO,  who  made  some  $45 
million  from  off-balance-sheet  deals, 
appears  to  be  the  main  architect 
of  the  complex  structures  that  led 
to  the  downfall  of  the  energy 
trading  giant.  In  some  in- 
stances, Skilling  and  Lay 
have  claimed  that  he  acted 
without  their  knowledge 
Fastow's  lawyers  would 
not  comment. 

Cases  against  Lay 
and    Skilling    could 


GOING  AFTER  ENRON 


THE  ANDERSEN  VERDICT  COULD 
HELP  THE  GOVERNMENT  DY: 

•  Highlighting  information  that 
top  executives  hid  from  Enron 
auditors  or  the  board 

•  Reinforcing  the  need  for  Justice 
to  make  its  case  in  clear  and 
simple  terms 


BUT  IT  COULD  ALSO  HINDER 
THE  GOVERNMENT  BY: 

•  Supporting  Enron  executives' 
defense  that  they  relied  on 
Andersen  advice 

•  Convincing  potential  defendants 
that  there  is  little  need  to  cooper- 
ate wi     the  government 


LAY:  It  might  be  difficul 
prove  that  he  knew  final 
statements  were  incorr\ 

prove  tougher,  as  the  g 
ment  will  have  to 
that  they  knew 
statements  were 
rect.    Justice    is 
looking  at  their 
sales  and  is  ex 
\    ing   Skilling's 
gressional 
mony  for  p 
perjury.    Says 
lawyer  close  to  Andersen:  "A  case 
Lay  is  going  to  be  difficult."  Becaut 
ex-Enron  chief  "is  operating  at 
level  of  generality,"  his  direct  in 
ment  in  any  wrongdoing  is  hard  to 

That's  why  prosecutors  will  pro 
go  after  the  little  guys  first.  The  J 
Dept.  isn't  talking,  but  former  pri 
tors  and  lawyers  close  to  the  And 
and  Enron  cases  suspect  that  J 
will  follow  a  tried-and-true  app 
first  gaining  guilty  pleas  and  coope 
agreements  with  lower  and  mi 
Enron  employees,  then  working 
way  methodically  to  the  top.  "Yo 
for  an  insider  to  interpret  the  fac 
you,"  says  Stephen  M.  Ryan,  a  p 
with  Manatt,  Phelps  &  Phillips, 
pursue  him  and  you  flip  him." 

All  the  witnesses  in  the  world 
help,  though,  unless  the  Feds  co: 
with  an  easy-to-understan 
of  charges.  In  a  point  d 
home  by  the  Andersen 
the  simpler  the  case,  the 
ter.  Even  with  the  relat 
straightforward  obstructi 
justice  charge,  jurors  s 
gled  for  10  days  to  ] 
agreement.     T 
why  legal  exj 

SKILLING:  His  < 
gressimial  testir, 
is  being  chec 
for  perjury 



expect  Justice  to  pursue  cases  w 
there  were  clear  conflicts  of  interest 
Enron  insiders,  for  instance,  pro!  | 
from  the  off-balance-sheet  entitu 
shareholders'  expense  and  hiding  i 
mation  from  the  auditors  and  the  b 
With  one  guilty  verdict  in  hand 
Feds  are  eager  to  move  on  to  Ei 
But  given  how  hard  it  was  for  Ju 
to  win,  the  outcome  of  the  Ande 
trial  could  provide  the  government 
as  much  worry  as  momentum. 

By  Wendy  Zellner  i)i  Dallas, 
Dan  Carney  in  Washington 
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-ONG:  The  entire  firm  is  paying  for  the  misdeeds  of  some,  as  offices  around  the  globe  are  closed 


COMMENTARY 


By  Joseph  Weber 


fHE  LINGERING  LESSONS  OF  ANDERSEN'S  FALL 


fas  it  all  worth  it?  An  acrimo- 
nious six-week  trial.  A  guilty 
verdict  that  turned  on  a  single 
ling  e-mail.  Disruptions  for  hun- 
■  of  corporations  in  the  middle  of 
season.  Maybe  a  jail  term  for  the 
ndividual  targeted — so  far — by 
overnment.  And  the  fall  of  one  of 
•orld's  leading  accounting  firms, 
ing  or  eliminating  thousands  of 
Are  we  better  off  after  all  the 
wrought  by  the  prosecution  of 
xr  Andersen  LLP? 
a  word,  yes.  The  government's 
on  to  go  for  the  jugular  was 
ill,  but  its  win  will  have  far- 
ing, beneficial  effects.  The  next 
in  attorney  hints  that  staffers 
documents  as  investigators  close 
■  ily  a  fool  will  follow  the  sugges- 
When  an  overbearing  corporate 
urges  an  auditor  to  sign  off  on 

I  us  financial  statements,  even  the 
obliging  will  likely  stiffen  their 
3.  And  auditors  and  clients  whose 
tonships  have  gotten  too  cozy  are 

>n  notice  that  they  have  to  take 
j  to  put  some  professional  distance 
pen  one  another.  By  pushing  for 
jial  charges,  the  Justice  Dept.  has 
$  the  stakes  too  high  for  anyone 

ore.  (For  a  different  view,  see 

itorial  on  page  142.) 

course,  the  verdict  could  still  be 
fn  out  on  appeal.  But  the  lessons 

dersen's  fall  go  well  beyond  the 

nment's  narrow  victory.  Consider 


the  root  problem:  Andersen  brought  its 
woes  on  itself  with  a  series  of  sloppy 
audits  for  Sunbeam,  the  Baptist  Foun- 
dation of  Arizona,  and  most  damningly, 
Waste  Management.  Those  botch-ups 
cost  investors  hundreds  of  millions  of 
dollars.  The  Waste  Management  Inc.  er- 
rors led  to  a  crucial  antifraud  injunction 
against  the  company  and  a  promise  to 
avoid  poor  practices — a  promise  prose- 
cutors claimed  Andersen  broke  with 
Enron  Corp.  audits.  The  lesson:  Redou- 
ble efforts  to  ensure  every  audit  is 
flawless.  Don't  slight  auditing  in  favor 
of  lucrative  lures,  such  as  consulting. 

If  that  sounds  obvious,  well,  that's 
just  the  point.  Clearly,  the  Andersen 
debacle  shows  how  deeply  the  account- 
ing industry  has  lost  its  way.  The  same 
can  be  said  for  the  legal  profession. 
Think  attorney-client  privilege  gives 
you  the  right  to  aid  in  a  coverup? 
Nope.  As  the  jury  made  unequivocally 
clear,  Andersen  attorney  Nancy  Tem- 
ple had  no  business  telling  auditor 
David  B.  Duncan  to  delete  critical  lan- 
guage in  a  memo  on  an  Enron  earn- 
ings statement  last  fall. 

It's  now  obvious  that  Temple,  who 
cited  the  Fifth  Amendment  as  she  de- 
clined to  testify,  shouldn't  have  told 
Duncan  to  mute  hints  that  the  state- 
ment was  misleading.  As  the  govern- 
ment showed,  she  had  reason  to  be- 
lieve investigators  were  hot  on  the 
trail.  Minor  technicality?  Routine  legal 
editing?  Hardly — it  was  a  blatant  ef- 


fort to  avoid  Securities  &  Exchange 
Commission  scrutiny.  "It's  rudimenta- 
ry," says  Joseph  E.  diGenova,  a  former 
U.  S.  Attorney  for  the  District  of  Co- 
lumbia. "This  is  a  simple  issue  of  hon- 
esty. It's  almost  an  Aesop's  fable." 

To  be  sure,  the  Andersen  case  was 
messy.  Short  of  evidence  to  pursue  in- 
dividuals beyond  Duncan,  the  govern- 
ment took  the  broadest  swipe  possible 
and  indicted  the  entire  firm,  tarring  in- 
nocent staffers.  And  ultimately,  the 
jury  set  aside  most  of  the  govern- 
ment's accusations,  even  largely  disre- 
garding the  shredding  efforts  the  gov- 
ernment had  made  so  much  of. 

Yes,  the  government  could  have 
prosecuted  more  skillfully.  But  that 
doesn't  change  that  misdeeds  were 
done  and  laws  broken.  Serious  audit 
failures  and  a  subsequent  inability  to 
correct  what  led  to  them  were  fol- 
lowed by  the  misguided  acts  of  a  few 
staffers  desperate  to  hide  misdoings. 

It's  too  bad  the  entire  firm  had  to 
pay  for  such  errors.  But  its  leaders 
lacked  the  discipline,  gumption,  or  in- 
sight to  fix  Andersen's  flaws.  With  any 
luck,  the  ex-partners  and  staffers 
won't  take  the  bad  habits  with  them  as 
they  move  on.  Prosecutions  are  vicious 
affairs,  but  stiff  penalties  are  some- 
times the  only  way  to  force  people 
back  onto  the  straight  and  narrow. 

Chicago  Bureau  Chief  Weber 
covers  Andersen. 


MORE  FUNNY  BUSINESS  The  government's  pursuit  of  Andersen  is 
fake-up  call  to  auditors  everywhere,  no  matter  how  big  their  firm 
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THE  TAX  GAMES 
TYCO  PLAYED 


It  made  an  art  form  of 
avoidance,  but  a  climate 
shift  has  opened  the 
door  to  harsher  scrutiny 

The  criminal  indictment  of  L.  Den- 
nis Kozlowski  paints  a  stunning 
portrait  of  complex  schemes  the 
former  chief  of  Tyco  International 
Ltd.  allegedly  used  to  evade  New  York 
State  and  City  sales  taxes  on  $13.2  mil- 
lion worth  of  personal  art- 
work. To  beat  the  8.25% 
tax,  the  June  4  indictment 
charges,  Kozlowski  and  his 
co-conspirators  used  such 
tactics  as  preparing  false 
invoices  and  shipping  emp- 
ty boxes  to  the  conglomer- 
ate's executive  offices  in 
New  Hampshire. 

That  scheme  was  child's 
play  compared  with  the  ap- 
parently legal  methods 
Tyco  has  used  to  avoid  cor- 
porate income  taxes.  Under  Kozlowski, 
tax  avoidance  became  a  way  of  life  and 
a  key  corporate  strategy.  It's  not  just 
that  Tyco  five  years  ago  moved  to  the 
now-famous  tax  haven  of  Bermuda. 
Since  then,  it  has  gone  to  extraordinary 
lengths  to  amass  subsidiaries  in  such 
tax-friendly  locales  as  Barbados,  the 
Cayman  Islands,  and  Jersey.  From  2000 
to  2001  alone,  the  number  doubled  to 
more  than  150. 


TYCO'S  INCREDIBLE 
SHRINKING  TAX  BILL 

EFFECTIVE  RATE* 


96    '97 
A  PERCENT 
'FOR  FISCAL  YEARS  ENDING  SEPT.  30 
Data:  Company  filings 


The  payoff:  Tyco  has  cut  its  effective 
tax  rate  from  36%  in  1996,  just  before 
the  Bermuda  move,  to  23%  in  2001.  In 
an  interview  last  year,  Tyco  Chief  Fi- 
nancial Officer  Mark  H.  Swartz  said  tax 
stratagems  would  slash  Tyco's  2001  tax 
bill  by  some  $600  million.  "It  has  been  a 
huge  strategic  advantage,"  he  bragged. 
Yet  Tyco  didn't  actually  pay  anything 
near  even  that  23%  rate,  according  to 
Bob  Mclntyre  of  Citizens  for  Tax  Jus- 
tice, a  Washington  advocacy  group. 
Why?  That  rate  was  based  on  Tyco's 
"provision"  of  almost  $1.5 
billion  for  income  taxes. 
But  in  its  2001  10-K,  Tyco 
admits  only  $754  million 
was  considered  due  in  that 
year.  Of  that,  $629  million 
was  said  to  be  for  non-U.  S. 
income  taxes.  The  compa- 
ny doesn't  spell  out  exactly 
how  much  of  the  remain- 
der covers  U.  S.  taxes,  but 
the  amount  would  be  re- 
duced further  by  a  deduc- 
tion for  millions  of  execu- 
tive stock  options  that  were  exercised. 
Mclntyre  says  Tyco  may  have  wound 
up  paying  nothing:  "Was  [the  U.  S.  tax 
bill]  positive?  Probably  not." 

Suddenly,  though,  Tyco's  powerful  ad- 
vantage is  coming  under  scrutiny.  And  it 
couldn't  happen  at  a  worse  time  for  the 
$36  billion  company,  which  is  scrambling 
to  avoid  a  liquidity  squeeze.  In  Con- 
gress, which  for  years  showed  little  in- 
terest in  this  issue,  Tyco 
has   become   the   No.  1 


example  for  those  seeking  to  re  u; 
tax  strategy  many  consider  unpa  lire: 
"Tyco  has  raised  tax  avoidance 
art,"  grouses  Rep.  Richard  E.  N 
Mass.),  who  has  introduced  legi 
that  would  force  Tyco  to  pay  taxi 
U.  S.  corporation  beginning  in  20 
That  perception,  along  with  K 
ski's  indictment,  makes  it  more 
that  tax  authorities  in  the  U.  S.  ar 
er  high-tax  industrialized  countri 
put  Tyco's  tax  schemes  under  a 
scope.  The  basic  strategies  "are 
consistent  with  the  tax  code  and 
lations,"  says  one  Wall  Street  ti 
pert.  However,  because  a  num 
Tyco's  subsidiaries  appear  to  exist 
ly  to  deal  with  related  units,  that 
be  challenged  by  the  Internal  Re 
Service.  "Tyco  is  an  obvious  aud 
get,"  argues  Leslie  B.  Samuels, 


Wish  You  Weren't  There 


Washington  rarely  cracks  down  on  corporate  tax  avoidan 
scheme — companies'  ability  to  cut  taxes  by  moving  hea 
to  havens  like  Bermuda — is  generating  bipartisan  criticism 
cause  tax  avoidance  was  a  key  element  in  scandals  at  comp 
as  Enron  and  Tyco,  and  a  wave  of  companies  such  as  Stanle 
and  Ingersoll-Rand  have  made  moves  to  relocate.  Pro-busir 
Republicans  are  resisting  the  curbs,  but  on  June  18,  the  Se 
nance  Committee  agreed  to  back  them.  Chances  are  that  b 
gress  will  limit  such  deals,  at  least  temporarily.  The  altern 
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SHELTERED 
EXISTENCE 


More  than  five 
years  ago,  Tyco  set 
up  shop  in 
Bermuda  (far  left), 
where  lower  taxes 
led  to  "a  huge 
strategic  advan- 
tage," bragged 
Swartz  (center). 
Kozlowski  allegedly 
used  the  company's 
New  Hampshire 
offices  (above)  to 
avoid  paying  taxes 
on  $13.2  million  of 
personal  artwork. 


k  tax  attorney  and  former  U.S.  as- 
ant  Treasury  secretary  for  tax  policy, 
yco  first  began  to  focus  on  tax 
ridance  in  1997,  when  Kozlowski 
sght  adt  Ltd.,  a  security-services 
I  adt — headed  by  the  controversial 
i  Id  Michael  A.  Ashcroft,  now  a  mem- 
;  of  Tyco's  board — already  was  based 
iermuda.  Through  a  reverse  merger, 
/hich  the  smaller  adt  effectively  ac- 
i*ed  Tyco,  Tyco  no  longer  had  to  pay 
5.  taxes  on  its  non-U.  S.  income. 
■he  biggest  savings,  though,  came  in 
seeding  years.  Many  of  the  tax-haven 
teidiaries  Tyco  owns — with  such 
re?  as  Silver  Avenue  Holdings,  Drift- 
pd,  and  Bunga  Bebaru — have  little 
jbrent  connection  to  its  operating 
■messes.  But  they  are  perfect  vehicles 
i  shielding  interest,  dividends,  royal- 
i,  and  other  forms  of  passive  income 
4^— ■— 


I  House  Democrats,  led  by  Representative  Richard  E.  Neal 
!  (D-Mass.),  favor  this  approach. 
m - - 

||  President  Bush  wants  to  limit  tax  benefits  for  foreign  parents 
|  of  U.S.  companies.  Key  senators  would  slow,  but  not  block, 
1  \  the  deals. 


House  Republicans,  led  by  Ways  &  Means  Committee  Chairman 
Bill  Thomas  (R-Calif.),  prefer  to  enact  broad  changes  in 
international  tax  law — though  that  would  be  years  away. 


Many  lawmakers  believe  a  temporary  ban  on  tax  benefits 
for  Bermuda-based  companies  would  be  a  good  compromise. 


from  tax,"  says  Samuel  C.  Thompson 
Jr.,  a  professor  at  the  University  of  Mi- 
ami School  of  Law.  In  fiscal  2001,  Tyco 
reported  that  while  65%  of  its  revenues 
came  from  the  U.  S.,  just  29%  of  its  in- 
come did.  In  other  words,  71%  was  no 
longer  subject  to  the  35%  U.S.  corpo- 
rate income  tax.  A  Tyco  spokesman  de- 
clined to  discuss  the  company's  overall 
tax  policy.  He  said  many  of  the  sub- 
sidiaries "are  dormant"  and  some  are 
being  dissolved. 

Tyco's  10-K  provides  no  information 
about  the  operations  of  most  of  these 
mysterious  subsidiaries.  But  tax  experts 
point  out  that  the  units  could  be  used  to 
engage  in  transfer  pricing.  Goods  pro- 
duced in  a  high-tax  country  might  be 
sold  to  a  tax-haven  subsidiary  for  a  low 
price,  and  then  legally  resold  at  a  high- 
er price — with  most  of  the  profit  tax- 
free.  Clearly,  one 
of  the  most  im- 
portant overseas 
units  is  Lux- 
embourg-based 
Tyco  Internation- 
al Group,  tig 
borrows  much  of 
the  billions  Tyco 
needs  to  finance 
its  $27  billion  of 
debt,  and  then 
reloans  it  to  Tyco 
units  in  the  U.S. 
and  other  high- 


tax  countries.  In  its  10-K,  Tyco  reported 
that  tig  had  $16.7  billion  in  such  inter- 
company loans  outstanding.  The  beauty 
of  this  is  that  the  interest  Tyco's  U.  S. 
subsidiaries  pay  on  these  intercompany 
loans  is  tax-deductible  in  the  U.  S.  More- 
over, Samuels  says  tig  could  be  charg- 
ing Tyco's  other  subsidiaries  a  higher 
interest  rate  than  it  is  paying — further 
increasing  the  tax  benefit.  But  the  in- 
terest payments  Tyco's  U.S.  units  ship 
back  to  tig  are  not  taxed  in  Luxem- 
bourg, says  Robert  Willens,  a  Lehman 
Brothers  Inc.  tax  analyst. 

At  least  one  of  Tyco's  overseas  units 
has  come  under  official  scrutiny.  Earth 
Tech  Venezuela  was  formed  in  1999  to 
handle  a  $200  million  contract  a  Tyco 
unit  had  won  to  build  and  operate  an 
industrial  water-treatment  complex  in 
that  country.  In  a  deposition  taken  last 
December  as  part  of  a  labor  dispute 
lawsuit  involving  a  disgruntled  former 
executive,  Charles  S.  Alpert,  general 
counsel  of  U.S.-based  Tyco  subsidiary 
Earth  Tech,  testified  that  "on  the  advice 
of  the  Tyco  tax  department,"  Earth 
Tech  Venezuela  was  set  up  so  it  was 
owned  by  Luxembourg-based  Tyco 
Group.  Such  a  move  would  shield  the 
Venezuelan  project  from  U.  S.  taxes. 

Now,  BusinessWeek  has  learned  that 
the  Securities  &  Exchange  Commission 
is  investigating  whether  Earth  Tech 
may  have  used  means  to  win  the  con- 
tract— such  as  paying  bribes — that 
would  violate  the  Foreign  Corrupt  Prac- 
tices Act.  Miguel  Delgado  Bello,  a  vice- 
president  for  Earth  Tech  Venezuela  at 
the  time  of  the  bid,  says  that  in  mid- 
May  he  met  with  sec  investigators  to 
discuss  bribes  he  alleged  were  paid  by 
the  Tyco  unit  to  seal  the  deal.  But  Tyco 
points  out  that  Delgado,  fired  later  in 
1999,  was  thoroughly  discredited  in  a 
May  15,  2002,  U.S.  District  Court  ruling 
that  found  he  "has  given  false  testimony 
[and]  fabricated  documents ...  in  an  ef- 
fort to  perpetuate  a  fraud  on  the  court." 
Nonetheless,  sources  say  the  sec  is  still 
probing  the  bribe  allegations. 

Some  tax  experts  suspect  if  the  IRS 
fully  probed  Tyco's  bag  of  tax  tricks, 
the  company  could  be  hit  with  huge 
penalties,  because  it  could  argue  Tyco's 
tax  situation  doesn't  reflect  economic 
reality.  Since  Kozlowski 's  resignation, 
Tyco  has  strived  to  argue  that  his  per- 
sonal conduct  will  have  no  material  im- 
pact on  the  company.  But  Kozlowski's 
legacy  also  included  an  increasingly  ag- 
gressive strategy  of  avoiding  taxes  by 
any  means  possible.  That  may  prove  to 
be  an  even  bigger  problem  for  Tyco. 

By  William  C.  Symonds  in  Boston, 
with  Geri  Smith  in  Caracas,  Venezuela 
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COMMENTARY 


By  Mike  McNamee 


THE  SEC  CANT  GUARD  THE  HOUSE  ALONE 


Ever  since  the  Enron  Corp.  scandal 
broke  last  fall,  Securities  &  Ex- 
change Commission  Chairman 
Harvey  L.  Pitt  has  insisted  that  the 
sec  can  clean  up  Corporate  America 
all  by  itself.  Whether  it's  based  on  con- 
fidence in  his  agency  or  on  the  Bush 
White  House's  desire  to  contain  any 
political  fallout  from  the  scandal,  Pitt's 
strategy  has  been  to  work  around, 
rather  than  with,  Congress  on  badly 
needed  reforms. 

But  the  June  20  unveiling  of  his 
proposal  for  a  new  accounting-disci- 
pline board  shows  that  Pitt  has  hit  the 
limits  of  that  approach.  To  give  the 
new  board  teeth,  Pitt  is  proposing  a 
jury-rigged  scheme  that's  likely  to 
collapse  the  first  time  it  is  chal- 
lenged in  court.  Instead,  Pitt 
should  seize  the  momentum  that's 
building  with  the  Senate  Banking 
Committee's  June  18  passage  of  an 
accounting-reform  bill  and  work 
with  Congress  to  establish  the 
sound  accounting  regulator  that  in- 
vestors need  to  restore  confidence 
in  Corporate  America's  books. 

Certainly,  Pitt  stunned  accountants 
and  their  lobbyists  by  proposing  a 
stronger  than  expected  Public  Ac- 
countability Board  (pab).  The  pab 
would  have  broad  powers  to  investi- 
gate auditors'  lapses  in  skills,  ethics, 
or  independence.  The  board  could 
censure  or  fine  individual  cpas  or 
their  firms  and  remove  them  from 
a  particular  audit — or  bar  them 
from  auditing  altogether.  Its  fund- 
ing— from  companies  as  well  as  ac- 
counting fii-ms — would  be  more  re- 
liable and  independent  than  that  of 
past  accounting  overseers. 

But  the  crucial  issue  is  how  a 
disciplinary  board  for  accountants 
will  impel  companies  to  cooperate 


avoiding  Congress.  Why?  Like  the 
White  House,  he  believes  that  control- 
ling the  outcome  of  any  legislative  ef- 
fort would  be  difficult.  He  argues,  too, 
that  giving  the  board  subpoena  power 
will  make  it  a  government  agency,  bur- 
dening it  with  budget  limits  and  legal 
procedures  that  will  hamper  its  crack- 
down on  accountants. 

So  Pitt  has  come  up  with  another 
plan:  He  would  require  every  public 


This  Watchdog  Could 
Use  More  Bite 


BOARD  MAKEUP  Pitt's  proposed  nine-mem- 
ber board  would  be  unwieldy  and  unlikely 
to  attract  top  talent,  and  it  is  unclear  who 
would  appoint  members.  A  smaller  board, 
named  by  financial  regulators,  would  be 

with  investigations  of  failed^audits.        .m.ore..effectiv.e.a.nd..i"dePend.ent; agency  wilfmonitor  the  proce 


company  in  America  to  sign  on  as| 
"adjunct  member"  of  the  pab,  thus 
mitting  to  its  oversight.  If  a  comf 
balks  at  cooperating  with  the  pab,| 
sec  would  refuse  to  accept  its  fins 
reports,  thereby  shutting  the  comj 
out  of  public  capital  markets. 

It's  a  clever  scheme,  but  also  "a 
squirrely — obviously  an  end  run  to  | 
to  give  government  power  to  a  nor 
governmental  entity,"  says  Adam 
Pritchard,  a  University  of  Michig 
professor  and  former  SEC  lawyer, 
private  membership  organization,  tl 
pab  would  exercise  its  powers  with| 
the  safeguards  of  legal  procedures 
court  review  that  the  sec  and  othej 
agencies  must  follow.  Companies 
likely  to  surrender  those  protectior 
"It's  a  clear  target  for  a  court  chal| 
lenge,"  says  Stanley  Keller,  cha 
of  the  American  Bar  Assn.'s  pJ 
on  sec  matters,  sec  officials  ii 
the  plan  would  withstand  ami 
such  challenge.  If  they're  wrj 
a  loss  would  gut  Pitt's  board  | 
even  before  it  got  started. 

The  pab  proposal  has  otht 

problems.  Pitt's  board  wouldl 

have  one  full-time  director  (j 

chairman  or  vice-chairman)  al 

eight  part-timers.  A  nine-mer 

board  could  well  be  unwieldyl 

part-timers  are  more  likely  to  I 

resent  their  own  industries,  n| 

investors'  interests.  While  cpA 

would  get  only  three  seats,  trj 

expertise  would  give  them  anl 

enormous  advantage  over  the  I 

board's  other  part-time  membl 

Neither  the  sec  nor  the  WJ 

House  would  appoint  the  boail 

members.  Instead,  they  expecl 

countants,  corporate  leaders,  ;| 

investors  to  create  a  board  fol 

the  sec's  approval.  While  the  I 


To  get  to  the  heart  of  audit  break- 
downs, the  board  needs  to  hear 
from  corporate  officers — even  if 
they  don't  want  to  talk.  To  do  that, 
the  new  board  must  be  able  to 
subpoena  witnesses  and  docu- 
ments. The  Senate  bill  lets  the  dis- 
cipline board  request  an  sec  sub- 
poena, but  Pitt's  pab  wouldn't  even 
have  that  power.  Only  Congress 
can  extend  that  powder,  and  Pitt  is 


INVESTIGATIVE  POWERS  Pitt's  scheme  to 
obtain  documents  from  companies  with  failed 
audits  isn't  likely  to  survive  court  challenges. 
Subpoena  power  is  needed. 

AUDIT  STANDARDS  Under  the  plan,  the 
CPAs'  professional  organization  may  retain 
power  to  write  rules  for  how  auditors  do  their 
work.  The  pew  board  should  establish  its 
own  standard-setting  group. 


smacks  of  a  backroom  deal. 

But  none  of  that  will  matte  I 
the  board  lacks  the  power  to  I 
sue  its  probes.  It  can  have  th 
powTer — if  Congress  establishe! 
the  board  by  law.  It's  time  foil 
Pitt  to  work  with  Congress,  nl 
bypass  it,  to  give  America's  irl 
vestors  the  accounting  and  au| 
ing  system  they  deserve. 

With  Amy  Borms  in  Washh\ 
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Wireless  communications 
can  mean  a  lot  of  things.  At 
Palm,  we  refer  to  wireless 
by  what  it's  meant  to  our 
customers.  Like  access  to 
relevant  information.  Or 
connecting  workgroups 
remotely.  Or  building  work- 
spaces without  wires.  Along 
with  solutions  providers 
that  include  BEA,  IBM, 


McKesson,  and  Siebel 
Systems,  Palm  delivers 
wireless  that  creates 
competitive  advantages 
for  today's  businesses. 
For  more  on  how  we've 
helped  deliver  results,  visit 
palm.com/enterprise  and 
read  our  customer  success 
stories  and  total  cost  of 
ownership  white  paper. 


Wireless  communication  requires  a  compatible  mobile  phone  or  modem  or  a  wirelessly  enabled  Palm  handheld  and  the  Palm. Net  proprietary  service, 
sold  separately.  Coverage  not  available  in  all  areas.  ©2002  Palm,  Inc.  All  rights  reserved.  Palm. Net  is  a  registered  trademark  and  Palm  and  the  Palm  logo 
are  trademarks  of  Palm,  Inc.  or  its  subsidiaries.  Other  products  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 
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SORTING  OUT  THE  MARTHA  MESS 


The  latest  CEO  to  become  entangled 
in  the  widening  series  of  corporate 
scandals  is  Martha  Steivart,  founder 
of  Martha  Stewart  Living  Omnimedia 
imerica's  most  celebrated  home- 
maker  1ms  become  tlie  subject  of  scream- 
ing headlines  and  messy  questions  into 
lock  trading.  The  U.S.  Attorney 
ml  for  tfie  Soutliern  District  of  Neiv 
York,  along  with  the  Securities  &  Ex- 
change  Commission   and  the  House 
nerce  &  Energy  Subcom- 
e,  are  trying  to  figure  out 
her  Steivart  is  guilty  of 
ler  trading  after  dumping 
'8  shares  in  the  tiny 
biotech  ImClone  Systems  Inc. 
day  before  the  stock  plum- 
d  on  bad  news.  Tlie  scan- 
dal has  sliced  more  tfuxn  13% 
off  the  stock  piice  of  Omnime- 
dia since  June  6,  when  news 
broke  of  its  founders  lucky 
timing.  Here  are  some  of  tlie 
questions  surrounding  Stew- 
I  rading: 

Why  is  Stewart  under  investiga- 
tion when  other  people  also 
sold  stock  on  that  day? 

Not  only  is  she  a  good 
friend  of  former  ceo  Samuel 
D.  Waksal,  who  faces  criminal 
charges  of  insider  trading,  but 
her  broker  is  a  former  ImClone  em- 
ployee who  also  has  Waksal's  daughter 
Aliza  as  a  client.  Aliza  is  one  of  several 
family  members  who  allegedly  sold 
stock  before  Stewart  dumped  her  hold- 
ings on  Dec.  27.  Stewart  could  face 
charges  if  a  company  insider  tipped  her 
off  to  impending  news  and  she  acted 
on  that  information.  She  could  even  be 
guilty  if  the  broker  passed  along  inside 
information  that  she  knew  or  should 
have  known  came  from  Waksal. 

Stewart  says  she  told  Merrill  Lynch  &  Co. 
broker  Peter  Bacanovic  in  late  November 
to  sell  if  the  stock  went  below  60,  but 
he  allegedly  told  investigators  that  the 
discussion  took  place  in  mid-December. 
Why  does  the  timing  matter? 

Stewart's  defense  is  much  stronger 
if  she  issued  the  order  in  November. 
irly  December,  some  ImClone  offi- 
cials became  aware  that  the  Food  & 
Drug  Administration  might  not  accept 
the  application  for  approval  of  their 
much-awaited  cancer  drug  Erbitux,  and 


could  have  alerted  her  to  that  fact. 

Where  is  Bacanovic,  and  why  hasn't  he 
come  to  his  client's  defense? 

He  was  in  Britain  as  the  tabloids 
hurled  mud  at  Martha  in  recent  days, 
but  sources  say  he's  now  back  in  the 
U.S.  He  has  cooperated  with  investiga- 
tors and  is  due  to  meet  with  congres- 
sional officials  during  the  week  of  June 
24.  Still,  don't  expect  many  public  state- 


STEWART  WITH  MERRILL  LYNCH  BROKER  BACANOVIC 


ments  or  interviews  while  the  investi- 
gation is  under  way. 

What  kind  of  evidence  is  needed  to 
press  charges  against  Stewart? 

Investigators  need  concrete  proof  that 
either  Bacanovic  or  an  ImClone  insider 
relayed  information  to  Stewart  about  the 
impending  FDA  announcement.  That  could 
come  through  some  documentation  of 
telephone  calls  with  her  broker  or  evi- 
dence of  direct  contact  with  Waksal  be- 
fore the  sale.  Stewart  admits  to  phoning 
Waksal  after  ordering  the  stock  sale  but 
says  he  never  called  her  back.  Indeed, 
some  investigators  already  doubt  they 
will  find  enough  to  make  charges  stick. 

Aren't  phone  calls  with  brokers  taped? 

The  only  calls  that  are  routinely 
taped  are  to  and  from  brokerage  trading 
desks.  While  brokers  may  request  to 
be  taped,  it's  not  standard  practice.  Mer- 
rill Lynch,  where  Bacanovic  works,  said 
it  does  not  comment  on  either  client  re- 
lationships or  ongoing  investigations. 


However,  Bacanovic  may  have 
written   notes   that   document 
Stewart  authorized  the  sale.  Sh| 
already  said  there  was  no  formal 
loss"  order,  just  a  verbal  agreel 
Without  a  record  of  wiiat  transpinf 
tween   the    two — and   when   it 
place — there's  little  proof  to  com 


Is  it  likely  that  Stewart  is  telling  th 
truth  and  simply  had  brilliant  timin 
It's  certainly  possible 
one  thing,  the  stock  had 
nificant  runup  in  Nov 
and  was  in  a  volatile  seel 
had  already  started  to  4 
rumors  of  trouble  with  th 
application  surfaced  in  th 
before  Stewart  sold  ofi 
holdings.    Investigators 
have  to  ask  why  she  wo 
have  simply  sold  in  mi' 
cember  if  she  got  wind 
possibly  devastating  FD 
ing.  Another  basic  que? 
Why  would  a  woman  v 
more  than  $500  million  ril 
much  for  a  payout  of  less 
$230,000?  As  a  former  s 
broker  and  ceo  of  a 
company,  Stewart  know; 
rules     surrounding     in 
trades.  Investigators  ha1 
prove  she  ignored  the  ri 
getting  caught  for  a  relatively  small 


Is  this  controversy  likely  to  hurt  her 
$300  million  media  and  retail  empi 

Investors  are  skittish,  but  consu 
may  not  care.  They  read  Stewart's 
azine,  watch  her  TV  show,  and  bu; 
products  for  the  lifestyle  they  pre 
That  could  change,  of  course,  if  th 
mestic  icon  actually  faces  a  crir 
conviction. 

Not  only  has  the  company  weatl 
an  ad  drought  and  the  recent  fc 
ruptcy  of  Kmart  Corp.,  its  founder 
ready  one  of  the  most  skewered 
parodied  ceos  in  history.  Laur 
Richardson,  vice-president  for  e< 
research  at  Boston's  Adams,  Hart 
&  Hill,  thinks  this  scandal  will 
away  like  a  soft  lemon  sorbet.  1 
without  ImClone,  she  says,  "every 
in  America  has  heard  some  neg; 
story  about  Martha  at  this  point." 

By  Diane  Brady,  with  Emily  77 
ton  in  New  York  and  Mike  McN( 
and  Amy  Borrus  in  Washington 


1 
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There  are  many  things  to  Celebrate  in  America. 

With  the  help  of  Fannie  Mae, 
our  housing  finance  system  is  one  of  them 


When  it  comes  to  housing  finance,  we've  created  something  special  here  in 
America.  Because  only  in  America  can  a  home  buyer  easily  secure  a 
30-year,  fixed-rate  mortgage  with  a  low  down  payment. 

Without   Fannie   Mae,   this   wouldn't   have   been   possible 
over  the  years.  Our  main  focus  has  always  been  to  make 
mortgages  more  affordable. 

In    many    other    countries    home    buyers    don't    have 
access  to  long-term,  fixed-rate  mortgages. 

And  in  the  United  States,  families  can  become  home 
buyers  with  as  little  as  three  percent  down.  In  Germany, 
a  typical  down  payment  is  30  to  40  percent.  In  Japan?  It's 
50  to  60  percent. 

At  Fannie  Mae,  we  believe  the  American  Dream  should  be  an 

attainable  dream.  So  we're  working  to  make  housing  affordable 

for  more  and  more  Americans.  And  that's  something  worth  celebrating. 


S  FannieMae 


www.fanniemae.com 
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'WE  CANT  BE 
ALL  THINGS  TO 
EVERYBODY* 

NotebaerVs  blueprint  for 
Qwest:  Simplify,  simplify 

Richard  C.  Notebaert  said  it  took 
him  all  of  a  "nanosecond"  to  accept 
the  job  as  chairman  and  chief  ex- 
ecutive of  Qwest  Communications  In- 
ternational Inc.,  the  troubled  telecom 
giant.  Indeed,  Notebaert  was  so  quick  to 
accept  the  position  that  he  didn't  consult 
his  wife  before  accepting,  even  though 
the  new  job  would  likely  involve  moving 
from  the  couple's  Chicago  home  to 
Qwest's  headquarters  in  Denver.  "In 
hindsight,  it  would  have  been  wiser  to 
ask  her,"  Notebaert  says. 

Wall  Street,  too,  had  a  quick  response 
to  Notebaert 's  June  17  hiring  and  the  si- 
multaneous resignation  of  his  predeces- 
sor, Joseph  P.  Nacchio:  Qwest's  stock 
jumped  20%  that  day.  But  fixing  Qwest 
won't  be  as  simple  as  bringing 
in  a  new  ceo.  Bluntly  put, 
Qwest  is  a  mess.  The  company 
is  groaning  under  the  weight 
of  $26  billion  in  debt.  It  has 
$3.4  billion  of  that  coming  due 
next  May,  an  amount  the  com- 
pany will  not  be  able  to  cover 
from  its  operations.  Two  major 
credit  rating  agencies  think  the 
prospect  of  bankruptcy  is  likely 
enough  that  they  downgraded 
the  company  to  "junk  bond"  status  in 
May.  "It's  a  precarious  situation,"  says 
Catherine  Cosentino,  a  telecom  analyst 
at  rating  agency  Standard  &  Poor's, 
which,  like  BusinessWeek,  is  a  division 
of  The  McGraw-Hill  Companies. 

Notebaert  is  beginning  to  articulate 
his  plan  for  putting  Qwest  on  more  sol- 
id footing.  In  an  interview  with  Busi- 
nessWeek, the  54-year-old  telecom  vet- 
eran suggested  that  he  will  accelerate 
previously  announced  asset  sales  to  gen- 
erate the  cash  necessary  to  pay  off  the 
debt  coming  due.  More  surprising  are 
his  plans  for  Qwest's  money-losing  fiber 
network.  Pundits  have  speculated  that 
Notebaert,  who  was  chief  executive  of 
local-phone  giant  Ameritech  before  sell- 
ing it  to  SBC  Communications  in  1999, 
would  abandon  Nacchio's  cherished  fiber 
network  to  focus  on  the  local-phone 


DIRE  STRAITS 

Taking  over  from  Nacchio 
(left),  Notebaert  wants  to 
speed  up  asset  sales  to  pare 
down  $26  billion  in  debt 

business  that  Qwest  acquired  in  its  pur- 
chase of  us  West.  But  Notebaert  says 
he  may  simply  narrow  the  operation's 
focus,  concentrating  on  smaller  compa- 
nies in  key  cities  rather  than  the  multi- 
national corporations  that  Nacchio  tar- 
geted. "We  can't  be  all  things  to 
everybody,"  says  Notebaert.  "I  really 
believe  there's  an  opportunity  in  small 
to  medium-size  businesses." 

Improving  Qwest's  balance  sheet  is 
his  most  urgent  task.  An  auction  for 
the  company's  Yellow  Pages  business 
has  been  hung  up  by  certain  state  reg- 


QWEST'S  MESS 
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ulators  who  argue  that  local! 
customers  are  entitled  to  s<[ 
the  proceeds.  Notebaert  sa 
will  accelerate  that  sale,  whid 
bring  in  more  than  $8  billion} 
bly  by  selling  the  business 
starting  with  the  states  in  | 
there's  no  regulatory  oppc 
Notebaert    also    indicated 
strenuously  than  Nacchio  thd 
likely  sell  the  company's  w| 
phone  business,  which  coulc 
in  $1.5  billion  more. 

He  has  no  time  to  waste, 
covenants  on  Qwest's  banl| 
tighten  at  the  end  of  this  yes 
if  it  doesn't  close  the  Yellow- 
sale  by  December,  it  probab| 
be  in  violation  of  the  new 
Qwest  will  have  to  renegotiatl 
its  banks  or  risk  being  in  dei 
Of  longer-term  concern  t(J 
Street  is  the  fate  of  Qwest's 
miles  of  fiber-optic  lines,  onJ 
centerpiece  of  the  company's  I 
egy  to  offer  high-end  voice  anl 
services  to  large  companies.! 
network,  which  is  losing  morl 
$500  million  a  year,  by  some  estijf 
is  considered  a  liability  that  sor 
siders  believe  Qwest  would  do 
to  sell  or  spin  off.  Instead,  Not<[ 
says  he  is  considering  exiting  inl 
tional  markets,  focusing  on  a  fel 
mestic  cities,  and  targeting  niche* 
kets.  "Our  approach  should  bt 
shotgun  and  more  rifle,"  he  says. 

There  are  doubters.  "I'm  notl 
Qwest's  network  will  ever  havl 
scale  to  compete  against  AT&T,  \l 
Com,  and  Sprint,"  says  Blaik  Kil 
telecom  analyst  at  the  consulting 
Adventis  Corp.  "There  has  to  bef 
consolidation  in  the  future." 

Although  Notebaert  sold  Ameil 
he  says  he  plans  on  running  Qwesil 
while.  He  says  that  his  wife,  Peggl 
already  found  two  houses  in  D[ 
that  she  likes.  Nowt,  if  only  he  car| 
Qwest  shareholders  as  happy. 
By  Christopher  Palmeri  in  Xeit\ 
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SMALL   WONDER 


Actual  chip  size  at 
least  25  times  smaller.* 


ju're  looking  at  the  Mu  (u)-chip,  the  smallest  chip**  on  the  planet.  Mu-chip 
ui  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
volutionizing  security  and  authentication  technologies  with  its  intelligent  data 
orage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
new  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
:iences,  this  includes  all  human  protein  analysis  through  which  lives  can  be 
ived  and  prolonged.  Small  wonders  building  big  futures.  Visit  Hitachi  on  the 
eb  and  see  how  we're  inspiring  the  next  with  our  advanced  technologies  and 
novative  solutions. 

ctual  chip  size  measures  0.4  mm  x  0.4  mm    "Smallest  RFID  (radio  frequency  identification)  chip 


HITACHI 

Inspire  the  Next 


http://global.hitachi.com/inspire/ 
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COMMENTARY 


By  John  A.  Byrne 


INVESTOR  POWER  HAS  ITS 
DOWNSIDE,  TOO 


?".■ 


I 
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I  any  of  the  corporate  governance 
reforms  now  being  actively  de- 
bated would  help  shift  some  pow- 
er back  to  shareholders  from  manage- 
ment. And  in  light  of  the  way  many 
chief  executives  have  run  their  compa- 
nies into  the  ground  of  late,  piling  up 
tens  of  millions  in  pay,  stock  gains,  and 
severance  even  as  investors  get  pum- 
meled,  giving  shareholders  more  clout 
seems  like  a  good  idea.  But  try  to 
imagine,  for  a  moment,  what  would 
happen  if  institutional  investors  had 
far  more  influence  over  the  manage- 
ment of  public  corporations.  Would  ceo 
pay  get  ratcheted  down  to  more  sensi- 
ble levels?  Would  boards  of  directors 
truly  become  independent  fiduciaries  of 
the  shareholders?  Would  the  invest- 
ment horizons  of  managers  become 
shorter  or  longer? 

The  short  answer:  Be  careful  what 
you  wish  for. 

By  and  large,  today's  big  and  small 
investors  are  as  keenly  focused  on 
making  a  quick  and  easy  buck  as  are 
the  highly  paid  ceos  who  have  earned 
their  scorn.  They  show  little  loyalty  to 
the  companies  they  buy,  and  for  years 
they  have  been  largely  apathetic  to- 
ward many  of  the  governance  reforms 
that  might  have  prevented  the  Enron 
Corp.  implosion  or  others  like  it.  As 
one  shareholder  activist  puts  it:  "Giv- 


ing them  a  lot  of  power  over  how  com- 
panies are  run  would  be  a  disaster. 
Heaven  help  our  private  sector." 

Why?  For  starters,  the  focus  on 
quarterly  numbers  would  become  even 
more  intense.  "If  institutional  investors 
could  make  money  by  propping  up  re- 
sults for  the  short  term,  that's  what 
they  would  do,"  says  Darrell  K.  Rigby 
of  Bain  &  Co.  "When  that  runs  out, 
they'd  just  sell  the  stock  and  move  on 
to  something  else." 

Today,  many  share- 
holders have  little 
more  patience  than  the 
average  Joe  at  a  Ve- 
gas slot  machine. 
Shareholder  churn  has 
reached  unprecedented 
levels.  In  1960,  on  av- 
erage, only  12%  of  the 
shares  of  a  New  York 
Stock  Exchange-listed 
company  turned  over 
annually.  But  by  1990, 
shareholder  turnover 
jumped  to  46%,  then 
88%  in  2000,  and  94% 
in  2001.  Through  May, 
the  annualized  rate  hit  98%. 

V     ephemeral  shareholders  can 
sometimes  be  the  most  vociferous. 
"The  vocal  portion  of  our  stockholder 
body  has  no  long-term  commitment  to 


SHAREHOLDER  EXODUS 

AVERAGE  ANNUAL  CHURN  RATE  FOR  SHARES 
OF  NYSE-LISTED  COMPANIES* 

100 


'98       '99 
▲  PERCENT 

'PERCENTAGE  OF  COMPANY'S  TOTAL  SHARES 
BOUGHT  AND  SOLD  ANNUALLY 
•AT  AN  ANNUALIZED  RATE  THROUGH  THE  END  OF  MAY 
Data.  Bain  &  Co. 


the  company,"  believes  Henry  B 
Schacht,  chairman  of  Lucent  Tech 
gies  Inc.  "They  buy  to  sell.  The  q 
er  they  can  get  a  return  on  inves 
ment,  the  better." 

Truth  is,  for  all  the  grousing  a 
ceo  malfeasance,  shareholders  d<  i 
a  good  deal  of  the  blame  themsel  b 
for  the  current  corporate  mess.  I 
institutional  investors,  share 
er  advocates,  and  corporate 
raiders  who  made  "maxifc- 
ing  shareholder  value"  ■€ 
prevailing  principle  oil 
American  business. 
Through  the  1980s'  ai  I 
1990s'  runup  in  ceo  p  ; 
you  hardly  heard  a  pet 
from  shareholders — a^  m 
as  they  got  theirs.  Insmi 
investors  routinely  rubll 
stamped  the  massive  stq 
option  programs  that  hea 
diluted  their  own  holding] 
and  led  to  skyrocketing 
ceo  pay. 
And  that's  when  sharehc 
bothered  to  vote.  "Many  ins| 
tional  investors  don't  exercise 
their  ownership  rights  at  all,"  s<| 
Jamie  Heard,  chief  executive  of  Ir 
tutional  Shareholder  Services,  the  J 
proxy  advisory  firm.  When  big  in- 
vestors get  involved,  many  inevital 
vote  management's  way  or  focus  cl 
cial  issues  that  have  little  to  do  wl 
corporate  governance. 

With  less  loyalty  to  the  instituti] 
its  employees,  and  its  products,  inj 
vestors  are  solely  motivated  by  th| 
stock  price.  "Institutional  investor! 
could  just  as  easily  turn  a  blind  ejl 
accounting  practices  that  might  in{ 
crease  the  stock  price  in  the  short  I 
term,"  says  Beverl| 
Behan,  a  governan| 
consultant  with  Me 
Delta  Consulting  l| 
Corporate  Amer 
has  a  long  way  to 
to  restore  the  chec 
and  balances  that 
would  allow  capita 
to  work  as  effectivl 
as  it  could.  But  as 
debate  rages  over 
porate  governance  J 
form,  we  should  b€ 
mindful  of  the  neec 
for  reason.  Like  di_| 
tors,  institutional  ii 
vestors  need  only  watch  and  quest 
management,  not  micromanage 
the  corporation. 


Byrne  covers  manage) 
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TRODUCING  THE  NEW  JEER  GRAND  CHEROKEE  OVERLAND.  THE  ULTIMATE  JEEP  4x4.  It's  the  height  of  four 
leel  drive  innovation  and  capability.  With  so  many  new  features  added  both  inside  and  out,  it's  easy  to  see  why  Jeep 
and  Cherokee  Overland  is  a  whole  new  level  of  four-wheel  drive.  To  learn  more,  call  1-800-925-JEEP  or  visitjeep.com. 


ays  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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A  PLAN  TO  BACKSTOP 
TERROR  INSURANCE 

FEAR  OF  TERRORISTS  FINALLY 

overcame  worries  about  trial 
lawyers  as  the  Senate  voted 
on  June  18  to  give  insurers  a 
federal  backstop  in  the  event 
of  any  future  terror  attacks. 
Under  the  Senate  plan,  ap- 
proved 84-14,  the  Treasury 
would  pay  almost  80%  of  the 
first  $10  billion  of  damages, 
with  the  government's  share 
rising  to  90%  in  bigger  ca- 
tastrophes. That  aid  must  be 
reconciled  with  a  less-gener- 
ous House-passed  plan,  which 
would  give  insurers  low-cost 
loans  to  cover  losses  from 
terror  attacks.  The  House 
and  Senate  may  have  an 
even  harder  time  agreeing  on 
lawsuit  limits:  The  House  bill 
shields  businesses  from  ter- 
ror liability,  but  Senate 
Democrats  and  Republicans 
deadlocked  for  weeks  before 
approving  much  milder  lim- 
its on  suits.  The  White  House 
favors  tough  limits  but  was 


CLOSING    BELL 


iMAC  FLAK 


Apple  Computer  shares 
plunged  15%,  to  $17.12,  on 
June  19.  Why?  The  computer 
maker  warned  third-quarter 
earnings  would  be  as  much 
as  10%  below  earlier  tore- 
casts  as  red-hot  demand  tor 
itstlat-panel  iMac  computer 
cooled.  Investors  pushed  the 
company's  stock  to  its  lowest 
level  since  October. 


Data  Bloomberg  Financial  Markets 


eager  to  get  any  bill  from  the 
Senate. 


TACKLING 
CORPORATE  REFORM 

there's  no  shortage  of 
ideas  on  how  to  reform  cor- 
porate governance,  but  now 
the  Conference  Board  is  get- 
ting into  the  act.  The  busi- 
ness research  group  has  cor- 
ralled a  blue-ribbon  panel  to 
examine  ethical  practices 
and  governance  issues.  Peter 
Peterson,  chairman  of  the 
Blackstone  Group,  and  John 
Snow,  csx's  chairman,  will 
spearhead  the  effort.  The 
group  includes  such  big 
names  as  Intel  Chairman  An- 
drew Grove,  former  sec 
Chairman  Arthur  Levitt,  and 
Vanguard  Group  founder 
John  Bogle.  The  commit- 
tee expects  to  complete 
best-practice  guidelines  by 
September. 

NESTLE  WANTS  TO 
SCOOP  UP  DREYER'S 

who'll  have  the  biggest 
freezer  in  the  ice-cream 
world?  Swiss  food  giant 
Nestle  has  proposed  a  $2.6 
billion  deal  to  merge  its  ice- 
cream business  with  Dreyer's 
Grand  Ice  Cream,  grouping 
Nestle's  Haagen-Dazs,  Drum- 
stick, and  Nestle  Crunch 
brands  with  Dreyer's  Edy's, 
Godiva,  and  Dreyer's  ice- 
cream brands.  The  deal  could 
increase  Nestle  ice-cream 
sales  to  nearly  $2  billion,  just 
ahead  of  its  Dutch  rival 
Unilever,  which  two  years 
ago  outbid  Nestle  to  acquire 
Ben  &  Jerry's.  There's  at 
least  one  sticky  issue  in  the 
proposed  deal,  though:  Drey- 
er's carries  Ben  &  Jerry's  ice 
cream  on  its  delivery  trucks. 
If  the  combination  is  ap- 
proved by  regulators,  Nestle 
would  become  a  distributor 
of  Unilever's  product.  Still, 
Nestle  executives  say  they 
don't  plan  to  kick  Ben  &  Jer- 
ry's off  the  truck. 


HEADLINER: 

PETER   DOLAN 

BITTER  PILLS  AT  BRISTOL        | 

THE  PRESSURE  IS  BUILDING 

The  ImClone  investn 

on  Bristol-Myers  Squibb 
ceo  Peter  Dolan.  A  June 

isn't  Dolan's  only  heada 
Bristol's  earnings  are  d 

13  congressional  hearing 
on  ImClone  Systems      ^m 

due  to  generic  compel 
^^^    tion  and  bloated 

raised  questions          ^fl 

^k    wholesale  invent] 

■ 

about  whether          j^k 

^^^  ries.  And  Brist 

1 

Dolan  rushed              ^^ 

A   faces  mounting 

1 

into  signing  a  $2             '\. ;  j 
billion  pact  that            \    J 

5-   "  H   lawsuits  over 
■  ^\  efforts  to  dela 

awarded  Bristol      t      \\ 

k     |  generic  rivals. 

1 

co-promotion             ^^fl 
rights  to  the              ^ 

W^K   Now,  some  in-1 
*^r    ^m    vestors  are  ex- 

k 

biotech  upstart's          '^■d 
cancer  drug  Erbitux. 

L    ^r     pressing  frustrat 
that  Bristol's  board 

I 

The  hearing  revealed  that 

hasn't  moved  to  replace 

some  Bristol  executives 

the  46-year-old  Dolan.  "■ 

had  doubts  about  the 

hasn't  done  anything  rifl 

drug's  regulatory 
prospects  before  the 
deal — concerns  that 
proved  valid  after  the 

since  he  has  been  in 
charge,"  contends  Jon    ■ 
Fisher,  head  of  equity  rfl 
search  at  Fifth  Third  b| 

Food  &  Drug  Administra- 

Dolan could  not  be  reacHj 

tion  refused  to  accept  the 

for  comment. 

Erbitux  application. 

Amy  Ba 

PCs  AREN'T  SELLING, 
SO  CHIPS  ARE  DOWN 

ADVANCED     MICRO     DEVICES 

confirmed  on  June  18  that  it's 
nail-biting  time  for  the  chip 
industry.  The  semiconductor 
company  joined  rival  Intel  in 
trimming  forecasts  for  the 
second  quarter,  with  both  cit- 
ing weakening  consumer  de- 
mand for  PCs.  AMD  predicted 
sales  may  fall  as  much  as 
31%  over  the  first  quarter  as 
seasonal  PC  purchases  in  May 
and  June  failed  to  materialize. 
With  business  spending  on 
computers  expected  to  re- 
main stagnant  in  the  second 
half  of  the  year,  the  PC  and 
semiconductor  industry  could 
have  a  hard  time  meeting  ex- 
pectations for  a  solid  rebound. 

NO  ONE  IS  FIGHTING 
OVER  X0  NOW 

AFTER  LONG  DEBATE,  RESTON 

(Va.)-based  xo  Communica- 
tions filed  for  Chapter  11  on 


June  17.  The  broadband! 
munications  provider  sv 
ted  two  alternatives.  Ir 
xo's    bank   creditors   a| 
convert  $1  billion  in  loa 
equity,    secured    debt, 
new  funding.  In  the 
Forstmann  Little  and 
fonos  de  Mexico  wouk 
vide  xo  with  $800 
pay    off  bondholders! 
continue  operations.  But  j] 
mann  and  Telmex  war 
because  they  say  xo  h£ 
met  certain  conditions, 
now,  Forstmann  and  Ca 
ahn  had  been  fighting  | 
control  of  xo. 


ET  CETERA . . . 

■  TR\v  has  struck  a  dtl 
sell  its  aeronautical  urj 
Goodrich  for  $1.5  billion| 

■  Southwest  Airlines 
firmed  a  1980  policy  req  I 
large  fliers  to  buy  two  | 

■  Marc    Andreessen 
Loudcloud's  Web-hosting  | 
ness  to  EDS  for  $63 
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Our  customers:  Thanks  for  making  IBM  the  world  leader  in  database  software.  How  did  this  happen? 
providing  performance  and  value  across  platforms  including  UNIX®  Windows®  and  Linux®  The  leading 
lication  providers:  J.D.  Edwards,  PeopleSoft  and  SAP  all  agree.  DB2  is  how  you  win  the  game  of  e-business. 

\l  Part  of  our  software  team  including  Lotus®  Tivoli®  and  WebSphere®  For  more,  visit  ibm.com/db2/win 


<©  business  is  the  game.  Play  to  win: 


Lotus,  software 


WINNING  TAKES  MORE 
THAN  TEAM  CHEMISTRY. 

IT  TAKES  TEAM  SOFTWARI 


Team  communication  is  everything.  Lotus  collaboration  software,  with  online  meeting 
spaces  and  secure  corporate  instant  messaging,  makes  communication  instant,  so 
every  project  goes  down  in  the  "win"  column.  Lotus.  Part  of  our  winning  software  team, 
along  with  DB2*  Tivoli*  and  WebSphere;  Check  out  our  Webcast  at  ibm.com/lotus/team 
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(©  business  is  the  game.  Play  to  win. 
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MAKING    THE    BEST    INVESTMENT 
DEMANDS    JUST    ONE    THING:    VISION. 


Look  around  you.  It  is  not  every  day  that  you  have  such  an  attractive  opportunity  as  investing  in  Petrobras.  Petrobras  is  one  of  the 
world-class  integrated  energy  companies  with  a  significant  reserves  base  and  an  accelerated  production  growth.  A  company 
remains  dominant  in  Brazil  but  with  an  increasingly  important  international  presence.  That  has  a  high  quality  cash  flow  from  a  diven 
revenue  portfolio.  And  is  responsible  for  an  aggressive  environmental,  health  and  operational  safety  program,  with  the  certification 
operational  units  by  ISO  14001  and  BS  8800.  If  you  don't  want  to  miss  this  opportunity,  take  a  look  at  the  range  of  investment  op 
such  as  shares,  ADRs,  Bonds,  Commercial  Papers  and  Notes.  Call  us  at  the  Petrobras  Investor  Relations  department  on  55  21  2534 
or  contact  us  through  our  web  site,  www.petrobras.com.br/ri/ingles.  Trust  in  your  view  of  the  market.  Invest  in  Petrobras. 
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AWARDS 

INVESTOR  RELATIONS  MAGAZINE 

Best  Investor  Relations  by  a  Brazilian  Company 

Most  Improved  Investor  Relations 

Best  Annual  Report 


MI  CONSULT 7 'LATIN  FINANCE 
Best  Investor  Relations 
Web  Site  of  Latin  America 


TED  BY  RICHARD  S.  DUNHAM 


HE  ODD-COUPLE  COALITION 
(IMPLICATING  BUSH'S  MIDEAST  POLICY 


ashington  Outlook 


s  the  cycle  of  suicide  bombings  and  military  incursions  in- 
exorably pulled  George  W.  Bush  into  the  Middle  East 
morass,  his  first  instinct  was  to  stand  tall  behind  Israeli 
ae  Minister  Ariel  Sharon.  Particularly  in  the  aftermath  of 
:ember  11,  the  President  empathized  with  Israel's  daily 
ggle  against  terrorism.  That  position  also  had  a  side  ben- 
It  appealed  to  Christian  conservatives  and  historically  De- 
ratic  Jewish  Americans,  two  important  voting  blocs, 
ut  as  the  death  toll  mounts,  Bush  is  under  increasing 
{sure  to  recalibrate  his  policy  to  be  more  sympathetic  to 
itateless  Palestinians.  And  therein  lies  the  conundrum.  As 
h  readies  a  blueprint  for  eventual  Palestinian  statehood, 
aces  a  potential  political  backlash, 
or  the  Religious  Right,  a  key  com- 
>nt  of  the  GOP  base,  the  survival  of 
el  is  a  top  issue.  Christian  conser- 
/es  see  Israel  as  a  democratic  bas- 
of  Judeo-Christian  values  in  a  vir- 
tly  anti-American  region, 
t  the  same  time,  Bush's  Mideast 
ies  "are  making  inroads  into  the 
ish  community,"  says  Neil  Gold- 
1  of  the  American  Jewish  Con- 
s.  While  Bush  got  just  19%  of 
Jewish  vote  in  2000,  a  small  in- 
se  in  that  total  could  prove  pivotal 
jy  swing  states  with  sizable  JewT- 
populations,  including  Florida, 
iiigan,  and  Pennsylvania.  Early  indications  are  that  Bush 
already  won  over  many  Jewish  voters.  His  approval  rat- 
among  New  York  Jews  wras  53%  in  April,  up  from  35% 
June,  according  to  the  Quinnipiac  University  Poll, 
ne  odd-couple  alliance  betw-een  Christian  conservatives 
pro-Israel  Jews  has  solidified  as  Mideast  violence  has  es- 
ed — altering  the  political  balance  inside  the  Beltway, 
rite  their  fundamental  disagreements  on  social  issues 
[church-state  separation,  leaders  of  the  two  movements 


HARD-LINE:  Sharon,  Religious  Right's  Bauer 


have  jointly  lobbied  lawmakers  in  support  of  Israel.  House 
Majority  Whip  Tom  DeLay  (R-Tex.),  a  staunch  Sharon  ally 
and  critic  of  Palestinian  Authority  Chairman  Yassir  Arafat, 
pushed  an  uncompromising,  pro-Israel  resolution  through  the 
House  with  the  assistance  of  liberal  Representative  and 
Holocaust  survivor  Tom  Lantos  (D-Calif.).  Backing  Israel  is 
not  just  good  foreign  policy,  says  Gary  Bauer,  president  of  the 
conservative  group  American  Values,  "it's  also  good  politics 
with  Christians  and  American  Jews  who  may  be  reevaluating 
traditional  party  loyalties." 

But  there's  a  catch:  What  might  reap  electoral  benefits  at 
home  could  imperil  Bush's  goals  abroad.  To  realize  one  of  his 
top  priorities — ousting  Iraq's  Saddam 
Hussein — the  President  needs  at  least 
tacit  support  from  moderate  Arab 
states.  Says  Michael  E.  O'Hanlon,  a 
Brookings  Institution  senior  fellow: 
"We  will  need  to  show  sensitivity  to 
Palestinian  concerns,  particularly  if 
we  want  to  secure  [military]  base  ac- 
cess." Tilting  too  far  toward  Israel 
could  also  undermine  the  war  on  ter- 
rorism. Many  European  allies,  whose 
cooperation  is  crucial,  are  skeptical  of 
Bush's  pro-Sharon  stance. 

If  there  is  no  reduction  in  Mideast 
violence,  any  short-term  domestic  pay- 
off could  prove  ephemeral  for  Bush. 
"Scoring  points  with  the  Christian  Right  and  obtaining  a 
better  fund-raising  position  with  American  Jews  now  will 
do  nothing  for  him  if  there  is  Armageddon  in  the  Middle  East 
in  the  early  months  of  2004,"  says  Princeton  University  po- 
litical scientist  Fred  I.  Greenstein.  That's  why  Bush  is  des- 
perately seeking  a  middle  ground.  But  it  will  be  a  neat  trick 
to  score  points  abroad  without  burning  newly  built  bridges  to 


Jewish  voters  at  home. 


By  Alexandra  Starr 


CAPITAL  WRAPUP 


L  JOE,  ALL  THE  TIME 


turn  on  the  TV  news,  and  there's 
:  Lieberman:  probing  corporate  mis- 
tduct,  pushing  for  a  strong  Home- 
d  Security  Dept.,  and  challenging 
isident  Bush's  environmental  record, 
er  months  in  the  shadows,  Senator 
German  (D-Conn.)  has  finally  found 
voice  and  a  compelling  set  of  is- 
s — and  Democrats  may  have  found 
ar  more  effective  spokesman  than 

aggressively  partisan  Senate  Ma- 
lty Leader  Tom  Daschle  (D-S.  D.). 

it  just  as  Lieberman  mounts  his 


national  soapbox,  it  may  be  rudely 
kicked  over.  On  June  28,  former  run- 
ning mate  Al  Gore  is  set  to  convene  a 
loya  jirga  in  Memphis,  a  grand  gather- 
ing of  political  and  financial  supporters 
meant  to  signal  Gore's  desire  for  a 
2004  rematch  with  George  W.  Bush. 
Lieberman  has  said  he  won't  seek  the 
nomination  if  Gore  goes  for  the  gold. 

So  where  does  that  leave  Lieber- 
man? Not  totally  out  in  the  cold.  The 
loyal  second  banana  still  tops  the  list 
of  Gore  running  mates  for  '04. 

Another  scenario  has  Lieberman 
continuing  with  his  high-profile  legisla- 


tive activities — and  his  heavy  schedule 
of  stumping  for  fellow  Dems — in  the 
guise  of  a  noncandidate.  If  a  Gore 
comeback  fizzles,  Lieberman  would  be 
ready  to  pick  up  the  pieces. 

Meantime,  the  Senate  Governmental 
Affairs  Committee  chairman  has  no  in- 
tention of  leaving  the  national  spot- 
light. In  coming  weeks,  he'll  call  FBI 
Director  Robert  S.  Mueller,  CIA  Direc- 
tor George  J.  Tenet,  and  Homeland 
Security  Director  Tom  Ridge  to  testify 
before  his  panel.  That  will  make  head- 
lines Al  Gore  could  never  grab. 

By  Lorraine  Woellert 
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FINLAND 


NOKIA'S 
NEXT  ACT 


Can  the  giant 
stay  on  top 
in  an  age  of 
me-too  phones? 

The  get-togethers  were  cordial  and 
businesslike,  the  agenda  ambitious. 
There  were  no  raised  voices,  no 
objects  hurled  against  the  wall, 
and  no  sense  of  panic.  But  in  a  series  of 
meetings  starting  last  summer,  the  top 
five  executives  of  Nokia  Corp.,  the 
world's  No.  1  maker  of  mobile  phones, 
hammered  out  a  strategy  to  remake  the 
$28  billion  company's  handset  business 
from  top  to  bottom.  A  decade  after 
Nokia  chucked  its  heritage  as  a  maker 
of  everything  from  toilet  paper  to  rub- 
ber boots  and  bet  its  future  on  wireless 
communications,  it  was  time  for  the 
next  act. 

The  venue  for  the  meetings  was  al- 
ways the  same.  The  managers  convened 
for  two  hours  at  a  stretch  in  an  ele- 
gant, blond-wood-paneled  conference 
room  on  the  top  floor  of  Nokia's  soaring 
steel-and-glass  headquarters  overlook- 
ing the  Gulf  of  Finland.  Their  immediate 
objective  was  to  deal  with  the  conse- 
quences of  a  dramatic  slowdown  in  sales 
of  wireless  phones  and  equipment,  both 
in  the  industry  and  at  Nokia  itself. 
Nokia's  revenues  had  soared  54%  in 
2000  but  hit  a  wall  in  the  first  half  of 
2001.  This  year  the  company  will  be 


lucky  if  they  notch  up  5%,  analysts  say. 
The  top  brass  also  had  to  face  up  to 
resurgent  competition  from  rivals  left 
in  the  dust  years  earlier  and  the  threat 
posed  by  Asian  manufacturers.  Then 
there  was  the  challenge  from  software 
behemoth  Microsoft  Corp.  Its  push  to 
get  phone  makers  to  adopt  a  version  of 
its  Windows  software  could  erode 
Nokia's  power. 

Just  before  Christmas,  the  executives 
settled  on  a  scheme  that  Nokia  Chair- 
man and  ceo  Jorma  Ollila  is  convinced 
will  propel  his  company  to  the  next  lev- 
el. Few  in  the  industry  know  the  details 
of  the  changes,  which  Ollila  was  set  to 
outline  for  analysts  on  June  20.  But 
they  are  already  in  place:  Effective  May 
1,  Nokia  split  its  monolithic  $21  billion 
mobile-phone  unit  into  nine  profit-and- 
loss  centers,  each  charged  with  bolster- 
ing the  company's  position  in  a  particu- 
lar market,  from  $1,000  smartphones 
for  corporate  customers  to  $160  bare- 
bones  handsets  for  users  in  developing 
countries.  There's  always  a  risk  that 
such  a  massive  overhaul  could  slow 
down  the  53,000-person  company.  But 
Ollila,  51,  argues  it  will  have  the  oppo- 
site effect.  "We  foresaw  that  being  too 
big  was  a  real  danger,"  he  says.  "We 
had  to  break  up  the  company  in  a 
meaningful  way  to  retain  the  entrepre- 
neurial thrust  we  had  in  the  1990s." 

It's  the  next  stage  in  the  maturation  of 
the  mobile  industry.  Nokia  gets  credit 
from  analysts  and  rivals  alike  for  having 
been  the  first  to  grasp  that  cell  phones 
were  becoming  consumer  items.  In  the 
mid-1990s,  it  started  segmenting  its  prod- 


uct line  by  "styles,"  such  as  Basic, 
sic,  and  Fashion.  But  the  mobile-j 
division  remained  a  single,  increas 
unwieldy  business  unit.  Now  tha 
structure  is  gone,  replaced  by  a  sta 
mini-Nokias.  Heading  them  up  is  z 
generation  of  managers — six  Scar 
vians,  two  Brits,  and  an  American 
Pretty  dramatic  stuff  for  a  com 
that's  still  clearly  on  top.  Despite  tl 
dustry's  woes,  Nokia  boasts  env 
operating  margins  of  18%  in  hanc 
and  should  see  overall  profits  ris 
this  year,  to  $3.7  billion  on  sales  of 
billion.  Yet  there  also  are  signs  tha 
company  is  losing  its  edge.  It  la 


NE0  NOKIA 

The  Finnish  company 
has  reorganized  its 
handset  division  into 
nine  separate  profit- 
and-loss  centers. 


TIME-DIVISION 
MULTIPLE  ACCESS 

Goal  is  to  milk  Nokia's 
50%-plus  share  of  a 
declining  market. 
New  investment  will  be 
minimal. 


CODE-DIVISION 
MULTIPLE  ACCESS 

Will  work  to  boost 
Nokia's  paltry  9% 
market  share  in  CDMA 
phones. The  technology 
lies  at  the  heart  of  all 
3G  systems. 


MOBILE  PHONES 

Will  focus  on  high-end 
GSM  phones  and  their 
successors.  Unit  could 
generate  more  than 
half  of  total  operating 
profits  in  future  years. 


MOBILE  EN 
PRODUCTS 

Will  produce 
phones  for  d 
countries.  W 
with  local  m 
operators  to 
to  consumer 
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r-screen  phones,  for  instance,  and 
to  watch  helplessly  this  spring  as 
Sony  Ericsson  Mobile  Communi- 
ons Inc. — the  new  joint  venture  of 
Idish  giant  Ericsson  and  Japanese 
terhouse  Sony  Corp. — scored  a  huge 
»vith  the  color  T68. 
hat  wasn't  Nokia's  only  miss.  It's 
led  a  resurgent  Motorola  Inc.  with 
lies  supporting  GPRS,  an  enhancement 
le  dominant  European  gsm  standard. 
las  less  than  10%  market  share  in 
A  phones,  a  fast-growing  segment 
inated  by  rivals  such  as  Samsung 
rtronics.  And  most  camera  phones — 
h  snap  digital  pictures  and  transmit 


OLLILAATWORK 

He  hopes  to  keep 
Nokia  vibrant  by 
slicing  it  into  units 

them  wirelessly — come 
from  Japanese  produc- 
ers such  as  NEC  Corp. 
The  new  structure 
is  designed  to  prevent 
such  missteps.  "We 
wanted  to  move  faster, 
be  more  flexible,"  says 
Matti  Alahuhta,  49, 
president  of  the  mo- 
bile-phone business 
and  the  main  architect 
of  the  reorganization. 
The  time  was  cer- 
tainly right  for  radical 
measures.  The  mobile 
industry  is  in  the 
midst  of  an  historic 
transition  driven  by  fi- 
nancial crisis  and  fast- 
changing  technology. 
Cell-phone  ownership 
is  approaching  satura- 
tion levels  in  the  de- 
veloped world.  And 
the  introduction  of  so- 
called  third-generation 
wireless  services  is 
running  behind  sched- 
ule. What's  more,  fi- 
nancially strapped  car- 
riers are  rolling  back 
subsidies  that  made  it 
possible  for  new  cus- 
tomers to  take  home  $200  phones  for 
$10.  No  wonder  the  industry  lost  money 
overall  last  year  and  should  show  only  a 
modest  profit  in  2002,  says  Nomura  In- 
ternational analyst  Richard  Windsor. 

Figuring  out  what  increasingly  con- 
fused customers  want  is  another  chal- 
lenge. Mobile  phones  used  to  be  about 
talking — anytime,  anywhere.  Now 
they're  becoming  devices  for  sending 
and  receiving  data,  as  well.  More  than 
half  of  new  phones  come  with  built-in 
Web  browsers,  and  a  growing  number 
include  digital  cameras  or  music  players. 
Leaders  in  the  PC  business,  including 
Microsoft  and  Intel  Corp.,  have  con- 


cluded that  this  is  their  moment  to 
barge  in.  "The  trends  are  playing  to 
our  expertise,"  says  Intel  Vice-Presi- 
dent Ron  Smith,  who  is  spearheading 
the  chipmaker's  bid  to  sell  processors 
and  other  technology  to  phone  makers. 

There's  yet  another  trend  that  could 
sap  Nokia's  luscious  profit  margins. 
Thanks  to  relentless  improvements  in 
chip  design  and  manufacturing,  it's  pos- 
sible to  cram  more  and  more  features 
and  power  into  silicon  with  each  passing 
year.  That  feeds  a  steady  commoditiza- 
tion  of  the  basic  building  blocks  of  elec- 
tronic products.  In  the  past,  only  Nokia 
and  a  few  others  had  the  technical 
chops  to  design  the  special-purpose  elec- 
tronics that  go  into  cell  phones.  Now, 
once-esoteric  components  are  available 
off  the  shelf  from  multiple  suppliers, 
and  companies  like  Motorola,  Texas  In- 
struments, and  France's  Wavecom  are 
hawking  ready-to-assemble  phone  kits. 

The  upshot?  It's  easier  than  ever  for 
low-cost  producers  to  cobble  together 
me-too  phones  and  undercut  Nokia.  Re- 
tail prices  for  handsets  have  fallen  from 
an  average  of  $275  five  years  ago  to 
$155.  To  stay  on  top,  Nokia  must  dif- 
ferentiate its  product  through  fancy  soft- 
ware and  hardware,  such  as  the  colorful 
graphic  interface  now  featured  on  the 
9200-series  Communicator  and  the  7650 
camera  phone.  Thus  Nokia  spends  60% 
of  its  $2.7  billion  research  and  develop- 
ment budget  on  software  development, 
up  from  30%  five  years  ago. 

All  of  these  concerns  weighed  on 
Nokia's  managers  as  they  contemplated 
the  future.  "Our  objective  is  to  renew 
the  whole  industry  in  the  next  two 
years,"  says  Alahuhta.  That  goal  has  al- 
ready prompted  unprecedented  steps 
by  Nokia  to  share  its  technology  with 
other  companies.  Last  fall,  Nokia  shock- 
ed attendees  at  the  Comdex  trade  show 
by  revealing  plans  to  license  its  crown- 
jewel  phone  software  to  rivals.  The 
move  is  meant  to  counter  Microsoft's 
push  into  cell  phones. 

But  nothing  equals  Nokia's  internal 
reorganization  for  symbolic  import.  In 
place  of  a  unified  structure,  Ollila  &  Co. 
have  conjured  up  nine  separate  busi- 
nesses, each  with  its  own  product  R&D 
and  marketing.  One  unit,  for  instance, 


launch  the 
ticipated 
mera  phone, 

a  color 
id  snazzy 

software. 


ENTERTAINMENT 
AND  MEDIA 

Its  first  order  of 
business  is  marketing 
the  5510,  a  hybrid 
messaging  phone  and 
music  player  that 
hasn't  caught  on. 


BUSINESS 
APPLICATIONS 

Will  pitch  everything 
from  smart  phones  to 
personal  organizers  at 
corporate  customers. 


MOBILE 
ENHANCEMENTS 

Will  hawk  accessories 
ranging  from  cordless 
headsets  to  Star  Wars- 
themed  phone 
faceplates. 


MOBILE  SERVICES 

Will  run  Club  Nokia,  an 
online  clearinghouse  for 
tech  support  informa- 
tion, downloadable 
ring  tones,  and  Java 
applications. 

Data:  Company  reports.  Bear,  Stearns  &  Co. 
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As  the  industry's  leader,  with  37%  of  the  market,  Noki 
figured  this  period  of  crisis  was  the  time  to  reassert  its 


will  address  the  needs  of  business  users. 
Another  will  focus  on  ultracheap  phones 
for  markets  such  as  India  and  China. 
The  very  existence  of  such  a  group  is  a 
tacit  admission  that  the  old  Nokia 
lacked  the  focus  to  win  this  segment. 
"Nokia  became  its  own  worst  enemy," 
says  Juha  Christensen,  the  vice-presi- 
dent of  Microsoft's  mobility  group.  "By 
having  vast  economies  of  scale,  it  lost 
the  ability  to  deal  with  niche  markets." 

The  changes  at  Nokia  parallel  those 
that  have  occurred  in  other  industries. 
By  the  1920s,  Henry  Ford  had  figured 
out  that  not  every  customer  wanted  a 
black  Model  T.  But  his  rival  Alfred  P. 
Sloan  Jr.  gained  the  upper  hand  by 
building  a  General  Motors  Corp.  that 
housed  separate  divisions — Chevrolet, 
Oldsmobile,  Cadillac — targeting  different 
classes  of  buyers. 

But  gm  had  decades  to  perfect  its 
system.  Nokia  has  no  such  luxury. 
That's  why  Ollila's  reorganization  is 
fraught  with  risk.  The  sheer  complexity 
of  it  might — instead  of  producing  nim- 
ble, market-focused  teams — simply  gum 
up  the  works  and  confuse  employees, 
clients,  and  investors. 

To  keep  the  separate  units  from 
straying  too  far  apart,  all  will  tap  a 
4,500-person  central  research  lab  for  ba- 
sic technology  and  product  design.  And 
to  avoid  diluting  Nokia's  efficiencies  in 
procurement  and  manufacturing,  each 
will  hand  off  its  products  to  a  shai-ed 
operations  and  logistics  group.  Still, 
there's  ample  room  for  overlap  and  turf 
battles.  "These  kinds  of  reorganizations 
look  good  on  paper,  but  in  practice 
they're  difficult  to  implement,"  cautions 
John  Jackson,  an  analyst  at  Boston- 
based  telecom  researcher  The  Yankee 
Group.  While  acknowledging  the  risk  of 
conflicts,  Ollila  figures  the  kinks  will  be 
worked  out  as  they  arise.  "We  tried  to 
respond  to  the  realities  of  the  market- 
place, not  to  get  mired  in  management 
philosophy  and  orthodoxy,"  he  sa 

There  are  plenty  of  tough  realities 
to  deal  with.  Take  the  challenges  facing 
the  new  Mobile  Entry  Products  divi- 
sion, led  by  Nokia's  former  Southeast 
Asia  general  manager,  Bengt-Ake  Gyl- 
lenberg.  More  than  most  senior  execu- 
tives at  the  company,  he  saw  the  fer- 
ment of  Asian  phones  up  close  and 
understands  the  needs  of  customers  in 
developing  economies.  Up  to  half  of  all 
phones  sold  today  are  already  in  the 
budget  category.  With  his  new  unit,  Gyl- 
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lenberg  has  the  freedom  to  do  what  it 
takes  to  ensure  that  Nokia  phones  be- 
come the  brand  of  choice  for  first-time 
buyers — even  if  that  means  taking  such 
radical  steps  as  buying  technology  from 
other  suppliers  or  outsourcing  more  of 
its  manufacturing. 

The  challenges  are  totally  different 
at  the  Imaging  Unit.  Headed  by  vet- 
eran Juha  Putkiranta,  the  division  has  to 
catch  up  quickly  to  the  Japanese.  When 
Nokia  was  developing  its  7650  camera- 
phone,  he  says,  managers  came  to  real- 
ize they  were  dealing  with  an  entirely 
different  ecosystem  than  what  they 


were  used  to.  "We  were 
big  business  with  a  basic  set  of 
says  Putkiranta.  He  had  to  line  i 
component  suppliers  and  creat 
ware  for  translating  photos  amo 
bile  and  Internet  standards. 

Nokia's  rivals  will  be  wratchin 
experiment  with  a  mix  of  curiosi 
dread.  If  it  works,  the  rush  to 
will  be  swift.  If  it  doesn't — well, 
will  have  to  work  even  harder  t< 
on  top.  One  way  or  another,  ther 
going  back  to  the  Model  T. 

By  Andy  Reinha 
Espoo,  Fv 
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Chinese  manufacturers 
seem  to  turn  every- 
thing they  touch  into 
cheap  commodities:  toys, 
dvd  players,  and  more. 
That's  a  boon  to  consumers, 
but  a  bane  for  multinationals  that 
have  lost  a  large  chunk  of  their  prof- 
its to  low-cost  Chinese  rivals. 

Now,  it  may  be  the  turn  of  global 
mobile-phone  giants,  such  as  Nokia 
Corp.,  to  feel  the  heat.  Multinationals 
currently  have  a  near  lock  on  hand- 
set sales  in  China.  But  local  manufac- 
turers are  expected  to  double  their 
market  share,  to  30%,  in  the  next 
two  to  three  years.  It  may  only  be  a 
matter  of  time  before  companies  like 


TCL  Holdings  Co.  Ltd.  and  China 
jian  Co.  begin  churning  out  inex 
sive  cell  phones  for  export.  "C 
going  to  become  an  integral  force 
says  Larry  Kung,  director  of  stra 
gic  business  development  for  Mi 
crosoft  Greater  China.  Microsoft 
Corp.  is  working  with  Chinese  ha 
set  makers  using  its  Window's  S: 
Phone  software,  which  it's  pushin 
a  standard  operating  system. 

One  of  the  companies  allied  wit 
Microsoft  is  TCL  of  Guangdong.  It 
now  the  fourth-ranked  seller  of  h 
sets  in  China,  with  more  than  7% 
the  local  market.  San  Diego-base 
Qualcomm  Inc.,  meanwhile,  is  wo: 
ing  with  18  Chinese  manufacturer 
to  produce  phones  using  its  code 
vision  multiple  access  (cdma)  tec 
ogy.  "The  Chinese  will  learn  to 

BEIJING  CELLS   CDMA  phones  that  they 

_,.  sell  around  the  world,"  . 

Chinese  phone   Qualcomm  China  Preside 

makers  are  Richard  Sulpizio. 

rising  fast  China  has  nearly  two 

dozen  local  handset  make: 
— too  many,  says  Peter  A.  Borge: 
president  of  Siemens  Shanghai  Mi 
bile  Communication  Ltd.  "There's 
most  nobody  below  30  million  phi 
[of  annual  output]  who  is  really  p 
itable  worldwide,"  says  Borger. 
na  needs  to  consolidate  its  comp; 
into  two  or  three."  However  it  pi 
out,  those  Chinese  phones  may  be| 
popping  up  in  New  York  and  Lon< 
a  lot  sooner  than  Nokia  would  like 
By  Bruce  Einhorn  in  Shane 
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WHAT  KIND  OF  DECISIONS  DO  YOU 

MAKE  IN  HOLLYWOOD? 

IF  YOU'RE  FOX,  ENTERTAINING  ONES. 
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leed  the  right  information 
t.  Fox  Filmed  Entertainment 
>ws  this.  That's  how  they've 
come  one  of  the  most 

1 1  creators  and  distributors 
Nockbuster  films  in  the  world. 


And  that's  why  they  chose 
Crystal  Decisions".  Our  web- 
based  reporting,  analysis  and 
information  delivery  technology 
helps  Fox  track  critical  business 
information  through  distribution 


channels  and  leverage  that 
information  to  make  smarter 
decisions.  With  over  10  million 
licenses  shipped,  and  partners 
including  SAP 'and  Microsoft , 
we've  proven  our  solutions 


deliver  information,  cut  costs 
and  improve  productivity. 
Want  to  learn  more?  Visit:  www. 
crystaldecisions.com/ent/005/, 
or  call  1-866-821-3525. 


?ss.  Analyze.  Report.  Share. 


crystal  decisions 
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ENERGY 


DOES  OPEC  HAVE 
SAND  IN  ITS  EYES? 

Controlling  output  to  keep  prices  high  may  be  a  big  mistake 


On  June  25,  OPEC  oil  ministers  will 
converge  on  Vienna  for  one  of  the 
increasingly  frequent  gatherings 
known  as  "extraordinary  meetings." 
They  will  most  likely  agree  to  retain 
their  current  production  ceiling,  which 
nominally  holds  about  5  million  barrels 
per  day  off  the  market.  For  the  past 
three  years,  the  OPEC  countries'  main 
goal  has  been  keeping  prices  near  then- 
target  of  $25  per  barrel.  They  have 
been  successful:  Crude  trades  at  about 
$26  per  barrel. 

But  instead  of  congratulating  them- 
selves on  getting  top  dollar,  the  leaders 
of  the  major  Middle  Eastern  oil  pro- 
ducers, including  Saudi  Arabia,  Kuwait, 
and  Iran,  should  be  asking  themselves 
whether  their  focus  on  price  makes 
sense  for  the  long  haul.  The  gulf  states 
may  have  almost  65%  of  the  world's  re- 
serves, but  at  the  end  of  the  day,  it's 
not  what  you  have  in  the  ground  that 
matters:  It's  what  you  pump  and  sell.  In 
that  regard,  the  petrol  kingdoms  run 
the  risk  of  having  their  share  squeezed 
by  increasingly  bold  non-OPEC  rivals. 
"My  great  fear  is  that  opec  is  getting 
more  and  more  short-term,"  says  Mehdi 
Varzi,  president  of  Varzi  Energy,  a  Lon- 
don investment  firm. 

While  bringing  in  high  revenues  now, 
prices  of  $25  or  more  will  encourage 
greater  investment  in  non-OPEC  areas 


as  well  as  new  technologies,  such  as  al- 
ternative fuels,  that  could  make  OPEC 
oil  obsolete.  High  prices  also  depress 
growth  and,  as  a  result,  demand  for 
oil — especially  in  oil-thirsty  economies 
like  India  and  China. 

As  an  alternative,  Leo  Drollas, 
deputy  director  at  the  Center  for  Glob- 
al Energy  Studies,  a  London  think  tank, 
figures  that  adding  one  million  barrels 
per  day  would  help  strengthen  the 
shaky  world  recovery  by  gradually 
bringing  prices  down  to  the  $20  level. 
The  gulf  states  would  benefit,  too:  They 
need  stronger  economies  to  create  jobs 
for  the  young,  who  otherwise  are  liable 
to  recruitment  by  radical  groups. 

Yet  to  increase  production,  the  Saudis 
and  other  big  produc-  n^^m 
ers  need  outside  help. 
International  oil  execs 
say  the  oil  patch  in 
countries  such  as 
Kuwait  and  Iran  has 
been  so  isolated  from 
the  global  industry 
that  it  is  decades  out 
of  date.  But  oil  in  the 
Middle  East  remains 
so  political  that  chang- 
ing the  way  it  is  man- 
aged is  difficult. 

A  case  in  point  is 
Saudi  Arabia's  effort 


RAS  TANURA:  What  tht 
Saudis  need  is  investt  ?i 
but  so  far  they're  blow 


(I 


to  lure  international  ol 
panies  to  invest  in  gas 
ed  projects  worth  an 
mated  $25  billion.  You 
think  that  the  Saudis 
desperately  want  jobs  a 
youthful  population,  i  || 
roll  out  the  red  carpt 
the  contrary:  Since  C 
Prince       Abdullah 
broached  the  idea  in 
the  Saudis  have  throv 
lots  of  obstacles.  Exxon] 
Royal/Dutch   Shell   G! 
and  BP  are  said  to  b 
apart  from  the  Saudis 
issues:  the  quality  of  t 
ploration  acreage  the  kingdom  is 
to  let  the  companies  explore,  fo: 
and  also  the  returns  they  may  g 
their  investments.  No  surprise, 
that  the  biggest  oil  outfits  are  t 
elsewhere.  BP,  ExxonMobil,  and 
are  all  pouring  billions  into  non 
zones  such  as  the  Caspian  basi: 
Gulf  of  Mexico,  and  Angola. 

Thus,  non-OPEC  crude  increa 
competes  with  opec's  production.  c| 
share  of  the  world  oil  market  has 
from  42%  in  1999  and  2000  to 
39%  for  this  year,  according  to  pfc 
gy,  a  Washington  consultant.  Deu 
Bank  forecasts  that  non-OPEC  pr< 
tion  through  2010  will  grow  at 
the  rate  of  the  1990s.  "The  big  M 
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East  producers  may  well  have  m 
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OPEC  IS  LOSING 
MARKET  SHARE 


▲  MILU0NS  OF  BARRELS  PER  DAY 

Data:  Petroleum  Finance  Co 


the  boat  by  letting  investment 
Russia  and  the  Caspian,"  says  Ed 
L.  Morse,  senior  analyst  at  Hess  1 
gy  Trading  Co.  in  New  York 

Even  some  gulf  officials  are  sta 
to  doubt  opec's  strategy.  "We  wei 
thinking  that  by  2010,  our  market 
would  get  to  50%,"  says  a  senior  gi 
official.  "That's  going  to  be  delaye 
pressures  increase,  analysts  think  < 
^^^^^^^^H  tries  such  as 
Arabia  might 
tempted  to 
ranks  and  brin 
outsiders  to  inci 
production  and  re 
their  true  potei 
There  is  little 
now  of  such  rai 
thinking.  But  by 
ceeding  in  the  s 
term,  opec  may 
sow  the  seeds  o 
own  demise. 

By  Stanley  Re 
London 
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COMMENTARY 

By  Brian  Bremner 

PRINTING  YEN  IS  NOT  THE  ANSWER 


Has  the  Bank  of  Japan  blinked? 
Despite  two  years  of  withering 
political  heat,  boj  Governor 
dasaru  Hayami  has  resisted  calls 
rom  inside  the  ruling  Liberal  Demo- 
Tatic  Party  to  rev  up  the  economy 
»y  opening  up  the  monetary  flood- 
;ates  and  printing  yen  like  crazy. 
ilie  BOJ  would  use  much  of  the  funds 
t  created  to  buy  government  bonds, 
■"hat  would  foot  the  bill  to  keep  the 
iiovernment's  perpetual  spending 
■ree  going — and  dodge  the  need  for 
iscal  discipline. 

,  This  sort  of  radical  gambit — 
nown  as  debt  monetization  in  cen- 
ral-bank  lingo — conjures  up  images 
■termany's  Weimar  Republic.  And 
flayami  has  argued  that  short  of 
iome  sort  of  catastrophe,  it  shouldn't 
«  tried  in  Japan.  In  Japan's  case, 
jaonetization  wouldn't  induce  run- 
jseay  inflation  a  la  Weimar:  Japan, 
jt  fact,  is  plagued  by  deflation. 
I  hit  it  would  zap  what  little  re 
armist  zeal  Japan  has  left  and 
rould  encourage  policymakers  to  put 
ff  the  tough  measures — bank 
leanups,  corporate  downsizing,  debt 
workouts — that  the  country  needs  to 
et  out  of  its  10-year  funk 
What's  more,  monetizing  the 
ebt  would  keep  an  artificial 
id  on  bond  yields — now  all 
•  f  1.3%,  the  lowest  in  the 
developed  world — and 
|ius  long-term  interest 
ates,  since  the  market  would 
:se  the  boj  as  the  buyer  of  last  re- 
ort.  To  a  purist  like  Hayami,  higher 
>ates  would  force  the  government  to 
^ork  harder  to  mend  its  ways.  No 
surprise,  then,  that  in  a 
J  (ay  30  speech, 
layami  hit  the  re- 
am theme  once 
?fgain,  warning  that 
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"we  should  not  be  complacent." 

Now,  however,  some  argue  that 
Hayami  is  bending  to  government 
pressure.  Exhibit  A:  Japan's  money 
supply  is  exploding.  The  country's 
monetary  base,  which  includes  cash  in 
circulation  and  reserves  held  by 
Japanese  commercial  banks  at  the 
Bank  of  Japan,  grew  at  an  annualized 
pace  of  29%  in  May  and  a  sizzling 
36%  in  April,  vs.  an  average  of 
15.6%  in  the  last  quarter  of 
2001.  For  most  developed 
countries,  single-digit 
growth  is  the  norm. 

Which  leads  us  to  Exhibit 
B.  The  central  bank  isn't  just  provid- 
ing liquidity  for  the  banks,  it  has  also 
developed  a  ravenous  appetite  for 
government  bonds.  Back  in  Feb- 
ruary, the  boj  announced  that 
it  would  increase  its  direct 
purchase  of  bonds  from  $6.4 
billion  to  $8  billion  a  month, 
that  rate,  estimates  Stan- 
&  Poor's  sovereign  credit 
analyst,  Takahira  Ogawa,  up  to 
40%  of  the  Japanese  budget  deficit  in 
this  fiscal  year  could  be  funded  by 
the  boj.  That  would 
be  more  than  twice 
last  year's  level  and 
certainly  aids  and 
abets  the  profli- 
gate politicians. 
That  surge  in  bond 
purchases  has  set  the 
alarm  bells  ringing. 
"Outright  debt  mone- 
tization has  started," 
Merrill  Lynch  &  Co. 
senior  economist  Jes- 
per  Koll  recently 
wrote  in  The  Daily 
Yomiuri.  s&p's  Ogawa  also  thinks 
that  the  boj  caved.  With  tax  rev- 
enues falling  and  government  debt 
now  about  140%  of  gross  domestic 
product — instead  of  between  40% 
and  60%  as  in  most  countries — 
strong-arming  the  central  bank  into 
funding  the  budget  is  the  "last  av- 
enue to  stabilize  the  government's 
debt  trajectory,"  he  figures. 

The  boj  insists  that  all  this  talk  is 
sheer  nonsense.  Sure,  it  has  raised 
its  daily  targets  for  banking-sys- 
tem reserves  five  times  since 
March  of  2001  and  created  the 
cash  for  the  system  to  meet 
these  targets.  On  Feb.  28,  it 


CRANKING  UP 
THE  PRESSES 


40 


30 


20 


10 


NOV.  DEC 
'01 
. PERCENT 


JAN. 
'02 


pushed  up  its  target  from  $40  billion 
to  as  much  as  a  staggering  $120  bil- 
lion. But  the  boj  swears  it  had  good 
reasons.  First,  it  says,  it  needed  to 
calm  jittery  markets  worried  about 
the  possibility  of  major  bank  failures 
at  the  end  of  the  fiscal  year  in  March, 
when  a  weak  Nikkei  stock  average 
and  mounting  dud  loans  pounded  the 
earnings  and  capital  base  of  big 
Tokyo  money-center  lenders.  Then,  in 
April,  a  computer  crash  involving  the 
ATM  network  of  Japan's  biggest  bank, 
Mizuho,  raised  the  specter  of  a  run 
on  deposits  there 
and  at  other  banks. 
The  Bank  of  Japan 
was  merely  respond- 
ing to  the  need  to 
keep  the  cash  spigot 
on,  as  the  minutes 
of  its  Apr.  30  meet- 
ing, released  on 
June  17,  show.  The 
central  bank  also 
says  buying  bonds  is 
a  tool  that  it  needs 
to  hit  its  daily  re- 
serve targets. 
Maybe,  but  with  the  banking  sys- 
tem stabilized  again,  deflation  show- 
ing signs  of  easing,  and  annualized 
first-quarter  growth  reported  at  5.7%, 
it  is  hard  to  justify  such  a  radical 
ramp-up  in  bond  purchases.  Japan's 
economy  is  weak,  but  the  Weimar 
Republic  it  isn't.  Yes,  ultraloose  mon- 
etary policy  will  come  in  handy 
should  Japan's  economic  reforms  ever 
get  off  the  ground — but  only  then. 
Perhaps  it's  time  for  Governor  Haya- 
mi to  reclaim  his  reformist  creden- 
tials and  bring  the  binge  to  a  halt. 

Bremner  covers  finance  from 
Tokyo. 


■   [year-on-year  increase  I 
[in  the  monetary  baseJ 
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Data:  Bank  of  Japan 
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BRAZIL:  THE  LEFTIST 

WHO'S  SPOOKING  THE  MARKETS 


It's  just  what  Latin  America  doesn't  need — an  Argentine- 
style  crisis  of  panicked  markets  and  debt  default  that  dam- 
ages the  region's  economy  and  scares  investors  away.  Yet 
that's  the  scenario  analysts  are  beginning  to  worry  could  un- 
fold in  Brazil,  a  bigger  economy  where  foreign  banks  and 
companies  are  more  financially  exposed  than  in  Argentina. 

At  the  center  of  the  storm  is  Luiz  Inacio  "Lula"  da  Silva, 
leader  of  the  left-wing  Workers'  Party.  Lula,  as  he  is  known, 
is  making  his  fourth  run  for  President  in  the  upcoming  Octo- 
ber election.  Official  campaigning  starts  in  ear- 
ly July,  and  this  time,  Lula  has  his  best  chance 
ever  at  wanning.  He  is  more  than  20  points 
ahead  of  his  closest  rival,  free-market  centrist 
Jose  Serra,  the  candidate  of  President  Fernan- 
do Henrique  Cardoso's  Brazilian  Social  Democ- 
ratic Party,  in  public  opinion  polls. 

Lula's  ascendance  is  helping  to  rattle  Brazil's 
markets.  Indeed,  investors  are  worried  that  Ser- 
ra, whose  campaign  is  off  to  a  weak  start,  won't 
be  able  to  close  the  gap  with  Lula,  a  56-year-old 
former  union  leader  wiio  heroically  resisted  ear- 
lier military  regimes  but  who  declared  in  an 
earlier  campaign  that  a  burdened  Brazil  should 
not  bother  to  pay  its  foreign  debt.  That  memory, 
although  distant,  is  spooking  investors.  The 
Brazilian  currency,  the  real,  has  plunged  14% 
this  year  and  on  June  12  hit  its  second-low^est 
level  against  the  dollar  ever.  That  prompted  the 
government  to  tap  a  $9.4  billion  International  Monetary  Fund 
credit  line  to  bolster  the  real,  strengthening  it  slightly. 

At  the  same  time,  some  investors  fear  Brazil  may  be  unable 
to  avoid  a  default  on  its  $260  billion  in  public  debt — especial- 
ly early  next  year,  when  the  new  government  has  to  roll 
over  a  sizable  chunk  of  it.  At  54%  of  gross  domestic  product, 
the  debt  is  nowhere  that  of  Japan  or  other  highly  leveraged 
countries,  and  only  $93  billion  is  owed  to  foreigners.  Still, 
analysts  are  worried  that  90%  of  the  domestic  debt  is  in- 


DA  SILVA:  How  radical? 


dexed  to  local  interest  rates,  the  dollar,  or  inflation — ma 
harder  to  pay  if  markets  stay  jittery. 

It's  not  a  formula  for  stability.  "Following  the  default 
gentina,  investors  tend  to  sell  first  and  ask  questions 
That's  what  you  are  seeing  in  Brazil,"  says  Jonathan 
senior  investment  officer  at  Standard  Asset  Managemt 
Miami.  A  Lula  win  would  lead  to  "economic  chaos,"  he 
The  leftist  candidate,  a  former  metalworker,  strongly 
such  a  forecast.  He  pledges  to  honor  Brazil's  debt  agreer, 
and  maintain  the  fiscal  discipline  thatl 
marked  Cardoso's  eight  years  in  power — a 
in  which  he  tamed  triple-digit  inflation,  br 
free-spending  municipal  and  state  gover 
under  control,  and  privatized  $70  billion 
eral  assets.  Even  so,  investors  remain  si 
because  the  Workers'  Party  platform,  appij 
last  December,  lays  out  a  radical  vision.] 
platform  calls  for  "a  break  with  the 
economic  model"  and  steps  to  "suspei 
reevaluate  the  privatization  program." 

Voters,  including  those  in  the  business  I 
munity,  are  wraiting  to  see  if  the  party  inc| 
details  of  such  policies  in  its  election  ma 
due  to  be  published  on  June  30.  "Investoil 
alize  that  the  party  is  more  radical  thai| 
party  leadership,  and  they  wonder  who, 
gets  elected,  Lula  is  going  to  pay  attentioii 
"  says  Christopher  Garman,  a  political  andj 
nomic  analyst  at  Sao  Paulo  consulting  firm  Tendencias. 
As  campaigning  intensifies,  business  is  expected  to  back 
ra  strongly,  since  his  victory  would  mean  a  continuatid 
Cardoso  economic  policies.  The  60-year-old  Serra  won  poq 
reviews  for  his  stint  as  Health  Minister  in  Cardoso's 
ernment,  but  he  lacks  charisma  on  the  campaign  trail, 
can't  boost  his  appeal  to  voters  fast,  Brazil's  financial 
kets — and  the  economy — may  be  in  for  a  wild  ride. 

By  Andrew  Downie  in  Rio  de  Jai 


GLOBAL  WRAPUP 


TOUGH  FIGHT  IN  SOUTH  KOREA 

►  The  race  to  succeed  Kim  Dae  Jung 
as  President  of  South  Korea  has  taken 
another  dramatic  turn.  Just  three 
months  ago,  Roh  Moo  Hyun,  55,  was 
far  ahead  in  the  polls  after  Kim's  Mil- 
lennium Democratic  Party  chose  him 
as  its  candidate.  Roh,  a  human  right:* 
lawyer,  was  seen  as  a  fresh  face  by 
voters.  But  now,  Lee  Hoi  Chang,  the 
66-year-old  candidate  of  the  Grand  Na- 
tional Party,  has  made  a  comeback. 

His  party  is  set  to  take  control  of 
most  major  cities  and  provinces  on 


July  1  after  a  landslide  victory  in  June 
13  local  elections,  winning  11  of  16  key 
mayorships  and  governorships.  That 
election  is  seen  as  a  barometer  for  the 
December  presidential  ballot.  Polls 
held  since  the  local  elections  show  Lee 
leading  Roh  by  as  much  as  15  points. 
Lee's  conservative  opposition  party 
won  big  in  the  local  elections  after  at- 
tacking recent  (eruption  scandals  in- 
volving Kim's  sons,  his  aides,  and  ap- 
pointees. Analysts  .say  voters  are 
disappointed  at  Kim's  failure  to  clean 
up  the  graft -tainted  political  system, 
even  though  he  rescued  the  country 


from  bankruptcy  in  the  1997-1998 
Asian  crisis.  Roh  also  hurt  his  imag 
when  he  sought  help  from  Kim  Yoi 
Sam,  part  of  the  Old  Guard  of  Koi 
politics.  "Unless  Lee  makes  a  cata- 
strophic blunder  or  the  ruling  pa 
pulls  off  a  dramatic  surprise,  Lee 
pears  set  to  walk  into  the  [presidei 
tial]  Blue  House,"  says  Shin  Jung 
Hyun,  a  political  science  professor 
Seoul's  Kyunghee  University.  The 
test  of  the  candidates  comes  in  Ai 
by-elections,  when  a  dozen  parliame 
tary  seats  will  be  at  stake. 

By  Moon  Ihlwai 
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NOVATION  IS  SEEING  WHAT  EVERYBODY  SAW, 

tUT THINKING  WHAT 

IOBODY  THOUGHT. 

lovative,  original  ideas  require  unconventional  thinking.  Which  is  exactly 
i  strategy  behind  the  totally  new  2003  Ford  Expedition.  We  had  to 
get  what  we  knew  about  SUVs  and  think  without  boundaries. 

?  result  -  123  major  innovations.  ""—-— 


/' 


HE  TOTALLY  NEW 

003  FORD  EXPEDITION 

I  HAS  NO  EQUAL. 


**%m 


- 


INN0VATI0N> 


PowerFold 


3rd-Row  Seat*     Expedition  is  the 
only  full-size  SUV  with  a  3rd-row 
seat  that  folds  completely  flat  into 
the  floor  at  the  push  of  a  button. 

INNOVATION^ 

Expedition  is  the  only  vehicle 
in  its  class  with  a  fully 
Independent  Rear  Suspension. 


INNOVATION >\JO  Safety 
Canopy    System**     Expedition 
is  the  only  full-size  SUV  with 
this  new  safety  canopy  and 
J  rollover  sensors. 

>l  \  I  (  >RI )    Sec  .ill  12^  innovations,  wuu  lonlvihu  les.com/cxpcdition 

i^sim  optional  tor  (id  row  scat.  "( >ptional.  The  2002  I  ord  Expedition  was  the 
i.mkcd  I  ull-Sizc  S|Min  I  ciliiv  Vehk  lc  in  J.I).  Power  and  Viuociatea  2001-2002  Initial 
studies'     2002  siuih  based  on  a  total  of  n  1,90;  ronsunier  responses  indicating 

n  purled  problems  during  tin  first  no  days  of  ownership.  www.jd|>ow  cr.com 


Jf.D.  Power  and 
Associates  Announces: 

"BEST  FULL-SIZE 
SPORT  UTILITY  VEHICLE 
IN  INITIAL  QUALITY 
TWO  YEARS  RUNNING." 
2001  &  2002 
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MESSIER  ON  THE  RECORD: 
SETTLING  INTO  THE  HOT  SEAT 

The  Vivendi  Universal  CEO 
talks  about  his  precarious 
position-and  his  plans 
for  getting  the  job  done 

It's  hard  to  open  a  newspaper  these 
days  witiwut  seeing  something  about 
Jean-Marie  Messier,  ceo  of  Vivendi 
Universal.  Vivendi  started  out  as  a 
water  utility  but  is  now  a  $50-billion-a- 
year  media  conglomerate  after  its  pur- 
chase in  2000  of  Seagram  and  its  Un  i- 
versal  movie  and  music  businesses. 

Today,  Vivendi  is  wrestling  with  big 
cfmllenges.  It  lost  money  last  year  after 
taking  a  big  writedown.  It  has  huge 
debt,  and  it  has  seen  its  share  price 
drop  some  79%  from  its  peak  in  March, 
2000.  And,  as  with  aol  Time  Warner, 
the  very  idea  of  a  media  conglomerate 
with  lucrative  synergies  among  its  units 
is  open  to  question  in  the  minds  of 
some.  Tluxt  iuxs  stirred  speculation  that 
Messier  may  not  survive  as  ceo. 

BusinessWeek  Editor-in-Chief  Ste- 
phen B.  Shepard  spoke  to  Messier  aboid 
these  issues  on  June  13,  as  part  of  the 
magazine's  Captains  of  Industry  series 
at  Manhattan's  92nd  Street  Y.  Here  are 
some  excerpts  from  that  conversation: 

Last  December,  you  said  the  French 
cultural  exception  was  dead.  Tell  us  what 
you  meant  by  the  remark  and  why  it 
caused  such  a  stir  in  France. 

Our  world  is  becoming  [one]  of  cul- 
tural diversity,  and  speaking  of  nation- 
al culture  is  not  that  meaningful.  You 
have  to  realize  that  [I  spoke]  in  the 
context  of  the  French  election  [in  which 
nationalism  was  an  issue].  I  do  regret 
that  I  caused  such  emotion.  But  if  to 
any  extent  my  statement  has  been  part 
of  the  fight  against  [unsuccessful  right- 
wing  French  presidential  candidate] 
Mr.  [Jean-Marie]  Le  Pen  and  his  ideas, 
I  am  proud  of  that.  As  a  Frenchman, 
when  I  see  people  like  Le  Pen  and  the 
risk  that  they  represent  for  our  coun- 
try and  for  all  culture,  I  have  only  one 
thing  to  say:  "Mr.  Le  Pen,  no.  No- 
where, never." 


What  language  is  spoken  within  Vivendi 
in  France? 

All  our  board  meetings  and  execu- 
tive committee  meetings  are  in  English, 
with  all  the  documents  in  English.  The 
rule  is  that  if  someone  wants  to  speak 
French,  he  can. 

You  created  Vivendi  Universal  to  marry 
content  and  distribution  and  take  advan- 
tage of  emerging  broadband  technology. 
Why  does  a  content  company  have  to 
own  distribution?  Why  not  let  the  markets 
sort  out  the  relationship  between  content 
providers  and  producers? 

Vivendi  Universal  is  75%  content  and 
one-fourth  distribution.  So,  we  are  first 
a  content  company.  We  do  not  intend 
to  be  more  than  regional  distribution 
players.  But  in  some  fields,  distributors 
become  so  strong  that  they  can  squeeze 
the  margins  of  the  content  provider. 
You  gain  leverage  in  making  alliances 
with  other  distributors. 


in 


Why  has  the  promise  of  broadband  gc 
unfulfilled? 

Those  technologies  are  very  late, 
were  expecting  that  they  wrould  ct 
in  one  year,  then  we  realized  that  t 
wouldn't  come  for  two  or  three  a 
tional  years.  Did  we  invest  too  m 
two  years  ago  in  the  newT  technolog 
Yes.  And  we  have  to  reduce  our 
vestment.  But  would  it  be  wise  to  ! 
those  investments?  No.  Because 
trend  of  broadband  is  there. 

*anc 
A  lot  of  users  want  to  download  musi 
and  burn  CDs  and  share  them  with 
friends.  The  technology  companies  do 
seem  to  think  it's  their  responsibility 
prevent  that.  Yet  content  providers  ha 
intellectual  property  rights  to  protect. 
How  do  we  deal  with  this? 

You  will  never  be  successful  if 
don't  give  the  customer  what  he  is  1< 
ing  for.  We  w*ere  unable  to  give 
right  service  and  the  right  added  v. 
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Only  a  Xerox  Document  Centre®  shifts  your  office 

into  overdrive.  It  prints,  copies,  faxes,  scans  and  e-mails 

like  no  other.  Saving  you  time  and  money. 

There's  a  new  way  to  look  at  it. 


rmance  proves  it.  Top  companies  know  it. 

s  why  86%  of  Forti  \k  500®  companies  rely 
(cument  Centre  Multifunction  systems  to  save 
time  and  money*  Our  unique  design  provides 


maximum  network  performance.  The  result  is  cost- 
cm  nching  producthity  that  puts  your  business 
way  ahead  of  the  pack.  To  rind  out  how  we  can  save 
your  business  time  and  money,  get  in  touch  today. 


t:  www.xerox.com/vroom  Call:  1-800-ASK-xerox  ext.VROOM 


THEDOCI  went  company 

XEROX 


>ocument  Centre  features  are  optional.  ©2002  XEROX  CORPORATION.  All  rights  reserved.  XEROX?  The  Document  Company?  Document  Centre"  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 
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to  the  customer.  So,  first  to  be  blamed 
are  the  content  and  music  companies. 
That's  the  reason  why,  in  the  movie  in- 
dustry, for  example,  we  are  trying  to  be 
first  online  to  offer  new  services. 

How  can  we  solve  the  problem?  First, 
giving  the  right  answer  to  the  consumer. 
Second,  agreements  with  manufacturers 
and  software  companies.  We  were  the 
first  content  company  to  make  an  alliance 
with  one  manufacturer — Thomson  Multi- 
media— to  defend  intellectual  property 
rights.  [But]  there  is  a  cost.  At  the  end 
of  the  day,  we  will  have  to  discuss  money 
[with  consumers].  And  third,  education. 
Let's  explain  to  our  children  that  stealing 
music  or  movies  is  just  trading  the  value 
of  creativity  for  zero. 


r 


Cegetel,  and  under  U.S.  accounting 
rules,  you  can't  consolidate  earnings 
unless  you  have  at  least  50%.  But  you 
consolidate  all  Cegetel  earnings. 

That's  not  our  choice.  Under  U.S. 
generally  accepted  accounting  princi- 
ples, as  under  French  GAAP,  we  are  ob- 
ligated to  consolidate.  When  we  intro- 
duced Vivendi  Universal  into  the  New 
York  Stock  Exchange,  the  [Securities 
&  Exchange  Commission]  reviewed  and 
[ruled  that  we]  consolidate.  We  have 
to  state,  especially  in  terms  of  debt, 
both  consolidated  earnings  and  propor- 
tionate earnings. 

How  would  you  describe  your  relationship 
with  Barry  Diller? 


tt  Did  we  invest  too  much  two  years  ago  in 
the  new  technologies?  Yes....  But  would  it  be 
wise  to  stop  those  investments?  No.  T  J 


—  JEAN -MAR  IE  MESSIER,  Vivendi  Universal 


Vivendi  has  to  reduce  debt.  How  are  you 
doing  that?  What  is  the  situation  with 
Vivendi  Environnement,  the  water  unit? 

First,  in  the  past  we  made  some  errors 
by  pre-announcing  what  we  were  go- 
ing to  do.  So  I'm  not  going  to  [do  that] 
again.  [On  June  17,  Vivendi's  board 
okayed  plans  to  reduce  the  stake  in 
Vivendi  Environnement  from  63%  to 
just  over  40%  when  market  conditions 
are  "appropriate."] 

One  recent  rumor  was  that  Vivendi  had 
to  dip  into  a  reserve  fund  to  the  tune  of 
$1  billion  to  pay  dividends  and  some 
related  taxes.  Is  that  true? 

When  you  manage  a  company,  you 
are  not  like  a  retail  store.  You  do  not 
keep  the  cash.  You  put  it  into  bank  ac- 
counts and  have  undrawn  facilities. 
Those  banks  tell  me:  "I  will  give  you  up 
to  X-billion  dollars,  and  when  you  need 
them,  just  call."  This  was  the  case  for 
our  dividend.  Banks  are  ready  to  give 
us  more  than  3.2  billion  euros. 

So  there  is  no  cash-flow  problem? 

Our  media  assets  will  generate  this 
year  close  to  2  billion  euros  in  operating 
cash  flow.  Month  by  month,  our  excess 
liquidity  is  4  billion  to  6  billion  euros. 
That  means  that  if  there  were  a  new 
macroeconomic  event  like  September 
11,  in  the  worst-case  scenario,  Vivendi  is 
not  at  risk. 

You  own  only  44%  of  telecom  outfit 


Barry  Diller  manages  all  of  vu's  TV 
and  film  operations  in  the  U.  S inte- 
grating those  activities,  [finding]  the 
efficiencies.  Barry  Diller  is  someone 
who,  since  he  left  Rupert  Murdoch,  has 
never  accepted  working  for  anyone. 
Why  would  he  work  for  this  little 
French  guy?  Barry  has  a  great  ego, 
true.  But  he  has  something  greater 
than  his  ego,  that's  his  talent.  And  I 
prefer  to  have  Barry  Diller  working 
with  Vivendi  Universal  than  with 
someone  else.  We  have  no  contract  be- 
tween us.  That's  the  reason  it's  going 
to  last  for  a  long  time,  because  we 
have  a  strong  mutual  interest  in  work- 
ing together. 

What  has  he  done  so  far?  Is  there  new 
programming? 

We  have  three  key  new  channels  to 
launch  around  yearend  or  at  the  begin- 
ning of  next  year.  When  you  have  Uni- 
versal Music  within  your  group,  you 
have  the  right  tool  to  create  a  competi- 
tor for  MTV,  which  went  from  being  a 
provocative  channel  21  years  ago  to 
more  a  way-of-life  channel  now. 

So  there  is  an  opportunity  for  Vivendi  to 
compete  with  MTV? 

When  you  look  to  the  music  TV  mar- 
ket, yes,  there  is  room  for  competition. 

And  Barry  would  help  you  do  it? 

Barry,  along  with  the  strength  of 
the  Universal  Music  team. 


There  are  rumors  that  you  are  going! 
lose  your  job.  Do  you  think  it  would  to 
happen? 

I  am  not  the  owner  of  my  compaM 
am  a  paid  ceo.  So  from  the  first  <  y 
became  a  ceo,  I  knew  that  this  job  1 
stop  tomorrow  morning  if  my  board  to 
my  shareholders  lose  their  conficl 
and  decide  to  change  the  ceo.  That* 
I  do  hope  to  be  able  to  continue  to  | 
age,  let's  say,  for  the  next  15  year^j 

It's  fair  to  say  that  at  least  one  ( ci 
directors  of  Vivendi  Universal  hall 
pressed — in  a  manner  that  I'm  not  I 
is  in  the  best  interest  of  all  share! 
ers — his  dissatisfaction  with  our  * 
price  and  the  way  the  company  is 
aged.  Okay.  You  have  to  live  with  it 
day     I    have 
strong  support4 
strong    board, 
have  to  execute 
merger.    We 
the  best  margi 
our  industries  o 
are  in  the  top 
of  performance 
That's   the 
I'm  going  to  ci 
value  for  this  company  and  its  si 
holders.  I'm  not  thinking  every  moi 
about  whether  I  will  lose  my  job. 

But  the  Board  did  establish  a  comm 
to  oversee  you? 

Not  to  oversee.  This  is  part  of 
misperception  in  the  media.  We 
nounced  the  creation  of  a  corporate 
ernance  committee  which,  for  me,  is 
of  the  basics.  The  creation  of  this 
porate  governance  committee  bee 
the  news  of  the  day.  And  the  follow 
day  in  the  media,  it  was  "Messier  u. 
scrutiny.  There  is  a  committee  crei 
to  oversee  what  he  is  doing  every  c 
Stop.  I  am  in  charge  of  the  day-to- 
job.  If  the  board  is  not  satisfied  wit! 
job,  it  has  to  oust  me,  not  to  ove 
these  day-to-day  actions. 

Do  you  have  any  regrets  about  your 
performance? 

As  ceo,  I  have  made  errors.  And 
of  them  has  been  to  take  too  high  a 
dia  profile  on  a  personal  basis.  We 
to  correct  that.  On  the  other  hand 
media,  and  the  markets,  are  in  many 
es  overreacting.  One  of  the  most 
cult  tasks  I  have  today  is  how  I  can 
Vivendi  Universal  out  of  the  headlir 
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For  a  complete  video  of  the  interview, 

go  to  the  July  1  issue  online  at 

www.businessweek.com. 
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We  aim  to  give  our  clients  something  extra.  It  might  be  a  key  piece  of  analysis  or  an  original  insight, 
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MERGERS 


GENERAL  MALAISE 
AT  GENERAL  MILLS 

Rivals  have  been  eating  its  lunch  since  the  Pillsbury  deal 


It  was  to  be  Stephen  W.  Sanger's 
crowning  achievement.  Last  Novem- 
ber, after  a  16-month  delay,  General 
Mills's  chief  executive  closed  on  the 
biggest  takeover  in  the  company's  136- 
year  history:  its  $10.4  billion  purchase 
of  long-term  crosstown  rival  Pillsbury 
from  Diageo  PLC.  Within  months,  Sanger 
promised,  the  combined  company — with 
sales  of  $13.5  billion — would  produce 
stellar  returns  as  it  bulked  up  and  broke 
into  new  fast-growing  food  categories 
to  supplement  its  stodgy  cereal  busi- 


ness, with  its  familiar  Cheerios,  Chex, 
and  Wheaties  brands. 

Unfortunately,  the  postmerger  reality 
hasn't  come  close  to  reflecting  Sanger's 
initial  optimism.  During  the  year  and  a 
half  it  took  to  complete  the  merger  and 
integration  of  Pillsbury,  competitors  have 
made  serious  inroads  in  areas  Minneapo- 
lis-based General  Mills  once  dominated. 
Profits  in  its  third  quarter,  ended  Feb.  24 
slid  48%,  to  $82.5  million.  In  the  fourth 
quarter,  which  ended  on  May  26,  Pru- 
dential   Securities    Inc.    analyst   John 


SHELF 

FULL  OF 

PROBLEMS 

A  bit  of 
indigestion 
at  General 

Mills? 


HUNGRY 

COMPETITORS  After 
the  Pillsbury  merger  was 
announced,  rivals  attacked 
in  some  key  markets.  Most 
notably,  Kellogg  became 
the  industry  leader  in 
breakfast  cereal  for  the 
first  time  since  1999. 


FAMISHED  FOR  NEW 
PRODUCTS  New  prod- 
ucts and  innovative  exten- 
sions shrank  in  the  merg- 
er's aftermath.  Typically, 
General  Mills  launches 
close  to  25  new  products  in 
each  quarter.  In  the  fourth 
quarter  there  were  only  two. 


STARVED  FOR 
PROMOTIONS 

Pillsbury  reduced  its  mar 
keting  budget  before  the 
merger  closed,  and 
sales  of  such  brands 
as  Progresso  soups 
and  Pillsbury 
biscuits  declined. 


McMillin  predicts  a  25%  decline  froi 
year  ago;  he  expects  an  8.7%  droj 
full-year  earnings  from  continuing  oj 
tions,  down  from  last  year's  $636.3 
(The  company  unveils  its  annual 
bers  on  June  26.)  And  the  merger  b 
ed  General  Mills's  debt  load  to  $9.9  h 
from  $3.7  billion.  In  April,  its  A-  a 
rating  was  cut  to  BBB+  by  Stand; 
Poor's,  which  noted  the  softer  e; 
"It's  obvious  that  the  focus  on  integral 
has  taken  a  toll  on  our  sales  growth 
our  earnings  growth,"  Sanger  says. 

Investors  are  paying  the  price.  Sil 
January,  the  stock  price,  recently 
$43.60,  has  sunk  14%,  while  the  S 
dard  &  Poor's  Food  Products  Index 
risen  1%.  Sanger's  record  will  likely  < 
him  some  time  to  fix  things.  His  ex 
tise  in  marketing,  after  all,  helped 
eral  Mills  achieve  consistent  double-d 
earnings  gains  before  the  merger, 
instance,  he  turned  Yoplait  yogurt 
the  segment  leader.  But  now  Sange 
under  pressure  to  deliver.  Any  rese: 
of  goodwill  benefiting  Sanger,  who 
been  ceo  for  seven  years,  is  like! 
dry  up  if  he  doesn't  produce  strong  n 
bers  by  the  fall  and  winter — prime  sel 
season  for  Pillsbury's  soup  and  ball 
goods.  "There  is  a  potential  for  more 
there,"  says  Kevin  McCloskey,  a  port; 
manager  at  Federated  Investors,  w] 
has  600,000  General  Mills  shares.  "The| 
a  lot  of  uncertainty." 

The  problems  started  when  San 
badly  underestimated  how  long  it  wo 
take  to  resolve  antitrust  issues  aris 
from  the  merger,  announced  in  July,  2( 
Ultimately,  to  satisfy  regulators,  Pi 
bury  had  to  sell  its  desserts  and  spec 
ty-products  businesses  to  Internatio 
Multifoods  Corp.  Moreover,  Pillsbury  j 
ent  Diageo  cut  back  its  marketing 
forts  in  anticipation  of  the  division's  i\ 
ownership.  That  resulted  in  lower  sale: 
such  core  brands  as  Pillsbury  refrigei 
ed  biscuits  and  Progresso  soups.  By 
time  the  merger  was  final,  General  Mi 
rivals  had  eaten  into  its  key  markets 
The  most  embarrassing  loss  to  Ger 
al  Mills  was  its  slide  to  second  place  o 
the  past  year  in  the  $7  billion  cereal  ( 
egory,  which  it  had  led  since  1999.  Tak 

advantage 
the  turmoii 
General  M 
Kellogg  ( 
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id  it's  not  surprising.  Nowhere  else  has  Australia's  unique 
mbination  of  world-class  facilities,  great  value,  entrancing 
:ations  and  superb  weather.  Add  Australia's  world-famous 
sndliness  and  Honda  Brazil's  decision  to  hold  their  incentive 


program  down  under  was  an  easy  one.  To  find  out  more 
about  why  Honda  Brazil  and  many  other  leading  organisations 
are  holding  their  meetings,  conventions  and  incentives  in 
Australia,  visit  us  at  vsrww.meetings.australia.com    ryAStYWJUtX 
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CHANGING     JOBS? 


Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service. 


Your  401  (k)  may  be  the  most  important 
savings  you  have,  so  make  sure  you  roll 
it  over  with  the  right  investment  company. 
At  T.  Rowe  Price,  our  broad  range  of 
no-load  mutual  funds,  unwavering  com- 
mitment to  customer  service,  and  over 
60  years  of  experience  mean  you  can 
invest  with  confidence. 


Choice:  For  Rollover  IRAs,  we  offer  over 
60  no-load  mutual  funds.  No  wonder 
Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 
portfolio."* 

Value:  With  no  sales  charges,  commis- 
sions, or  12b-1  fees,  more  of  your  invest- 
ment works  for  you. 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 
handling  paperwork  to  assisting  you  with 
your  investment  choices. 

For  more  information,  call  today  to  discuss 
your  rollover  options  and  to  receive  a  free 
rollover  kit,  including  prospectuses  or 
profiles. 


100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 
strategies,  including: 

•  Value  Stock  Funds 

Capital  Appreciation 
Equity  Income 
Mid-Cap  Value 
Value 

•  Growth  Stock  Funds 

Blue  Chip  Growth 
Equity  Index  500 
Growth  Stock 

•  Industry-Specific  Funds 

Financial  Services 
Health  Sciences 
Science  &Technology 

•  International  Funds 

European  Stock 
International  Stock 

•  Bond  Funds 

HighYield 
Short-Term  Bond 
Spectrum  Income 


1-800-541-4975 

WWW.TROWEPRICE.COM 
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INVEST    WITH    CONFIDENCE 


"Morningstar  Fund  Family  Report.  June  30, 2001 .  For  more  information,  including  lees,  expenses,  and  risks,  read  the  lund  profile 
or  prospectus  carelully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.  Distributor.  IRAR064203 
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launched  a  slew  of  products,  includi 
line  of  Disney-theme  cereals,  sucr 
Mickey's  Magix.  It  also  heavily  promc 
adult  brands  with  high-growth  poter 
such  as  Special  K  and  Smart  StartJ 
the  first  quarter,  those  lines  saw 
rise  by  18%  and  70%,  respectively, 
focused  on  fewer,  bigger  brands," 
Kellogg  ceo  Carlos  M.  Gutierrez, 
logg  now  has  33%  of  the  cereal  mar| 
vs.  32%  for  General  Mills — an  exact 
flop  from  a  year  ago.  "The  war  cor 
ues,"  says  Gutierrez.  "We've  just  wc 
couple  of  battles." 

Other  rivals  have  also  smelled  blc 
In  refrigerated  dough,  where  Pillsb| 
has  long  led  the  pack,  deep-pockf 
Sara  Lee,  with  the  purchase  of  Ej 
grains,  is  gunning  for  more  mar 
share.  Nestle  is  introducing  a  line 
refrigerated  cookie  dough.  And  in 
prepared  meals — a  category  Gend 
Mills      invented      with      Hamburl 
Helper — ConAgra,  Lipton,  Kraft  Fo^ 
and  Campbell  Soup  have  all  trotted 
new  products.  Even  Sanger  conce 
that  ConAgra's  Homestyle  Bakes,  \ 
contain  meat,  are  good.  Says  Eric 
ers,  a  consumer-products  analyst 
Federated  Investors:  "General  Mills 
out-innovated  by  these  other  guys.'] 

Sanger  slashed  new  products  and 
motions  to  concentrate  on  integratj 
and  strengthening  the  two  compar 
sales  and  marketing  forces.  Many 
bury  salespeople  had  left,  unsure! 
whether  they  would  have  jobs,  andf 
tailers  were  unhappy  about  the  laclf 
support  Pillsbury  goods  were  g< 
"When  you  ask  a  General  Mills  ss 
person  about  a  Pillsbury  product,  til 
eyes  glaze  over,"  says  Rick  Bozzeli 
promotional  manager  at  grocer  Sua 
Valu  Inc.  Promotional  dollars  for  PI 
bury  had  vanished,  he  says.  Faced  \l 
either  focusing  on  new  products! 
straightening  out  its  marketing  ml 
Sanger  chose  the  latter.  By  the  foil 
quarter,  there  were  only  two  proc| 
launches,  vs.  the  usual  two  dozen. 

Now,  General  Mills  is  playing  caj 
up.  It  plans  to  roll  out  80  new  pif 
ucts  in  the  six  months  following  Junl 
Some  are  brand  extensions,  like  Be 
Nut  Morning  Chex  Mix.  Others 
new.  like  Yoplait  Nouriche,  a  liquid 
replacement.  Moreover,  the  comj 
says  it  will  use  an  additional  $100 
lion  in  cost  savings  from  the  merge  j 
promote  these  new  products  as  wel" 
the  declining  Pillsbury  lines. 

It's  a  sound  plan.  But  if  Sanger  fai]| 
follow  through,  the  man  who  sells 
Breakfast  of  Champions  could  soon 
himself  eating  crow  instead. 

By  Julie  Forster  in  Minneap\ 
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SPECIAL    ADVERTISING    SECTION 


Managing  Your  Health  When  You're  Away 

Staying  healthy  is  the  key  to  staying  productive  on  the 
road.  But  stress,  disrupted  sleep,  calorie-laden  expense- 
account  meals,  arid  aircraft  cabins,  and  long,  intense 
workdays  all  eventually  take  their  toll. 

Fortunately,  there  are  plenty  of  places  to  turn  for  help.. .from 
airline  amenity  kits  with  soothing  balms,  mists  and  emollients,  to 
hotels  with  blackout  curtains  and  soundproofing,  to  providers  of 
"distance  medicine"  services  to  international  travelers. 

This  special  section  will  cover  the  many  important  ways  of  pro- 
tecting and  managing  your  health  when  you're  away  from  home. 


PREVENTIVE  TECHNIQUES 

Plenty  of  frequent  travelers  st 
healthy  and  productive  on 
road.  What's  their  secret?  Here 
some  road  warrior  tips,  both  pre^j 
rive  and  palliative: 

•  Keep  hydrated.  Drinking  lots  o| 
fluids  when  you  fly  is  essential  to 
health;  the  symptoms  of  dehydi 
can  include  everything  from  heac 
and  lightheadedness  to  nausea.  BeJ 
advising  drinking  8-12  ounces  of 
nonalcoholic,  caffeine-free  fluid 
every7  hour  you're  aloft,  experts  suj 
using  petroleum  jelly  or  mineral 
to  coat  the  inside  of  your  nostrils 
to  keep  your  lips  moist  with  lip 
to  suck  on  lozenges  or  chew  gum 
keep  your  mouth  wet,  and  to  be  lib 
with  saline  nasal  spray.  "Bacterid 
essentially  slide  off  wetness,"  sayj 
Dr.  Herbert  Patrick,  a  respiratoi 
specialist  at  Thomas  Jefferson 
University  Hospital  in  Philadelpl 
Many  travelers  swear  by  personal 
air  purifiers,  the  kind  worn  arour 
the  neck.  Others  never  leave  hor 
without  antibacterial  hand  lotion 

•  Exercise  in  moderation.  Beside] 
helping  you  stay  in  shape,  exercis 
will  help  you  manage  jet  lag  (see 
below),  and  trigger  the  "relaxariol 
response"  that  counteracts  the  phi 
ological  consequences  of  stress.  Ij 
good  idea  to  get  some  form  of  exl 
cise  on  the  plane  -  either  by  wall| 
around,  doing  simple  stretches  in 
seat,  or  even  trying  yoga.  JetBlue| 
Airways  now  supplies  passengers 

a  yoga  instruction  card,  describinl 
four  poses  passengers  can  perfon 
while  in  their  seats.  Or  pick  up  In 
Flight  Yoga,  an  audiocassette  markl 
by  a  TV  producer  turned  yoga  tea 
Carol  Dickman,  at  www.stretch.cl 


bix  days.  Anywhere.  On  us. 

e're  giving  away  a  Trip  a  Day  to  any  Hilton  HHonors'  location  worldwide.  Airfare  included. 


's  right.  We'll  choose  a  winner  each  day  to  win  a  6-day,  5-night  trip  for  two  to  any 


on  HHonors  destination  in  the  world.  That's  over  2,300  places  to  choose  from.  If  you  are  a 


nber  staying  in  an  HHonors  hotel  on  a  Double  Dip'  stay  between  June  1  and  September  30,  2002, 


|u  could  win.  The  more  Double  Dip  stays  you  have  during  this  time  period,  the  more  chances  you 
ve  to  win!  And,  if  you  win,  your  trip  can  be  taken  any  time  before  December  31,  2003.  To  learn 
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iry  to  enter.  Void  where  prohibited  by  law  You  must  be  age  18  or  older,  a  legal  resident  of  the  50  United  States  (excluding  Florida)  and  the  District  of  Columbia, 
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ON  THE  GROUND 

Several  hotel  companies  have 
made  significant  investments  in 
health  club  facilities  in  their  city  and 
airport  properties  to  make  it  easier 
for  guests  far  from  home  and  their 
fitness  routines,  to  fit  in  a  workout. 
At  Hilton,  the  health  clubs  at  Boston/ 
Logan,  Atlanta,  Miami,  New  Orleans, 
O'Hare  and  LAX  all  have  substantial 
facilities.  "The  health  clubs  at  airport 
hotels  are  doing  gangbusters,"  said 
Jeanne  Datz,  a  spokesperson  for 
Hilton  Hotels  Corporation. 
"Transit  passengers  can  pay  a  modest 
day  rate  and  take  advantage  of  the 
pool  -  some  properties  even  have  lap 
pools  -  plus  weight  rooms  and 
saunas."  At  O'Hare,  the  Hilton  is 
actually  in  the  terminal;  at  others 
it's  just  a  matter  of  jumping  on  a 
complimentary  airport  shuttle. 

At  Renaissance  Hotels,  many  of 
the  properties  have  fitness  centers 
that  rival  the  kind  found  at  resorts. 
In  Toronto,  where  the  Renaissance 
hotel  is  connected  to  the  Skydome, 
the  health  club  facilities  include  five 
squash  courts  and  nine  holes  of  golf. 
In  Walnut  Creek,  California,  in  the 
heart  of  Silicon  Valley,  the  new 
Renaissance  has  a  "concept"  health 
club  called  Renaissance  Club  Sport, 
with  a  12,500  square  foot  fitness 
center,  an  aquatics  center,  an  NCAA 
regulation  basketball  court,  racquet- 
ball,  handball  and  squash  courts;  plus 
classes  in  step,  cycling,  yoga,  Pilates, 
tai  chi,  kickboxing,  aerobics,  stretch- 
ing, and  strengthening.  There's  also 
a  full  menu  of  health  and  wellness 
services  provided,  including  testing, 
personal  training,  nutrition  counsel- 
ing, cardiac  rehab,  sport-specific 
training,  etc. 


Eat  properly  and  get  enough  sleep. 

A  survey  of  1,000  business  travelers 
sponsored  by  Hilton  fqund  that 
travelers  tend  to  eat  more  than  usual 
on  business  trips,  and  many  road 
warriors  drink  more  alcohol  than  they 
do  at  home  -  habits  that  interfere 
with  getting  a  good  night's  sleep." 

"Convenience  usually  comes  before 
health  when  you're  running  yourself 
ragged  on  a  business  trip,"  said  Pam 
Smith,  registered  dietician,  noted 
nutritionist,  and  author  of  "The 
Energy  Edge,"  and  a  consultant  for 
Hyatt  Hotels'  heart-healthy  Cuisine 
Naturelle  program.  "The  goal  was  to 
provide  great-tasting  dishes  that  the 
frequent  traveler  can  indulge  in, 
while  being  kind  to  their  bodies." 

Hilton  has  a  similar  program  of 
low-fat  meals  on  its  menus,  as  do 


strains  of  hepatitis.  US  Assist,  a 
global  medical  and  legal  assistanc 
service  provider,  has  the  followinj 
recommendations  for  internatioi 
business  travelers: 

Before  you  go: 

•  Have  all  necessary  vaccinations 
take  all  recommended  medication 

•  Get  the  name  and  address  of ; 
English-speaking  physician  at  yo^ 
destination. 

•  Take  a  medical  kit  containing 
variety  of  over-the-counter  preps 
tions  for  headache,  queasy  stoma 
sunburn,  etc. 

•  Pack  an  extra  pair  of  prescript^ 
glasses  or  contact  lenses. 

•  Bring  a  copy  of  the  prescription 
for  any  medication  you're  taking.] 
You  may  need  a  refill,  or,  since 


Take  a  medical  kit  containing  a  variety  of  over- 
the-counter  preparations  for  headache,  queasy 
stomach,  sunburn,  etc. 


Four  Seasons  and  Sheraton.  But 
when  a  healthy  meal  is  simply  not 
available,  or  you're  rushing  out  of 
your  hotel  room,  eating  a  balanced 
meal  may  be  impossible.  For  those 
times,  nutritionist  Smith  offers  the 
following  suggestions: 

♦  Pack  healthy,  easy-to-grab  snacks  - 
low-fat  breakfast  bars,  whole-grain 
crackers,  fruit  and  sunflower  seeds. 

♦  Instant  oatmeal  is  a  quick,  healthy, 
hearty  breakfast  (or  snack)  choice 
that  can  be  prepared  easily  in  your 
hotel  room. 

♦  Order  what  you  like,  and  only 
eat  half. 

Be  especially  vigilant  when  traveling 
to  a  foreign  country.  It's  wise  to  be 
concerned  about  contaminated  water 
and  food.  In  some  places,  you  must 
also  worry  about  malaria,  and  deadly 


names  differ  from  country  to  cou  ■ 
it's  a  way  for  a  doctor  to  know  exq 
what  you're  taking. 

While  abroad:  WM 

•  Avoid  tap  water,  ice  cubes  and  w 
fruits  and  vegetables. 

•  Don't  rely  solely  on  embassies 
emergency  assistance.  Not  all  are 
prepared  to  help  you  in  a  crisis. 

•  Hire  a  cab  or  driver.  Road  acck 
are  the  leading  cause  of  death  fori 
travelers. 


SPECIAL    ADVERTISING    SECTION 


PING  WITH  JET  LAG 

;  an  irritating  fact  of  life  for 
avelers:  the  quid  pro  quo  for  the 
_ty  to  dash  across  multiple  time 
tes  faster  than  your  body  clock 
reset  itself.  Most  travelers,  as 
liiy  as  90  percent,  suffer  from  the 
lag  syndrome  -  some  acutely, 
ivmptoms  can  include  intense 
gue,  headaches,  irritability,  diges- 
\  problems,  insomnia,  sleepiness, 
tiness  and  a  foggy  head.  While 
jie  of  these  are  terribly  threaten- 
i  any  can  make  the  first  few  days 
i  business  trip  a  misery.  Research 
gests  that  cognitive  function  may 
:>  be  impaired  by  jet  lag,  which  is 
/  many  companies  advise  their 
eling  executives  to  wait  a  day 
are  planning  high-level  meetings, 
adly,  there's  no  real  cure,  but 
re  are  plenty  of  ways  to  speed  up 
r  body's  ability  to  "phase  adjust" 
i  new  time  zone: 
ake  nonstop  flights  whenever 
sible.  You'll  spend  less  time 
dng  there,  and  have  more  time 
>djust  once  you  are  there. 
s  soon  as  you  board  the  plane, 
your  watch  to  the  time  zone  at 
ir  destination.  Then,  whenever 
bible,  do  on  board  what  you  would 
If  you  were  at  your  destination.  If 
dinnertime,  have  a  light  meal.  If 
bedtime,  try  to  take  a  nap.  Bring 
Jtever  you  need  to  help  you  sleep 
board:  eyeshades,  earplugs,  travel- 
ows,  neck  rests. 

tay  away  from  alcohol.  Besides 
liuretic  effect,  it  also  disrupts 
iral  sleep  rhythms. 
s  soon  as  you  can,  get  out  in  the 
shine.  Natural  light  stimulates  the 
iz\  gland,  which  helps  regulate 
adian  rhythms. 
et  some  exercise.  A  light  workout 


Dealing  With  Illness  Away  from  Home 

Even  mild  colds  can  make  flying  a  nightmare,  but  if  you  fall  seriously  ill  far 
away  from  home,  the  health  risk  may  increase  considerably.  Sound  dire? 
Actually,  help  is  easy  to  find.  Here  are  some  useful  resources: 

•  The  Centers  for  Disease  Control  and  Prevention  Web  site 

(www.cdc.gov.travel)  provides  up-to-date  information  about  disease 
outbreaks  and  vaccine  requirements  for  specific  countries  and  regions. 

•  International  Society  of  Travel  Medicine  (www.istm.org)  lists  information 
about  necessary  vaccinations  and  offers  referrals  to  travel  health  specialists 
and  travel  health  clinics  around  the  world. 

•  Travel  Health  Online  (www.tripprep.com)  offers  a  well-organized  collection 
of  sections  on  travel-related  health  concerns,  from  deep  vein  thrombosis  to 
altitude  sickness.  There  is  especially  interesting  information  for  travelers  with 
heart  disease,  diabetes  and  pulmonary  problems. 

•  Passport  Health  (www.passporthealthusa.com) 
provides  immunizations,  health  products,  and 
information  for  international  travelers.  The  company 
operates  31  U.S.  franchises  where  travel  health 
doctors  and  nurses  receive  clients  and  assess 
their  travel  health  needs. 


will  make  you  feel  better  and  may 
help  you  readjust  faster. 

•  Limit  a  daytime  nap  to  no  more 
than  three  hours. 

•  Take  it  easy  when  you  first  arrive. 
Researchers  say  it  takes  your  body 
one  day  per  time  zone  crossed  to 
adjust.  If  you're  flying  to  Australia,  it 
can  take  more  than  a  week  to  adjust. 

•  Don't  believe  the  hype  about 
quick  cures.  The  "Jet  Lag  Diet"  has 
been  thoroughly  debunked  by  sleep 
researchers.  A  controlled  study  by 
the  U.S.  Army  actually  found  that 
the  practitioners  had  a  harder  time 
adjusting  than  the  non-dieters. 

•  Be  wary  of  over-the-counter 
medications.  Some  people  think 
Melatonin  is  great,  but  it  isn't  FDA 
approved,  and  safety  and  efficacy 
studies  haven't  been  completed. 
Researchers  are  still  determining 
proper  dosages  -  how  much  to  take 
at  what  time  of  the  day,  in  all  age 
groups  by  both  sexes. 
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If  you  can  picture  the  good  life,  you're  likely  to  find  it  at  a  Renaissance  hotel. 
Watch  your  golf  ball  nestle  softly  on  a  breathtaking  fairway,  or  relax  and 
discover  a  new  taste  sensation.  It's  not  a  fantasy.  It's  your  weekend  getaway. 
Book  soon  and  you  can  experience  Renaissance  at  a  special  weekend  rate. 


RENAISSANCE"  HOTELS 


4>J7"$b7   Come  Out  &  Play   weekend  rates  if  reserved  by  June  28 

Book  by  June  28  for  our  Come  Out  &  Play  weekend  rates,  good  through  Labor  Day. 
Call  1-800-840-3880,  visit  renaissancehotels.com  or  contact  your  travel  agent. 
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2002 


Sports  Business 


iSKETBALL 


ED  STAR 

IVER  HOUSTON? 

le  Rockets'  No.  1  NBA  draft  pick  may  be  Chinese 


ven  Shaquille  O'Neal  will  have  to 

look  up  to  the  probable  first  pick  in 

■  this  month's  NBA  draft.  China's  Yao 

ng,  21,  stands  a  shade  over  7  foot  5 

hes.  And  that's  when  he  isn't  wearing 

size  19  sneakers. 

Among  basketball  insiders,  there's  lit- 
doubt  that  the  Chinese  giant's  got 
ne.  "He'll  be  a  good  player,"  says 
>N  basketball  analyst  and  former  NBA 
ich  Jack  Ramsay.  "He  can  handle  the 
•1,  run,  and  jump."  To  say  nothing  of 
o's  knack  for  scoring.  Playing  for  the 
anghai  Sharks  last  season,  the  slender 

236  pounds)  big  man  averaged  41 
nts  per  game. 

If  there's  a  lingering  question  about 
o,  it's  whether  the  Chinese  govern- 
nt  will  allow  him  to  suit  up.  The 
uston  Rockets,  who  control  the  first 
k  in  the  June  26  draft,  have  spent 
eks  trying  to  coax  a  deal  out  of  var- 
s  Chinese  sports  federations  and  gov- 
iment  officials.  A  team  delegation,  in- 
Jfing  coach  Rudy  Tomjanovich, 
umed  home  from  a  visit  to  Beijing  on 
13.  That  came  after  Houston  May- 
Xee  P.  Brown,  on  a  trade  mission  to 
ina,  made  a  personal  pitch  for  Yao. 
To  be  sure,  selling  Yao  to  the  pros  is 
ty  for  the  Chinese.  A  serious  injury 
the  superstar  could  sideline  him  from 

national  basketball  team,  China's 
letic  pride  and  joy.  Then  there's  the 
cter  of  defection. 

Neither  of  the  two  Chinese  who  have 
yed  in  the  NBA  has  abandoned  the 
neland  for  the  bright  lights  of  their 
Dpted  xba  cities.  But  earlier  this 
nth,  Wang  Zhizhi,  who  played  last 
ison  with  the  Dallas  Mavericks,  failed 
report  to  China  for  mandatory  train- 

with  the  national  team.  (Wang's 
?nt  squelched  defection  speculation, 
ling  the  Dallas  Morning  News  Wang 
ends  to  rejoin  the  national  team.) 
Still,  China  and  basketball  watchers 

much  to  recommend  in  a  Yao-NBA 
rriage.  Already,  buzz  surrounding  the 
ift  has  enhanced  the  credibility  of 
inese  basketball  around  the  world, 
i  especially  in  the  U.  S.  "It's  a 
d  of  self-validation — a  way  for 
'  Chinese  to  say,  *We  are  pro- 


ducing the  best  bas- 
ketball player  in  the   ] 
world  this  year,'"  says 
David  Bachman,  chair  of 
the  University  of  Wash- 
ington's China  Stud- 
ies Program. 

Then    there's 
the      boost      in 
Yao's     on-court 
skills  that  is  al- 
most certain  to 
occur  after  a  few 
seasons  trading 
baskets      with 
O'Neal    and 
other    NBA 
behemoths 
"Assuming 
[Chinese 
officials] 
have  an  in- 
terest      in       the 
growth  of  Chinese 
basketball,  this  is 
a  huge  benefit 


YAO:  At  7 
foot  5,  he'll 
have  Shaq 
looking 
up 


The  only  way  for  players  to  get  better 
is  to  play  against  the  best,"  says  Russ 
Granik,  the  nba's  deputy  commissioner. 
Millions  of  dollars  may  also  salve  con- 
cerns about  Yao's  playing  in  the  U.S. 
About  half  of  his  earnings — roughly 
$10.4  million  over  three  years — would 
go  to  various  sports  and  government 
agencies.  And  that  doesn't  count  en- 
dorsement deals.  "There's  an  interest 
there  in  striking  a  deal.  But  certainly, 
the  Chinese  side  will  do  what  it  can  to 
maximize  value,"  says  Bachman. 

There  are  plenty  of  dollars  at  stake 
for  the  NBA,  too.  Chinese  fans  can  al- 
ready follow  the  draft  on  an  NBA  site 
presented  in  Mandarin  Chinese.  And 
TV  audiences  there  are  growing. 
Six   NBA   games   are   telecast 
each    week,    and    audiences 
climb  when  local  heroes  are 
on  the  court.  For  Wang's  de- 
but with  the  Mavericks  in 
2001,  300  million  Chinese 
tuned   in,   according  to 
the  NBA. 

A  hotshot   like   Yao 
will  only  stoke  interest 
further,  predict  NBA  ex- 
ecs. The  league  is  open- 
an  office  in  China  this 
By  next  season,  it  will 
have  a  licensed  apparel  deal  that 
for  the  first  time  will  allow 
fashion-conscious  NBA  fans  in 
Beijing  to  shop  for  Jordan — 
and  possibly  Yao — jerseys  at 
their  corner  clothing  store. 

By    that    time,    Rockets 
officials  say,  Yao  Mania  may 
have   taken   root  just   as 
strongly       in       Houston. 
Among  the  city's  150,000 
residents       of       Chinese 
descent,    interest    in    the 
team  has  blossomed  since 
the  May  19  draft  lottery 
in    which    the    Rockets 
won  the  top  spot.  The 
next  day,  "we  had  a 
call  from  a  promi- 
nent businessman  of 
Chinese  descent  ask- 
ing   the    price     of 
500  season  tickets. 
That's      unusual," 
says  Rockets  Chief 
Operating  Officer 
George  Postolos. 
Good     prospect. 
But  it  will  take 
Yao  in  a  Rock- 
ets uniform  to 
close  the  sale. 
By  Mark 
Hyman 
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Life 


Covered  by  Allianz  Group 


BMnannni 


Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 


Life  both  precious  and  fragile  needs  to  be  protected  as  well 
as  to  be  allowed  to  flourish.  The  Allianz  Group  as  one  of 
the  world's  leading  insurers  has  always  been  the  partner 
for  a  secure  future.  With  our  experience  all  around  the 
globe  we  have  learned  how  to  turn  risks  due  to  social 
change  into  individual  opportunities.  This,  of  course,  is  only 
possible  with  the  know-how  and  financial  backing  of  a  truly 

global  leader.  Allianz.  The  Power  Beside  You. 


Allianz  ® 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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They're  asking  you  to  manage  a  business. 


I 


>t  just  a  data  center.  Now  you're  concerl 
with  profitability.  Business  forecasl 
They  even  want  recommendation:] 
system  performance  over  in  markc 

Is  your  current  software  up 
the  challenge? 

This,  of  course,  is  why  HP 
evolved  OpenView  software  frc 
network  management  tool  infj 
sophisticated  service  manager 
solution  — covering  everything  f| 
networks,  storage  and  system] 
services  like  ERP,  e-commerce  and 
center  management.  Basically, 
entire  infrastructure  on  which 
core  business  services  depend. 

So  in  addition  to  managing 
infrastructure,  HP  OpenView 
anticipates  and  resolves  probU 
according  to  your  organizati^ 
priorities— by  department,  ser\| 
even  line  of  business. 

Increased  efficiency.  Lowe 
costs.  Higher  ROI.  Being  proacj 
with  recommendations.  That's  wf 
expected  of  you.  And  what  you 
expect  from  HP  OpenView  man<j 
ment  software. 

HP  infrastructure  solutions 
engineered  for  the  real  work 
business.  Because  the  last  time 
checked,  that's  where  we  all  worll 

To  learn  more  about  howl 
OpenView  Management  softwl 
can  help  run  your  business,  <l 
1.800.HPASKME,  ext.  246.  Or  vis[ 
at  www.hp.com/go/infrastructura 

Infrastructure:  it  starts  with 


hp  infrastructure  management 

Ninety-nine  of  the  Fortune 
componies  trust  HP  OpenView  to 

prioi  hze  and  fix  problems 
before  they  impact  business. 
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developments  to  Watch 


TED  BY  ADAM  ASTON 


;ey  clue  that 

GHTPUT 

E  BRAKES  ON  HIV 

HOUGH  IT  HAS  LONG  BEEN 

•sible  to  detect  the  pres- 
s  of  Hiv,  the  virus  that 
•ses  aids,  scientists  have 
iggled  to  distinguish  in- 
ed  cells  from  healthy 
s.  Researchers  at  the 
'versity  of  Colorado  now 
they  have  explained  the 
sence  of  what  may  be  an 
ortant  characteristic: 
en  a  cell  produces  Hiv,  a 
cein  called  CTLA4  appears 
ts  surface. 

Researchers  first  observed 
A4  on  HIV-infected  cells  in 
late  1990s,  but  no  one 
d  figure  out  how  the  pro- 
l  related  to  the  virus' 
ication  process.  Such  cells 
ti  to  hoard  copies  of  the 
s  inside  instead  of  releas- 
ithem  steadily  after  infec- 
.  This  study  shows  that 
A4  only  migrates  to  the 
s  outer  surface  when  the 
rded  virus  is  ready  to  be 
ased. 

'he  discovery  "opens  up 
orts  of  doors  for  figuring 
new  ways  to  stop  cells 
'l  making  new  virus,"  says 
-c  Franzusoff,  an  associate 
fessor  of  cellular  and 
ictural  biology  at  the  uni- 
sity's  Health  Sciences 
ter.  The  protein  marker 
d  also  help  doctors  fine- 
?  the  treatment  of  their 
ents'  anti-Hiv  drug  regi- 
Arlene  Weintraub 


SMART  SNIFFERS  FOR  CHEMICAL  WEAPONS 


IN  EARLY  JUNE,  A  ROUTINE  ENVIRONMENTAL  INSPECTION 

turned  up  traces  of  nerve  gas  at  a  military  base  in 
Uzbekistan  that  thousands  of  U.  S.  soldiers  had  passed 
through.  Personnel  were  immediately  evacuated,  but  it 
took  days  to  positively  identify  the  deadly  traces.  That's 
because  today's  chemical-weapons  detection  kits  are  quick 
to  sense  danger  but  do  a  poor  job  of  sorting  one  warfare 
agent  from  another.  To  these  kits,  which  are  based  on  the 
reaction  of  natural  enzymes  to  poisons,  nerve  gas  can  look 
just  like  a  less  harmful  but  chemically  similar  pesticide. 

With  a  grant  from  the  military,  biotech  startup  Se- 
morex  Inc.  is  developing  polymers  that  could  inexpensive- 
ly mimic  certain  properties  of  the  enzymes  in  current 
chemical-detection  kits  and  outperform  in  them  in  some 
tasks.  Known  as  molecularly  imprinted  polymers,  or  MIPS, 
these  tiny  plastic  particles  are  dotted  with  cavities  engi- 
neered to  trap  specific  molecules,  including  organophos- 
phate  toxins  such  as  sarin  and  other  nerve  gases.  Natural 
enzymes  respond  more  quickly,  says  Semorex  Chief  Sci- 
entific Officer  Bernard  Green,  but  mips  could  actually  I.  D. 
the  culprit.  And  detection  is  just  the  start.  Because  the 
polymers  encapsulate  the  poisons,  mips  could  be  used  in 
mop-up  operations — either  sprayed  as  aerosols,  or  embed- 
ded in  fabrics.  In  the  civilian  arena,  Semorex  is  designing 
mips  that  could  be  ingested,  to  rid  the  body  of  toxins 
linked  to  cancer  and  other  diseases.  Neil  Gross 


STER  BL00D- 
OTTING  VIA 
LCANIC  ROCK 

MORNING,     FRANCIS     X. 

•sey  cut  himself  shaving, 
the  engineer  grabbed  a 
e  of  volcanic  rock  he  had 
n  studying  to  see  if  it 
dd  stanch  the  bleeding.  It 
and  now — 10  years  and 
e  patents  later — the  erst- 
e  inventor  is  commercial- 
l  QuikClot.  When  sprin- 
into     a     wound,     the 


proprietary  granular  mineral 
sops  up  the  liquid  in  blood  but 
leaves  behind  the  clotting  fac- 
tors. "It  gives  a  giant  head- 
start  to  the  body's  own  ability 
to  clot,"  says  Bart  Gullong, 
vice-president  of  Z-Medica, 
Hursey's  Newington  (Conn.) 
startup. 

The  armed  forces  have  tak- 
en a  special  interest  in  Quik- 
Clot because  it's  so  well-suited 
to  harsh  battlefield  conditions. 
Manufactured  at  800F,  it's  vir- 
tually indestructible,  as  well  as 
biologically  and  chemically  in- 


ert. QuikClot  can  remain  in'  a 
wound  until  treatment  begins. 
And  at  around  $21  per  3.5-oz. 
packet,  it  goes  for  a  fraction 
of  what  current-generation  co- 
agulants cost.  The  life-saving 
gravel  can  already  be 
found  in  soldiers'  medi- 
kits  in  Afghanistan. 
And  a  civilian  ver- 
sion isn't  far 
behind:  the 
FDA  approved 
QuikClot  in 
May.  Catherine 
Yang 


INNOVATIONS 


■  Dialing  while  driving  may 
be  more  dangerous  than  pre- 
viously thought.  A  study 
from  the  University  of  Rhode 
Island  says  drivers  on  cell 
phones  may  suffer  from  tun- 
nel vision.  Worse,  test  sub- 
jects experienced  lessened 
mental  alertness  and  reduced 
visual  acuity  well  after  their 
conversations  finished.  The 
study,  conducted  on  volun- 
teers using  head-mounted 
eye-movement  sensors,  could 
prompt  more  calls  for  laws 
restricting  in-car  phone  use. 

■  It  seems  obvious  that 
everyone's  handwriting  is 
unique.  But  courts  have  nev- 
er been  entirely  comfortable 
with  the  idea.  Now,  using 
computer  analysis  of  hun- 
dreds of  features  of  writing 
samples — from  document  lay- 
out to  line  spacing  and  stroke 
marks — State  University  of 
New  York  at  Buffalo  scien- 
tists have  produced  the  first 
peer-reviewed  scientific  vali- 
dation that  each  person's 
scrawl  is  special.  The  finding 
may  boost  the  use  of  hand- 
written evidence  in  trials. 

■  Wild  tomatoes  produce  a 
substance  with  the  potential 
to  replace  deet,  the  active  in- 
gredient in  many  mosquito  re- 
pellents, deet  can  cause  skin 
irritation  and,  in  high  concen- 
trations, may  be  unsafe  for 
children,  according  to  the  En- 
vironmental Protection  Agency. 
The  natural  substance,  called 
IBI-246,  is  part  of  the  tomato 
plant's  defense  against  com- 
mon field  pests,  according  to 
Michael  Roe,  a  North  Carolina 
State  University  entomologist 
who  recognized  its  bug-begone 
properties.  It  fends  off  ticks, 
fleas,  cockroaches,  ants,  and 

flies,  too.  IBI-246  also 

shows     promise     for 

farm-field  use.  Roe 

expects      EPA 

approval  this 

fall. 


FEWER 
BITES:  With- 
out DEET 
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the  effective,  reliable  way  to 
natural  male  enhancement 


(suffragium  asotas)  capsules 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure  Take  two  Enzyte  capsules  daily,  and  within 
just  three  to  four  weeks,  you  will  begin  to  see  results.  For  maximum 
effectiveness,  continue  to  take  Enzyte  for  three  full  months.'  Additional 
benefits  of  Enzyte  include  increased  virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (C5G). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us 
on  the  web  at  www.enzyte.com,  or  call  us  directly,  and 
get  started  today:  1-877-4ENZYTE  (1-877-436-9983). 
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Enzyte  Mail  Order  (packaged  and  shipped  confidentially^ 
Please  Print 


8uWk0502 


Name 


Addre 


City 


Phone  ( 


Apt. 


State 


Zip 


1  Month  Eijzyte  Supply  $        99.95 


2  Month  E 


Supply 


Full  3  Month 
*Plus  get  one 


Certified  Pack  a 


$       199.95 


Supply* $      239.95 

bonus  bottle!  (2  month  maintenance  supply) 


Process  (CPSP'V) 


19.95 


Restricted  Data  Processing/Secu 
Assures  Customer  Confidentiality 
Sterile  Pack:  Insures  No  Package  Tampe-  ng 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rush  Shipping:  Product  Guaranteed 
to  Ship  Within  48  Hours  of  Pece;  ved  Order 


Canadian  orders  add  $  1 0.00 

All  other  international 

orders  add  $15.00 


Total  Enclosed 

US  Funds  Onrjrj 


Method  of  Payment: 


G  MC     □  VISA     □  Am.  Ex      Z  Dis 


D  Money  Order 


>ei1i!  C   rd  '■lumber 


'  Exp.  Date 


/ 


Signature 


Send  Money  CMeis  to.  Uexey  Healthcare,  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


•Individual  results  may  vary.   "Study  results  based  on  customer  response. 

Ei-i-ytt-  is  no!  a  contraceptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

All  calls,  as  well  4wy  material  sent  to  you,  are  kept  completely  confidential. 


.  '  iealthGMB^Ktftcinnati.  OH   &  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 
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Science  &  Technology 


BIOTECHNOLOGY 


A  GENOME  PROJECT 
AGAINST  DISEASE 

Claire  Fisher  is  changing  germ  fighting  in  the  21st  century 


In  the  four  years  she  has  led  The 
Institute  for  Genomic  Research 
(tigr),  Claire  M.  Fraser  and  her  col- 
leagues have  decoded  and  analyzed 
the  genes  of  bacteria  that  cause  an- 
thrax, Lyme  disease,  syphilis,  tubercu- 
losis, cholera,  meningitis,  pneumonia, 
ulcers,  and  many  others.  The  work  has 
put  tigr  at  the  forefront  of  the  new 
field  of  microbial  genomics — the  foun- 
dation for  the  treatment  and  preven- 
tion of  disease  in  the  21st  century.  "In 
terms  of  microbial  sequencing,  the 
world  leader  is  still  tigr,"  says  Julian 
Parkhill,  head  of  microbial  sequencing 
at  the  other  leader  in  the  field,  the 
Wellcome  Trust  Sanger  Institute  in 
Cambridge,  England. 

Numbers  tell  the  story.  Researchers 
around  the  world  have  decoded  and 
published  the  genes  of  some  65  mi- 
crobes; tigr,  located  in  Rockville,  Md., 
just  outside  Washington,  D.C.,  is  re- 
sponsible for  nearly  half  of  them.  The 
institute  has  posted  an  additional  20  on 
its  Web  site  and  is  working  on  40  more. 
Fraser  has  received  some  public  at- 
tention, most  recently  in  May  when  she 
announced  that  tigr  had  decoded  the 
genes  of  the  anthrax  strain  used  in  last 
fall's  terrorism  episode.  But  her  public 


profile  contrasts  sharply  with  that  of 
her  husband,  J.  Craig  Venter,  who 
founded  TIGR  a  decade  ago.  She  took 
over  tigr  in  1998,  when  Venter  left  for 
Celera  Genomics  Group,  where  he  led 
its  effort  to  decode  the  human  genome 
and  became  one  of  the  most  visible  sci- 
entists of  the  1990s. 

Fraser  has  focused  tigr's  efforts  on 
microbes,  mostly  those  that  cause  dis- 
ease. Such  research  is  critically  impor- 
tant in  the  quest  to  develop  new  drugs. 
Most  current  drug  research  is  based  on 
discoveries  made  in  the  last  century, 
says  Richard  A.  Young,  professor  of  bi- 
ology at  the  Whitehead  Institute  and 
Massachusetts  Institute  of  Technology 
in  Cambridge,  Mass.  "With  complete 
genome  sequences  in  hand,  you  can  take 
entirely  new  approaches  to  most  every 
problem  that  can  be  studied  in  biology 
today.  The  work  that  tigr  and  others 
are  doing  is  creating  the  foundation  for 
these  future  studies." 

TIGR  has  achieved  its  preeminent  po- 
sition with  thorough  research.  It  invests 
substantial  resources  in  technology  to 
extract  and  purify  DNA  and  in  the  soft- 
ware to  analyze  the  output  of  its  DNA 
machines.  "The  quality  of  the  DNA  se- 
quence that  you  generate  on  these  ma- 


TIGR  Is  Roaring 


chines  is  absolutely  dependent  on  I 
quality  of  the  DNA  preparation  you  ii 
Fraser  says.  As  a  result,  tigr's 
chines  are  generating  longer  and  clj 
er  dxa  sequences  than  its  competitoj 
and  doing  it  at  lower  cost,  she  saysl 
TIGR  has  nearly  doubled  in  size  si 
Fraser  took  over.  Its  staff  has  gr| 


Under  Fisher,  The  Institute  for  Genomic  Research  has  become  the  leader  in  microbial  genomics,  the  foundation  for 
biological  research  in  the  21st  century.  TIGR  has  sequenced  nearly  half  of  all  the  65  microbial  genomes  decoded  so  fa 


YEAR 


BUDGET 
(MILLIONS) 


HIGHLIGHTS 


1998 


$24 


Treponema  pallidum  Causes  syphilis 


1999 


31 


Arabidopsis  thaliana~\\&R  was  part  of  an  international  consortium  that  sequenced  this  plant  genome,  which  is 
critically  important  in  the  study  of  food  crops  and  other  plants 


2000 


31 


Vibrio  cholerae  Causes  cholera.  Chlamydia  trachomatis  Causes  chlamydia,  the  most  widespread  sexually  transmitte 
disease  in  the  U.S. 


2001 


32 


Listeria  monocytogenes  Causes  listeriosis.  The  microbe  is  transmitted  in  hot  dogs,  lunch  meats,  and  certain  soft  cheese 
Streptococcus  pneumoniae  Causes  pneumonia  and  meningitis 


2002 


50 


Anthrax  strain  used  in  bioterror  attack  in  Boca  Raton,  Fla. 
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170  to  325,  including  about  30 
)s.  The  institute's  annual  budget — 
ly  all  of  which  comes  from  compe- 
in  for  grants  from  the  National  In- 
toes  of  Health,  Energy  Dept.,  and 
ional  Science  Foundation — is  about 
million  this  year,  up  from  $24  million 

m. 

public  recognition  has  been  slow 
aming,  scientific  recognition  hasn't, 
er  has  published  130  papers  and 
es  on  numerous  scientific  commit- 

nih  review  boards,  and  editorial 
ds.  She  is  one  of  the  few  women  to 
a  major  research  institute.  That's 
e  than  most  scientists  achieve  in  a 
ime — and  Fraser  is  only  46. 
he  daughter  of  a  high-school  princi- 
and  an  elementary  school  teacher, 
ser  was  born  in  Boston  and  grew 
n  Saugus,  a  Boston  suburb.  Her 
y  interest  in  science  left  her  feel- 
like an  outcast  in  high  school,  but 

changed  when  she  went  to  study 
)gy  at  Rensselaer  Polytechnic  In- 
te  in  Troy,  N.  Y.  "She  had  an  unbe- 
ible  memory  and  had  a  passion  for 
ice  and  research,"  says  Barry  Mar- 
lli,  an  rpi  hockey  player  who  dated 


FRASER 
WITH 
HER 
POODLES 


CLAIRE  M.  FRASER 

BORN  Nov.  5,  1955,  Boston 

EDUCATION  B.S.,  biology, 
Rensselaer  Polytechnic  Insti- 
tute, 1977;  PhD,  University  at 
Buffalo,  1981 

CURRENT  JOB  President,  The 
Institute  for  Genomic  Research, 
the  world  leader  in  decoding 
the  genes  of  disease-causing 
microbes 

CAREER  START  Studied  a 
class  of  receptors  on  the  sur- 
face of  cells  that  are  the 
targets  of  many  prescription 
drugs,  along  with  morphine 
and  other  narcotics.  Entered 
the  field  of  genomics  in  the 
mid-1990s 

CONSTANT  COMPANIONS  Her 

three  standard  poodles,  Shad- 
ow, Cricket,  and  Marley,  who 
come  with  her  to  the  office 
every  day 

AFTER  HOURS  Working  on  the 
restoration  of  a  19th-century 
farmhouse;  has  recently  taken 
up  painting 

FAMILY  Married  to  J.  Craig 
Venter,  former  head  of  Celera 
Genomics  and  now  head  of 
the  J.  Craig  Venter  Science 
Foundation 


Fraser  for  several  years.  "She'd  go  to 
the  hockey  games  and  go  to  the  parties, 
and  then  go  back  and  hit  the  books  for 
48  hours  straight.  Scientists  tend  to  be 
very  rigid.  She  isn't  like  that,"  says 
Martinelli,  now  associate  director  of  ath- 
letics at  the  University  of  Western  On- 
tario in  London,  Ont. 

At  rpi,  Fraser  discovered  the  joys  of 
research.  She  went  on  to  get  a  PhD  in 
pharmacology  at  the  University  at  Buf- 
falo. There  she  met  Venter,  who  was  an 
assistant  professor.  They  married  in 
1981,  and  worked  together  on  the  biolo- 
gy of  so-called  G  protein-coupled  recep- 
tors, which  are  involved  in  many  bio- 
logical processes.  In  1985,  they  moved  to 
nih,  in  Bethesda,  Md.  Venter  began  to 
study  genomes,  while  Fraser  continued 
work  on  receptors.  In  1992,  Venter  left 
the  nih  to  found  tigr.  Fraser  became 
the  institute's  vice-president  and  the  di- 
rector of  its  microbial  genomics  program. 

tigr's  first  major  success  came  in 
1995,  when  it  determined  the  complete 
genetic  sequence  of  a  microbe  called 
Haemophilus  influenzae,  a  cause  of  ear 
infections  and  meningitis  in  children.  It 
was   a  landmark — the   first  time   re- 


searchers had  deciphered  the 
complete  genetic  code  of  a 
free-living  organism. 

Many  had  predicted  the 
project  would  fail.  The  insti- 
tute was  testing  a  new  and 
potentially  faster  method  of 
deciphering  genes — a  process 
called  shotgun  sequencing.  The 
idea  was  to  blast  the  genome 
into  a  mountain  of  small  pieces 
that  would  be  comparatively 
easy  to  sequence — and  then 
put  it  back  together.  That  sim- 
plified the  sequencing  problem, 
but  replaced  it  with  the  diffi- 
cult challenge  of  how  to  re- 
assemble the  pieces.  That 
problem  was  ultimately  solved 
with  breakthrough  computer 
software  developed  by 
Granger  Sutton,  who  came  to 
the  institute  from  Bell  Labo- 
ratories. The  sequencing  of 
haemophilus,  which  Venter 
calls  "the  experiment  that 
changed  the  world,"  gave  him 
the  confidence  to  apply  the 
methodology  to  the  human 
genome. 

As  Fraser  began  to  decode 
the  genes  of  more  microbes, 
she  made  a  profound  discov- 
ery. Nearly  all  of  the  mi- 
crobes' genomes  contained  a 
large  store  of  unknown 
genes — making  up  about  one- 
third  of  the  organisms'  genes. 
"That  was  the  biggest  shock," 
she  says.  "At  that  point,  we 
gave  up  any  notion  that  if  we  had  all 
the  genes,  we'd  know  how  something 
worked."  tigr  and  others  are  now 
working  to  determine  the  functions  of 
these  newly  discovered  genes. 

tigr's  research  has  had  few  practical 
applications  yet — it's  early  in  the 
game — but  one  example  suggests  where 
it  could  lead.  Scientists  at  the  biotech- 
nology company  Chiron  Corp.  contract- 
ed with  tigr — in  one  of  the  institute's 
rare  non-public  ventures — to  decode  the 
genome  for  Neisseria  meningitidis,  a 
cause  of  meningitis.  Analysis  of  that 
genome  led  the  company  to  new 
meningitis  vaccines,  which  are  now  in 
development. 

Fraser  has  little  patience  for  formal- 
ity or  for  hierarchy.  The  institute's  or- 
ganizational lines  mostly  run  horizon- 
tally, not  vertically.  "There  are  no  walls, 
no  departmental  barriers,"  she  says. 
"We're  what  you  might  find  in  indus- 
try, where  groups  are  formed  to  tackle  a 
particular  problem.  And  when  the  task 
is  completed,  the  groups  go  away  and 
new  groups  are  formed."  Teamwork  is 
crucial  to  the  institute's  success.  "We're 
not  a  good  place  for  loners,  people  who 
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are  more  comfortable  doing  traditional 
biology,"  she  says.  "This  is  large-scale  bi- 
ology, and  that  means  people  have  to 
come  together  to  solve  problems." 

Samir  Kaul  prospered  under  that  ap- 
proach. He  had  only  a  master's  degree 
in  biology  when  he  joined  tigr  to  work 
on  a  project  to  sequence  Arabidopsis 
thaliana,  a  mustard  plant  important  in 
agricultural  research.  Despite  his  lack  of 
a  PhD,  he  was  quickly  promoted  to 
project  director.  "They  recognize  talent, 
and  they  cultivate  it,"  says  Kaul,  who 
left  tigr  for  Harvard  Business  School 
and  has  just  joined  a  venture  capital 
firm  in  Boston.  "I  worked  a  lot  of  late 
hours,  and  you  do  it  because  you  don't 
want  to  disappoint  her." 

One  of  the  remarkable  things  about 
Fraser's  achievement  at  tigr  is  that  she 
draws  the  highest  level  of  work  out  of 
her  staff  without  the  promise  of  stock 
options,  bonuses,  or  sales  commissions. 
tigr  is  a  not-for-profit  institute.  Because 
nearly  all  of  its  work  has  been  funded 
by  the  government,  its  research  results 
are  freely  available  to  anyone  with  an 
Internet  connection. 

Fraser's  work  has  consumed  much  of 
the  time  that  might  have  gone  into  oth- 
er, non-professional  pursuits.  Venter  has 
one  child  from  a  previous  marriage,  but 
she  and  Venter  do  not  have  children. 
"There  was  a  time  when  it  might  have 
happened,  and  it  didn't,  and  I  don't  re- 
gret that,"  she  says.  The  demands  of 
her  work,  she  says,  simply  made  it  im- 
possible for  her  to  be  the  kind  of  parent 
she  wanted  to  be. 

She  does  have  a  few  diversions.  She 
shares  her  office  with  three  poodles — 
Shadow,  Cricket,  and  Marley — whom 
she  loads  into  her  Range  Rover  with 
her  every  morning  and  evening.  Instead 
of  displaying  her  degrees  in  her  office, 
she  has  framed  copies  of  the  dogs'  obe- 
dience-school graduation  certificates.  For 
the  past  six  months,  Fraser  has  super- 
vised the  restoration  of  a  19th  century 
farmhouse  she  and  Venter  bought  in 
Maryland's  Montgomery  County.  "I  have 
had  a  blast  doing  it.  My  disappointment 
is  that  I  haven't  been  able  to  do  more  of 
the  hands-on  work  myself.  My  father 
was  a  handyman,  and  I  think  I  picked 
that  up  from  him." 

Several  years  ago,  Fraser  started  to 
paint.  She  has  mused  about  quitting  and 
going  back  to  school.  "I'd  like  to  re- 
learn  physics,"  she  says.  Or  maybe 
chemical  engineering,  she  adds.  Or  nano- 
technology,  or  interior  design,  or  land- 
scape architecture.  Or,  to  put  it  another 
way,  Fraser  is  one  of  those  uncommon 
individuals  with  a  broad  intellectual  cu- 
riosity about  the  world  and  how  it 
works.  That,  more  than  anything  else, 
may  explain  her  success. 

By  Paul  Raeburn  in  Rockville.  Md. 


MULTI  MIKES:  West,  who  holds  a  PhD  in  biology,  advocates  therapeutic  clou 
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CLONING: 
HUCKSTER  OR  HERO? 

Michael  West's  optimistic  predictions  have  tripped  him 
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I  ichael  D.  West,  the  head  of  Ad- 
vanced Cell  Technology  Inc.,  has 
I  placed  himself  where  few  of  his 
I  colleagues  want  to  be:  smack  in 
the  eye  of  the  raging  political  and  ethi- 
cal storm  over  human  cloning.  The  49- 
year-old  scientist  and  entrepreneur  is 
the  biotech  industry's  self-appointed 
pitchman  for  cloning  human  embryos  to 
help  treat  disease — not  to  create  people. 
He  has  testified  on  Capitol  Hill  and  spo- 
ken often  and  at  length  with  the  media. 
He  has  also,  perhaps  recklessly,  rushed 
to  publish  some  of  his  lab's  findings  in 
the  popular  press  rather  than  wait  for 
scientific  journals  to  review  them. 
Anything,  it  seems,  to  get  the  word 


out    about    what    may    be    poss 
achieved  with  cloned  cells:  treatm  * 
for  debilitating  diseases  such  as  Par  e 
son's,  diabetes,  or  Alzheimer's.  ifW 
trying  to  save  the  lives  of  our  fe  "1 
human  beings  who  have  no  hope  tocpr 
he  says.  "I  really  believe  that  I  can 
vince  [opponents]  that  this  is  the  r 
thing  to  do." 

But  West's  outspokenness  has  put|u 
company  he  joined  three  years  ag 
jeopardy.  Its  financing  is  dubious 
credibility  is  strained.  Nor  has  \ 
won  many  over  to  his  cause.  Last 
President  George  W  Bush  called  f 
ban  on  all  human  cloning  and  the  H| 
of  Representatives  passed  such  a  bfl 
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Senate,  though,  support  is 
ing   for    a    measure    that 
1  allow  therapeutic  cloning, 
would  put  act  in  a  much 
r  position;  it  would  have  a 
il  head  start  in  what  could 
multibillion  dollar  industry. 
f  the  Senate  leaves  the  is- 
inresolved,  which  is  likely, 
/ill  continue  to  struggle, 
anwhile,      opponents      of 
lg  are  going  after  what 
er  resources  act  does  have, 
ay,  conservative  members 
rigress  accused  the  company 
ud  and  demanded  that  the 
3ent  rescind  $1.9  million  in 
al  grants  to  study  animal 
g.  The  charges  stem  from  an  April 
g  by  the  Health  &  Human  Ser- 
Dept.  that  act  misused  $150,000, 
y  by  buying  equipment  not  includ- 
es grant  application,  act  says  it 
erbal  approval  for  the  purchases, 
has   agreed   to   pay   back   the 
00,  but  expects  to  be  able  to  draw 
the  rest  of  the  funds.  "The  point 
portray  act  as  unethical,"  says 
"It  infuriates  me." 
1  it  couldn't  come  at  a  worse  time, 
rivately  held  company's  coffers 
arly  empty  and  its  cloning  exper- 
3  on  hold  as  West  scrounges  to 
•ash.  "Notoriety  does  not  usually 
t  institutional  venture  capital," 
lichael  Lytton,  a  general  partner 
ord  Bioscience  Partners,  a  Boston 
e  firm.  Indeed,  one  major  investor 
out  of  a  deal  after  Bush's  pro- 
ment.  Another,  Anthem  Venture 
rs  in  Santa  Monica,  Calif.,  is 
;  an  investment,  but  has  not  come 
is  with  act.  The  only  other  U.  S. 
ly  known  to  have  experimented 
|J|iuman  cloning  is  Geron  Corp., 
ftVest  founded  in  1990,  helped  take 

H-even  years  later,  and  left  in  1998. 
which  West  controls  through  a 
.'  stake  in  its  holding  company,  is 
surviving.  Based  in  Worcester, 
\ct  brings  in  about  $2  million  a 
bm  licensing  patents  and  cloning 
^  cattle  for  farmers  who  hope  the 
Drug  Administration  will  soon 
the  sale  of  milk  and  meat  from 
fclanimals.  If  that  happens,  West 
it  could  receive  "millions  of  dol- 
i  v  th  of  orders"  from  farmers. 


Michael  BORN 


Apr.  28,  1953, 
Niles,  Mich. 


West      EDUCATION 


BS,  psychology, 
Rensselaer 

Polytechnic  Institute,  '76; 

MS,  biology,  Andrews 

University,  *82;  PhD,  biology, 

Baylor  University,  '89. 


embryonic  stem  cells  by  placing 
a  human  cell  in  a  cow  egg; 
falsely  claimed  to  have  cloned 
a  human  embryo  in  November. 


UNDER  ATTACK 


President  and 
CEO,  Advanced 
Cell  Technology. 


POSITION 


Critic  William 
Kristol  wrote 
that  there  are  "two  grave  threats 
to  a  dignified  human  future:  ter- 
rorism and  cloning." 


FAMILY 


NOTORIETY 


Announced  in 
1999  that  ACT 
had  tried  and  failed  to  create 


Married  to  second 
wife,  Karen.  They  have 
four  children  under  age  3, 
including  7-month-old  triplets; 
West  won't  say  if  they  were  con- 
ceived with  the  help  of  science. 


low  scientists  and  they  either  sigh, 
cringe,  or  ask,  "What  has  he  done  now?" 
Their  major  complaint  is  with  his  com- 
pany's science.  If  it  were  stronger  and  he 
were  more  circumspect,  West  might  be  a 
better  standard-bearer  for  cloning  re- 
search, they  argue.  "I  never  saw  any 
science  that  he  did  that  was  that  inter- 
esting," says  Carole  Greider,  professor 
of  molecular  biology  and  genetics  at 
Johns  Hopkins  University  and  a  former 
Geron  adviser.  "He  was  always  just  pro- 
moting ideas." 

The  latest  brouhaha  over  act's  re- 
search occurred  in  November  when  the 
company  published  a  paper  in  an  on- 
line scientific  journal  claiming  to  have 
cloned  the  first  human  embryo.  In  fact, 
the  experiment  failed  because  the  cells 
quickly  died.  Other  scientists  were  out- 
raged by  what  one  called  West's  grand- 
standing: The  paper,  which  might  not 
have  been  approved  for  publication  in  a 
more  established  journal,  received  plen- 
ty of  attention,  most  of  it  negative. 

It  wasn't  the  first  time  West  has 
erred  on  the  wrong  side  of  caution.  In 
1999,  he  announced  that  the  company 
had  years  earlier  placed  a  human  cell 
into  a  cow  egg  in  an  attempt  to  clone  a 
human  embryo.  That  experiment  was 
also  unsuccessful.  Even  so,  "it  raised 
the  question  of  whether  you  were  cre- 
ating some  kind  of 
chimeric  organism,"  says 
Steven  Holtzman,  ceo  of 
Infinity  Pharmaceuticals 
Inc.  in  Boston,  who  was 
then  a  member  of  Presi- 
dent Bill  Clinton's  na- 


West,  who 
hD  in  biolo- 
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the  van- 
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Advanced  Cell 

Technology  has  caught 

the  imagination  of  farmers,  who 

now  pay  to  clone  prize  livestock 


TWO  OF  A  KIND:  G 


tional  bioethics  advisory  commission. 
West  says  he  went  public  because  "it 
would  look  awful  if  we  were  doing  these 
things  in  secret." 

While  West  admits  stoking  hype 
around  his  company,  he  insists  it's  for 
the  right  reasons.  Since  cloned  embry- 
onic stem  cells  might  be  able  to  develop 
into  any  kind  of  adult  cell  that  an  ailing 
person  may  need,  "there's  not  an  area  of 
medicine  that  this  won't  potentially  im- 
pact," he  says.  Many  who  know  West 
describe  him  as  overly  optimistic.  "I 
think  some  of  the  things  he  has  done 
have  been  mistakes,"  says  Vincent  J. 
Cristofalo,  a  Thomas  Jefferson  Univer- 
sity medical  school  professor  and  a 
member  of  Geron's  scientific  advisory 
board.  "But  I  don't  think  he's  trying  to 
pull  the  wool  over  everyone's  eyes." 

West  has  always  been  as  much  a 
businessman  as  a  researcher.  After  two 
years  in  medical  school,  he  dropped  out 
to  start  Geron,  a  biotech  firm  that  would 
study  the  aging  of  cells.  Seven  years 
later,  in  1997,  Geron  went  public  and 
West  became  a  millionaire.  Then  things 
got  messy,  and  in  1998  he  abruptly  re- 
signed and  sold  his  stock  for  some  $2 
million.  He  used  about  half  of  that  to 
buy  act  from  Charoen  Pokphand  Group, 
a  Thai  conglomerate,  in  1999.  West  ad- 
mits that  his  departure  from  Geron  was 
not  amicable.  And  the  company 
has  since  filed  a  claim  with 
the  U.S.  Patent  Office 
charging  act  with  infring- 
ing the  patents  that  West 
helped  Geron  win.  Execu- 
tives at  Geron  declined  to 
comment. 

But  it's  the  political  bat- 
tle that  matters  most,  act's 
prospects  will  remain  dim 
until  lawmakers  give  their 
O.  K.  for  therapeutic  cloning  and  Pres- 
ident Bush  seconds  it.  In  the  mean- 
time, West  can  only  hope  that  the  FDA 
will  clear  the  way  for  him  to  turn  his 
cattle-cloning  business  into  a  cash  cow. 
By  Faith  Keenan  in  Worcester,  Mass. 
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INVEST  SO  YOU  CAN  RETIRE? 

OR  IS  IT  THE  OTHER  WAY  AROUND? 
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ement  is  coming.  However  you  choose  to  spend  yours,  the  time  to  prepare  is  now.  With  stocks,  bonds  and  mutual 
s.  With  trading  and  planning.  And  more  rollover  options.  To  start  working  with  the  company  that  helps  more 
sle  save  for  retirement  *  call,  click  or  visit  Fidelity  today.  Because  you're  not  just  invested.  You're  personally  invested . 
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Economics 


COMMENTARY 

By  Rich  Miller 

CONSUMERS  SHOPPED. 
WILL  THEY  DROP? 


As  the  U. S.  economy  slid  into  re- 
cession last  year,  there  was  one 
shaft  of  light  penetrating  the 
econo-funk.  Consumers  had  an  un- 
canny ability  to  keep  on  spending 
right  through  the  tech  bust,  a  mar- 
ket dip,  September  11,  and  the  col- 
lapse of  corporate  profits.  Americans' 
purchases  of  everything  from  cars  to 
homes  to  electronics  gear  helped  the 
economy  weather  the  downturn. 
"The  consumer  was  the  hero  in 
2001,"  says  economist  James  Glass- 
man  of  J.  P.  Morgan  Securities. 

Now  the  hero's  halo  is  looking  tar- 
nished, with  sobering  implications  for 
the  still-struggling  recovery.  On  June 
13,  the  Commerce  Dept.  reported 
that  retail  sales  slumped  0.9%  in 
May,  their  biggest  decline  in  six 
months.  The  University  of  Michigan 
weighed  in  the  next  day  with  the 
news  that  consumer  confidence  for 
June  dipped  to  its  lowest  level  of  the 
year.  And  as  if  that  weren't  enough, 
both  Apple  Computer  Inc.  and  Ad- 
vanced Micro  Devices  Inc.  singled 
out  weak  consumer  spending  in  issu- 
ing profit  warnings  on  June  18. 

Of  course,  the  doom-and-gloomers 
have  been  counting  consumers  out 
ever  since  the  econo- 
my started  faltering 
a  year-and-a-half 
ago — and  they  have 
been  wrong  every 
time.  This  time, 
though,  they  may  be 
right.  The  reason: 
The  strong  wage 
gains  that  continued 
in  the  recession  may 
be  petering  out. 

Those  gains — after 
adjusting  for  infla- 
tion, average  hourly  earnings  rose  3% 
in  2001 — were  a  key  reason  why  con- 
sumers kept  spending  so  freely  during 
the  downturn.  Normally,  wages  take  a 
hit  when  the  economy  heads  south. 
But  they  didn't  this  time,  in  part  be- 
cause companies  were  still  smarting 
from  the  supertight  labor  markets  of 
the  late  1990s  and  didn't  want  to  risk 
losing  valued  workers.  At  the  same 
time,  inflation  was  falling,  further 
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boosting  consumer  pur- 
chasing power.  The  drop 
in  energy  prices  alone  is 
reckoned  to  have 
pumped  up  pocketbooks 
by  $50  billion  in  2001. 

Now,  however,  rising 
unemployment  and 
falling  corporate  profits 
appear  to  be  taking 
their  toll  on  wages  at 
last.  After  climbing 
steadily  last  year,  real 
average  hourly  earnings 
have  turned  down,  dip- 
ping two  cents  to  $8.12 
in  May,  according  to 
Labor  Dept.  data.  Shell-shocked  by 
last  year's  plunge  in  profits,  compa- 
nies are  taking  a  harder  line  in 
salary  negotiations  with  their  work- 
ers. And  with  unemployment  nearly 
two  percentage  points  higher  than 
its  3.9%  pre-recession  low,  they  can 
get  away  with  it.  Manpower  Inc.  ceo 
Jeffrey  A.  Joerres,  whose  temporary 
workers  are  on  the  front  line  of  the 
labor  market,  says  the  average  temp 
is  making  a  nickel  less  an  hour  than 
last  fall.  He  sees  no  change  in  that 
for  the  next  six  months. 

An  uptick  in  inflation 
is  also  eating  into  con- 
sumer purchasing  pow- 
er. Although  consumer 
prices  held  steady  in 
May,  they've  still  risen 
at  an  annualized  rate  of 
nearly  3.4%  over  the 
past  three  months.  En- 
ergy prices  alone  have 
skyrocketed  35%  over 
the  same  period,  despite 
a  small  dip  in  May. 
To  make  matters 
worse,  the  slowdown  in  workers'  real 
wages  comes  just  as  some  other  props 
to  consumer  spending  are  also  giving 
way.  notes  Edward  F.  McKelvey,  sen- 
ior ecc  'lomist  at  Goldman,  Sachs  & 
Co.  The  $40  billion  tax  rebate  last 
summer  and  big  refunds  early  this 
year  boosted  buying  power.  But  now 
thosi   effects  are  waning.  Consumers 
will  have  to  wait  until  2004  for  the 
next  big  dollop  of  cash  under  Presi- 


dent Bush's  10-year  tax-cut  plan. 

The  kick  to  consumption  from 
mortgage  refinancing  by  homeowne 
is  also  fading.  Last  year's  refi  boom 
pumped  $80  billion  into  homeowne: 
pockets.  But  with  mortgage  rates 
above  last  year's  lows,  the  refinanc 
ing  frenzy  has  cooled  off.  The  Mort 
gage  Bankers'  Assn.  refinancing  in 
dex  stood  at  1,764  in  the  week  endel 
June  14,  vs.  a  record  high  of  5,534 
last  November. 

What's  more,  the  sagging  stock 
market  is  eating  into  the  wealth  of 
already  stretched  consumers.  Econ 
mists  reckon  that  consumers  even 
ally  reduce  spending  by  three  to  fr 
cents  for  every  dollar  decline  in  the 
wealth. 

So  does  all  that  mean  that  con- 
sumer spending  is  about  to  collapse 
and  the  economy  is  headed  for  a 
dreaded  double-dip  recession?  Not 
necessarily.  The  housing  market  is 
still  superstrong.  And  early  reports 
from  retailers  and  auto  dealers  sug- 
gest that  business  bounced  back  in 
June  after  sliding  in  May. 

Still,  there's  no  doubt  that  con- 
sumers are  tired  after  last  year's 
heroics.  Saving  the  economy  from  re- 
cession was  one  thing.  But  counting 
on  consumers  to  propel  the  recover}' 
at  a  time  when  wage  gains  are  ebbin 
may  be  too  much  to  ask,  even  for 
America's  millions  of  arid  mall  rats, 
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Each  year  Toyota  builds  more  than  one 
million  vehicles  in  North  America.  This 
means  that  we  use  a  lot  of  resources  — 
steel,  aluminum,  and  plastics,  for  instance. 
But  at  Toyota,  large  scale  manufacturing 
doesn't  mean  large  scale  waste. 

In  1992  we  introduced  our  Global  Earth 
Charter  to  promote  environmental 
responsibility  throughout  our  operations. 
And  in  North  America  it  is  already  reaping 
significant  benefits.  We  recycle  376  million 
pounds  of  steel  annually,  and  aggressive 
recycling  programs  keep  18  million  pounds 
of  other  scrap  materials  from  landfills. 

Of  course,  no  one  ever  said  that  looking 
after  the  Earth's  resources  is  easy.  But 
as  we  continue  to  strive  for  greener  ways 
to  do  business,  there's  one  thing  we're 
definitely  not  wasting.  And  that's  time. 

www.toyota.com/tomorrow 


IBM  PCs  use  genuine  Microsoft  Windows 

www.microsoft.com/piracy/howtotell 


in  the  city  of  light,  over  a  glass  of  bu 

Richard  Girardot.  General  Manager  of  Perrier  Sparkling  Water.  Pam 


ThinkPad       Where  do  you  do  your  best  thinking? 


An  integrated  bay  on  select  models  for  easier  swapping 
of  optional  devices  -  from  PDA  cradles  to  additional 
batteries  and  hard  drives.  Flexibility.  It's  just  one  of 
the  reasons  why  some  of  the  world's  most  successful 
people  choose  ThinkPad   notebook  computers.  Select 
models  feature  a  Mobile  Intel    Pentium  4  Processor-M 
for  outstanding  performance  and  mobility. 
Call  1.877.thinkpad  or  visit  ibm.com/thinkpad/think 
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Media 


PUBLISHING 


SMALL-TOWN  PAPERS, 
BIG-TIME  PROFITS 


Lee  Enterprises  CEO 
Mary  Junck  has  an  unusual 
strategy  for  media  success: 
Nothing  but  newsprint 

When  Mary  E.  Junck  was  run- 
ning The  Baltimore  Sun, 
Newsday,  and  other  newspa- 
pers owned  by  Times  Mirror 
Co.,  after-hours  life  meant  black-tie  af- 
fairs at  the  Baltimore  Symphony  Or- 
chestra or  tony  fund-raisers  for  Johns 
Hopkins  University.  Now,  as  chief  ex- 
ecutive of  Lee  Enterprises  Inc.  in  Dav- 
enport, Iowa,  Junck  stages  garage  sales 


for  her  daughter's  Girl  Scouts  troop  or 
teaches  Sunday  school.  True,  small-town 
life  is  lower-key,  admits  Junck,  a  54- 
year-old  Iowa  native.  But  "we're  not 
totally  removed  from  civilization." 

Big  Media  city  slickers  could  learn 
plenty  from  Junck  and  the  $540  million- 
a-year,  45-newspaper  chain  she  has  run 
for  18  months.  For  one  thing,  reader- 
ship— in  such  towns  as  Baraboo,  Wis.; 
Albany,  Ore.;  and  Rapid  City,  S.D. — is 
growing.  For  another,  Lee  is  a  money- 
making  machine,  and  this  year  it's  on 
track  to  post  a  31%  rise  in  operating 
income,  to  $114  million.  What's  more, 
while  the  stock  in  bigger  companies  has 
sagged  from  the  ad  slump  and  expansion 
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efforts,  Lee's  stock  rose  after  its  bi 
purchase  ever — Howard  Publicatioi 
$694  million,  in  April — and  now  trac 
about  $36  a  share.  That's  close  1 
all-time  high  in  May  of  just  unde 
and  up  about  11%  in  the  last  year. 

Establishment  lifestyle  isn't  the 
thing  Junck  has  tossed.  She  has 
taken  a  strategic  tack  that's  her 
in  some  Big  Media  circles.  Inste; 
buying  TV,  radio,  and  print  propert 
hopes  of  profiting  through  "coi 
gence,"  Junck  has  narrowed  Lee 
cus  to  just  newspapers.  The  co: 
dumped  16  TV  stations  in  the  pas 
years  and  used  the  proceeds  to 
more  small  and  midsize  newspapers 
geting  30,000  to  125,000  circul 
dailies.  Lee's  papers,  now  in  18  si 
comprise  the  U.  S.'s  12th-largest  c 
with  daily  circulation  of  more  tha 
million.  And  it's  managing  just  fine 
out  TV  or  radio  stations  to  cross 
mote  or  share  advertising  reve 
with.  Says  Junck:  "It's  much  hard 
converge  than  it  seems." 

It  helps,  of  course,  that  Junck'i 
pers  are  potent  little  cash  mach 
Such  papers  as  Iowa's  Muscatine  . 
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PERSONAL  Raised  on  a  family  farm 
near  Ogden,  Iowa.  Two  older  brothers, 
one  a  farmer  and  the  other  a  high  schc 
teacher  in  Des  Moines. 


FAMILY  Husband,  Ralph  Gibson,  owns 
plumbing,  heating,  and  air-conditionin 
supply  company.  One  daughter,  13.  Or 
stepson,  27. 


EDUCATION  B.A.  in  English  from 
Valparaiso  University,  1969.  Master's  i 
journalism,  University  of  North  Carolin 
at  Chapel  Hill,  1971. 


CAREER  Started  out  as  $10,000-a-ye. 
marketing  researcher  in  Charlotte  risin; 
to  corporate  management  at  Knight-Ri 
der.  Hired  as  publisher  in  St.  Paul  and 
then  at  Times  Mirror's  Baltimore  Sun. 
Promoted  in  1997  to  executive  vice-pr 
ident  at  Times  Mirror  Co.  and  presiden 
of  Times  Mirror  Eastern  Newspapers.  Ovi 
seeing  Newsday  and  the  Hartford  Cour 
ant.  Joined  Lee  Enterprises  in  1999  a: 
COO.  Promoted  to  top  job  two  years  la- 


HOBBIES  Leading  Girl  Scouts  in  Pleas 
ant  Valley,  Iowa;  teaching  Sunday  schc 


Data:  Lee  Enterprises.  BusinessWeek 
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h-which  Mark  Twain  once  wrote 
-and  the  ChippewU  (Wis.)  Herald 
their  markets  in  ways  big-city  pa- 
can  only  envy.  Where  the  Chicago 
ine  might  reach  20%  of  households 
s  markets,  Lee  papers  go  to  more 
60%  of  their  households.  Often  the 
game  in  town  for  local  car  dealers 
grocers,  Lee  isn't  suffering  much 
the  slump  in  national  ads. 
ill,  even  as  she  gazes  out  at  the 
d  Mississippi  River  lazing  by  her 

window,  Junck  can't  escape  the 
bures  that  beset  most  papers  these 

Like  many  others,  Lee's  daily  cir- 
ion  slipped  for  much  of  the  1990s 
mly  recently  turned  around,  rising 
in  the  six-month  period  ended  Mar. 
Sy  contrast,  Los  Angeles  Times  dai- 
•culation  plunged  5.3%,  to  985,798. 
ird  times  have  nicked  Lee's  profits, 
he  pinch  should  be  short-lived.  Op- 
ng  income  slipped  16%  in  the  year 

Sept.  30,  2001,  to  $86  million,  as 
aue  inched  up  just  2.2%,  to  $441.15 
•n.  Through  May  this  year,  ad  sales 
lown  some  3.3%,  though  Lee  execs 
declines  are  slowing.  Thanks  to  the 
ard  deal,  moreover,  Merrill  Lynch 

analyst  Lauren  Rich  Fine  ex- 
i  Lee's  revenues  to  jump  22%,  to 
8  million.  For  $5.3  billion  Tribune 
such  results  are  little  more  than 
iing  errors.  But  Lee's  margins  put 
onvergence-obsessed  Tribune's  mar- 
to  shame.  "I  don't  think  size  is 
ything,"  says  Junck. 
ie  folksy  ceo  owes  much  to  the  gi- 
though.  She  got  her  start  at  Knight 
er  Inc.,  rising  to  top  jobs  in  Miami 
St.  Paul.  A  go-getter,  she  never 
Sd  for  trouble.  Says  Knight  Ridder 
P.  Anthony  Ridder:  "She  would  call 
ay,  'I've  got  a  problem,  and  this  is 

I  plan  to  do.' "  Junck  jumped  to 
s  Mirror  in  1993.  She  rose  to  pub- 
■  of  The  Baltimore  Sun — a  job  she 
,  despite  occasional  friction  with  re- 
ts over  stories  critical  of  local  busi- 
s.  Then,  as  president  of  Times  Mir- 
lastern  Newspapers,  she  found  she 
ed  "corporate  life"  there.  She  joined 
as  chief  operating  officer  in  May, 
just  before  Times  Mirror  sold  out 
■ibune  Co. 

nek  misses  some  things  about  big- 
newspapers.  Having  once  aspired 

a  reporter,  she  still  admires  the 
ortant  journalism  going  on  at  big 
os."  But  she  says  her  papers,  too, 

the  "higher  calling"  and  touch 
;rs  closely  with  their  tight  focus  on 
issues,  from  how  schools  protect 
from  sexual  predators  to  festering 

tensions.  "What  we  do  is  impor- 
to  [our]  democracy,"  she  says.  Still 
dealistic   Iowa  farm  girl?  Junck 
dn't  bristle  at  the  idea. 
1  Joseph  Weber  in  Davenport,  Iowa 


INTERNET  GEAR 


WHY  JUNIPER 
MUST  BRANCH  OUT 

High-end  routers  made  the  company.  That's  no  longer  enough 


Juniper  Networks  Inc.  was 
renowned  during  the  tech  boom 
for  being  the  only  startup  that 
ever  took  on  mighty  Cisco  Sys- 
tems Inc.  and  won.  How?  It  focused  like 
a  laser  on  one  thing:  building  the  best 
jumbo  routers  for  directing  traffic  around 
the  Internet.  On  average,  its  top  routers 
were  twice  as  expensive  as  Cisco's,  yet 
four  times  as  fast.  Sales  skyrocketed  dur- 
ing the  tech  boom,  and  Juniper  hit  31% 
market  share  in  March,  2001. 

But  the  telecom  depression  has  put 
an  end  to  the  good  times  for  Juniper. 
Many  of  the  upstarts  that  bought  its 
gear  have  gone  out  of  business,  and 
even  large  customers  such  as  World- 
Com Inc.  are  cutting  back.  On  July  11, 
analysts  expect  Juniper  to  announce  sec- 


ond-quarter sales  of  $110  million,  down 
46%  from  the  year-earlier  period.  Its 
share  price,  which  peaked  at  $243  in 
late  2000,  has  dropped  97%,  to  $7.53. 

Now,  ceo  Scott  Kriens  is  rerouting 
Juniper.  With  the  company's  survival  at 
stake,  he's  laying  out  a  bold  plan  to 
shift  Juniper  away  from  the  acute  focus 
that  made  it  a  success.  Instead,  Kriens 
is  expanding  into  a  broad  range  of  net- 
working gear  that  he  hopes  will  boost 
revenues  and  profits  in  the  years  ahead. 
Juniper  took  an  important  step  toward 
that  strategy  on  May  20  when  it  said 
it  would  pay  $740  million  in  cash  and 
stock  for  Siemens'  Unisphere  Networks, 
which  makes  small  routers  that  handle 
specialized  tasks  such  as  directing 
broadband  traffic.  "The  only  path  to 
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The  acquisition  of  Unisphere  will  be  a  boost  both  for| 
sagging  sales  and  reaching  new  customers 


recovery    is    action,"    says    Kriens. 

And  not  just  one  action.  Kriens  also 
is  pushing  Juniper's  engineers  to  devel- 
op routers  that  will  help  mobile-phone 
companies  manage  the  growing  volume 
of  data  traffic  on  then-  networks.  And 
last  November,  he  paid  $200  million  for 
Pacific  Broadband  Communications,  put- 
ting Juniper  into  the  market  for  routers 
that  handle  cable-modem  traffic. 

At  the  same  time  that  Kriens  over- 
hauls Juniper's  product  lineup,  he's  woo- 
ing a  different  kind  of  customer.  Juniper 
built  much  of  its  success  on  catering  to 
upstarts,  including  Metromedia  Fiber 
Network  and  Yipes  Communications,  that 
have  filed  for  bankruptcy.  Nowt,  Kriens 
needs  to  generate  business  from  more 
stable  telecom  companies,  including  lo- 
cal-phone giants  sbc  Communications  Inc. 


they  have  to  go  through  some  growing 
pains,"  says  Doug  Junkins,  vice-presi- 
dent of  Web-hosting  company  Verio 
Inc.,  a  Juniper  customer. 

Still,  Kriens  stands  a  good  chance  of 
pulling  off  a  rare  telecom  turnaround. 
For  starters,  he  has  plenty  of  dough. 
Even  after  spending  $375  million  in  cash 
for  Unisphere,  he  has  $725  million  left. 
His  operating  loss  for  the  first  quarter 
wTas  only  $15  million,  a  burn  rate  that's 
sustainable  for  10  years.  Juniper  has 
$1.2  billion  in  long-term  debt,  but  it 
wron't  start  coming  due  until  2007.  "Ju- 
niper's not  going  away,"  says  analyst 
Steven  Kamman  of  cibc  WorldMarkets. 

Meantime,  Kriens's  broader-is-better 
strategy  has  promise,  even  if  its  execu- 
tion is  tricky.  With  the  closing  of  the 
Unisphere  deal,  expected  in  July,  Juniper 


REBUILDING 
JUNIPER 

Juniper  Networks  is  the  only  Net  equipment  maker  to 
rival  Cisco,  grabbing  31%  of  the  high-end  router  mar- 
ket in  Mar.,  2001.  But  the  downturn  sent  sales  tum- 
bling. Here's  CEO  Scott  Kriens's  turn-around  plan. 

ATTRACT  NEW  CUSTOMERS               DIVERSIFY  PRODUCT  LINES 

Many  upstart  telecom  customers  are      Juniper  made  buys  to  move  into 
in  trouble.  Juniper  hopes  to  sell             cable-modem  routers  that  direct 
more  gear  to  big  carriers  in  the  U.S.       broadband  traffic.  But  Cisco  and 
and  abroad.  But  it  faces  formidable       Motorola  pose  stiff  competition  in 
foes  in  Lucent  and  Nortel.                      this  $400  million  market. 

KEEP  CONSERVING  CASH                    REVAMP  THE  WORKFORCE 

Juniper  still  has  $725  million  in            Juniper  is  beefing  up  its  marketing 
cash.  Its  first  quarter  operating  loss       staff  by  hiring  outsiders.  The 
was  $15  million,  and  its  $1.2                company  is  also  trimming  jobs 
billion  in  long-term  debt  doesn't            where  there's  overlap  with  the 
come  due  until  2007.                             companies  it  just  bought. 

and  Verizon  Communications.  He's  do- 
ing that  by  hiring  more  telecom  veterans, 
including  Nortel  Networks  Ltd.'s  Lloyd 
Carney,  who  joined  as  chief  operating  of- 
ficer in  January. 

The  risk  is  that  Juniper  will  become 
a  jack  of  all  routers,  master  of  none. 
Since  the  company's  founding  six  years 
ago,  its  engineers,  which  make  up  40% 
of  the  1,100-person  workforce,  have  de- 
voted much  of  their  energy  to  high- 
end  routers.  Spreading  that  talent 
across  many  different  products  risks 
compromising  the  quality  of  the  offer- 
ings. And  mediocre  products  won't  cut 
it.  Juniper  faces  large,  entrenched  ri- 
vals in  every  market  it's  entering.  Ju- 
niper "surprised  everyone  with  what 
they  were  able  to  accomplish,  but  now 


will  have  a  fast-growing  upstart  to  help 
its  sagging  sales.  Juniper's  stand-alone 
revenues  are  expected  to  drop  47%,  to 
$477  million,  this  year,  while  Unisphere's 
sales  are  projected  to  surge  167%,  to 
$200  million.  And  in  2003,  the  special- 
ized router  market  that  Unisphere  caters 
to  is  expected  to  grow7  17%,  to  $2  billion. 
Assuming  Unisphere  growrs  at  least  as 
fast  as  its  market,  the  combined  compa- 
nies' sales  are  pegged  to  rise  22%  next 
year,  to  $829  million,  after  a  projected 
decline  of  30%  this  year,  to  $677  million. 
Unisphere  may  even  gain  some 
share.  The  company  has  captured  12% 
of  the  market  for  specialized  routers 
so  far  in  2002,  up  from  10%  in  2001 
and  2%  in  2000,  according  to  Synergy 
Research  Group  Inc.  Industry  analysts 


and  customers  say  Unisphere's 
are  more  flexible  than  those  m 
Cisco  and  other  rivals.  Its  broaj 
routers,  for  example,  let  phone  c 
nies  easily  change  the  amount  of 
width  they  allocate  to  customers 
body  has  emerged  as  the 
best-in-class,  but  [Unisphere]  mi 
a  little  ahead  of  Cisco,"  says  Da 
Garbin,  \ice-president  of  Cable  & 
less  PLC,  which  is  considering  pr< 
from  Cisco  and  Unisphere. 

Just  as  important,  Kriens  may 
from  the  fact  that  telecom  carrie 
loath  to  rely  entirely  on  one  su 
Phone  companies  want  a  viable 
native  to  Cisco,  which  has  65% 
markets  for  high-speed  and  spe 
telecom  routers.  Together,  Junip 
Unisphere  have  nearly  25%  of  tb 
ket.  Carriers  may  keep  feeding 
business  just  to  make  sure  that 
doesn't  get  more  control  of  the  ml 
"There's  no  way  carriers  will 
themselves  to  deal  with  a  mon 
says  cibc's  Kamman. 

There's  evidence  of  that  already 
sphere  is  close  to  finalizing  a  heft 
of  its  routers  to  Verizon,  accord 
twro  Wall  Street  analysts  and  a  t 
dustry  executive.  The  analysts  est 
that  the  deal  is  w7orth  $200  millior 
two  years.  Separately,  Unisphere 
has  signed  a  significant  deal  with 
Telecom.  Juniper  would  not  co 
on  the  potential  deal. 

To  be  sure,  Kriens  has  plenty  o 
lenges  ahead.  In  Unisphere,  he  is 
the  most  complex  merger-integrati 
he  has  ever  handled.  The  Sieme 
has  600  employees,  making  it  four 
as  large  as  the  staff  of  Juniper's 
largest  acquisition.  Worse,  Unisp 
based  in  Westford,  Mass.,  a  con' 
away  from  Juniper's  headquarters  u 
nyvale,  Calif.  Even  as  Kriens  toils 
tegrate  the  acquisition,  he  needs  tc 
his  engineers  cranking  out  top-flight 
ucts  in  a  wide  swath  of  categorie: 
Kriens  remains  at  the  mercy  of 
players  who  are  hellbent  on  re 
their  spending  on  newr  gear. 

Still,  Kriens  is  determined  to  s 
out  and  build  Juniper  into  a  strong 
er  once  again.  "We'll  be  there  th 
thick  and  thin,"  he  says.  "Whe 
markets  recover,  the  winners  will 
been  built  in  times  like  these."  Ji 
just  may  be  one  of  those  winners 
By  Ben  Elgin  in  Sunnyvale, 
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They  both  work  at  the 

same  company. 

Have  the 

same  six-figure  salaries. 


So  why  is  one  looking  forward  to 


le  looKing  Torwara  to 

.  early 

(retirement, 


while  the  other  looks  forward  to 

the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Representative,  offering  expert  guidance  in 
retirement  planning,  investment  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


\2fir  Northwestern  Mutual 

FINANCIAL   NETWORK™ 


Sv£ 


Are  you  there  yet? 


2002  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 
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we  generate  what  will 


We  didn't  become  a  global  energy  leader  by  wearing  blinders. 
We  see  the  forest.  But  we  also  see  the  trees. 

The  details.  The  subtleties  of  new  energy  markets. 
The  opportunities  overlooked  by  others. 

It  is  this  intimacy  with  detail,  and  the  ability  to  step  back  and  see  beyond, 
which  give  us  perspective.  And  power. 
At  Duke  Energy,  we're  generating  a  new  source  of  energy. 
It's  called  vision.  Innovation.  Foresight.  It's  the  power  of  what  can  be. 

But,  more  importantly,  it's  the  ability  to  deliver  what  will  be. 


Duke 
'Energy* 

we  generate  what's  next 


What  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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Picking  Stocks 

Don't  bail  out  yet.  With  the 
indexes  scraping  bottom,  it's  a 
classic  stock-picker's  market 
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Introduction 


Where 

To  Look 
Now 


BY  MARCIA  VICKERS 

Remember  the  classic  Alka-Seltzer  com- 
mercial where  the  big  guy  sits  on  a  bed, 
groaning,  "I  can't  believe  I  ate  the  whole 
thing"?  Most  investors  have  the  same 
sick  feeling  about  the  stock  market  right 
now.  They  can't  remember  when  so 
many  cataclysmic  woes  converged  at 
once.  They're  fed  up  with  corrupt  chief 
executives,  untrustworthy  Wall  Street  analysts,  and 
numbers-impaired  accountants.  And  their  gray  hairs 
have  been  multiplying  over  lackluster  earnings,  a 
weakening  dollar,  still-rich  valuations,  the  probabil- 
ity of  rising  interest  rates,  terrorism,  and  even  the 
threat  of  nuclear  war. 

With  its  recent  decline,  the  market  has  lost  four 
years  of  bull-market  gains.  The  Standard  &  Poor's 
500-stock  index  is  down  9.6%  through  June  18, 


BusinessWeek  online 


For  investing  tools  and  advice  trom  S&P  go  to 
www.businessweek.com/investor/ 
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after  falling  10%  and  13%  in  2000  and 
2001,  respectively.  The  Nasdaq  is  down 
70%  from  its  record  high  in  March,  2000. 
And  although  nobody  thought  the  in- 
dexes would  test  their  post-September 
11  lows,  both  the  Nasdaq  and  the  s&p 
have. 

No  wonder  investors'  stomachs  are 
churning.  They  can't  believe  they  swal- 
lowed whole  the  idea  that  stocks  would 
always  go  up.  Or  such  bull-market  dog- 
mas as  "buy  and  hold"  or  "buy  on  the 
dips."  Indeed,  many  stocks  they  thought 
were  cheap  have  done  nothing  but  sink 
further.  "I  can't  remember  a  time  that 
was  so  challenging  for  investors.  There 
are  no  clear  themes  like  in  the  '90s," 
says  Michael  E.  Kenneally,  chief  invest- 
ment officer  at  Banc  of  America  Capital 
Management. 

Is  it  time  to  head  for  the  exits?  After 
all,  parking  cash  in  a  savings  account 
or  plowing  it  into,  say,  a  19th  century 
farmhouse  seems  mighty  appealing  these 
days.  But  if  contrarian  sentiments,  like 
Warren  Buffett's  "You  try  to  be  greedy 
when  others  are  fearful,  and  fearful 
when  others  are  greedy,"  are  any  guide, 
it  could  be  time  to  jump  in.  (Try  this  on 
for  size:  Ozzie  Osbourne's  MTV  show,  TIw 
Osbounies,  has  been  trouncing  cnbc's 
Squawk  Box  in  the  TV  ratings  lately.) 
Many  strategists  say  the  carnage  indi- 
cates the  market  is  in  the  midst  of  a 
bottoming  out.  Says  Tobias  M.  Lev- 
kovich,  institutional  equity  strategist  at 
Salomon  Smith  Barney,  "The  best  time 
to  buy  clothes  is  when  there's  a  half- 
price  sale  at  Macy's.  The  same  with  the 
market,  if  you  pick  the  right  stocks." 

BusinessWeek  sees  stocks  ending  the 
year  up  in  the  single  digits — perhaps 
around  2%.  That's  because  the  economy 
is  on  an  upswing,  and  profits  should  look 
rosier  in  the  final  two  quarters  (page 
108).  Even  a  modest  gain  in  stocks 
would  be  a  huge  relief  for  investors  who 
lost  money  for  a  couple  years.  But  it 
won't  give  index  funds  much  mojo.  In 
fact,  investors,  who  harvested  the  650% 
rise  in  the  s&P  from  1982  to  2000,  may 
now  have  to  rethink  their  approach  to 
investing.  Even  when  the  market  takes 
off  again,  stocks  are  unlikely  to  regain 
their  late-'90s  glory.  Most  strategists  say 
they're  more  likely  to  post  annual  gains 
of  around  7%  or  8% — even  less  than  the  10%  an- 
nual average  over  the  past  half  century. 

It's  a  classic  stock-picker's  market.  More  than 
ever,  investors  need  to  do  their  homework. 
"Spend  at  least  as  much  time  researching  a  stock 
as  you  would  choosing  a  refrigerator,"  as  Peter 
Lynch,  the  former  Fidelity  Magellan  manager 
and  legendary  stock-picker,  says.  In  other  words, 
find  a  top-of-the-line,  turbocharged  Sub-Zero  sell- 
ing at  wholesale.  Searching  for  stocks  that  can 
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beat  the  s&P  500  means  sticking  to  companies 
with  sound  fundamentals  and  uncomplicated  bal- 
ance sheets  and  avoiding  those  with  any  hint  of 
a  regulatory  investigation.  Companies  should 
have  solid  long-term  growth  potential  and  be  in 
strong  or  improving  industries.  Their  price-earn- 
ings ratios  should  be  below  their  indus- 
try's average.  Ideally,  they  should  be 
substantially  off  their  52-week  highs. 
"Investors  have  the  erroneous  notion 
that  high  risk  means  high  return,"  says 
Merrill  Lynch's  chief  U.S.  strategist, 
Richard  Bernstein,  who  likes  "boring"  com- 
panies with  safe  dividends.  In  fact,  dividend 
stocks  get  high  marks  across  the  board.  "A  larg- 
er and  larger  portion  of  total  equity  returns  will 
be  comprised  of  income  flow,"  adds  James 
Paulsen,  chief  investment  officer  for  Wells  Capi- 
tal Management. 

Investors  should  take  comfort  that  the  market 
may  not  be  as  bad  as  it  seems.  Half  of  the  s&P 
500  stocks  are  up  for  the  year.  Except  for  tech 
and  telecom,  there  has  been  a  stealth  bull  market 
with  many  companies  racking  up  gains — espe- 
cially the  likes  of  homebuilders,  retailers,  manu- 
facturers, and  utilities  that  were  shunned  during 
the  Nasdaq  craze.  The  Morgan  Stanley  Cyclical 
Index  is  up  6%  for  the  year.  Valuations  may 
look  lofty  with  the  s&P  trading  at  about  21  times 
forward  earnings,  vs.  a  historic  average  of  15. 
But  take  out  tech,  and  it's  now  18. 

Smaller  stocks,  especially  in  the  value  camp, 
have  been  outperforming  the  larger.  The  s&P  400 
Barra  Value  index,  a  mid-cap  measure,  is  up  5% 
this  year,  while  the  Russell  2000  Value,  a  measure 
of  small  caps,  is  up  6%.  But  some  strategists  say 
many  battered-down  large  caps  are  becoming 
the  better  buys.  "The  valuation  gap  between 
small-  and  large-cap  stocks  has  narrowed  signifi- 
cantly. Large  caps,  especially  multi-nationals,  will 
be  the  primary  beneficiaries  of  a  global  turn- 
around and  weak  dollar,"  says  Charles  Pradilla, 
chief  investment  strategist  at  sg  Cowen. 

Although  most  pros  still  lean  toward  value 
stocks,  there's  a  caveat.  After  their  big  run-up  in 
the  past  two  years,  many  of  these  stocks  are 
losing  steam.  Says  Morgan  Stanley  Chief  In- 
vestment Strategist  Steven  M.  Galbraith:  "We 
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Why  It's  a 
Stock-Picker's  Market 

•  As  long  as  investor  confidence  remair 
in  the  doldrums,  the  market  isn't  likely 
stage  an  overall  lift  or  sustainable  rally. 

-•  With  earnings  and  accounting  method 
under  scrutiny,  investors  have  to  be  mor| 
selective  than  ever  in  choosing  stocks. 

•  Broad  strategies  such  as  growth  or  v£ 
aren't  working.  Pros  say  value  stocks  ard 
often  overvalued,  and  many  growth  stocj 
have  stopped  growing. 

•  Index  investing  just  isn't  cutting  it. 
has  now  been  the  longest  wait  for  a  nev 
high  for  the  Standard  &  Poor's  500-stocl 
Index  since  the  bull  market  began  in  '8f 

•  Sector  investing  is  shaky.  There  are 
bad  companies  in  good  sectors  and 
vice-versa.  The  same  goes  for  large  caps 
vs.  small  caps. 

believe  the  fat  value-over-growth  style  pitc 
already  been  hit  out  of  the  park."  Famed  h 
fund  manager  Leon  Cooperman  agrees: 
growth  stocks  aren't  growing,  and  value  s 
are  overvalued." 

The  market  is  littered  with  wealth-threat 
"value  traps" — former  highfliers  like  World 
Lucent  Technologies,  and  Tyco  International 
have  been  pulverized.  To  many  investors,  fii 
such  big-name  stocks  so  low  seems  akin  t( 
covering  a  Rolex  at  a  tag  sale.  Trouble  is,  l 
have  such  deep  problems  that  they  keep  i 
ing — and  some  may  never  rebound. 

That's  why  both  buying  and  selling  discipli 
vital.  "Stocks  can  tumble  30%  or  50%  in  s 
days  on  bad  news,  so  it's  important  to  1 
when  to  sell,"  says  Ken  Wolff,  chief  executi\ 
ficer  of  MTrader.com,  a  Paradise  (Calif.)  tn 
firm.  It  can  also  be  smart  to  buy  good  comp 
when  an  entire  sector  plummets  on  bad  new* 
June  12,  when  questions  arose  over  advert 
giant  Omnicom  Group's  accounting,  inve: 
drove  the  stock  down  almost  20%.  They 
slashed  other  big  ad  stocks  like  wpp  Group 
Interpublic  Group  by  the  same  amount.  *Tt' 
cockroach  theory:  Investors  think  if  one  com 
has  a  problem,  there  must  be  a  million  be 
the  fridge,"  says  Levkovich.  Likewise,  dun 
losers  during  a  sector  rally  can  pay  off. 

Many  pros  say  the  market  resembles  th 
cessionary  1970s,  when  investors  had  little 
fidence  in  earnings  and  few  bought  stock.  Vc 
was  low,  volatility  was  high.  "At  that  1 
everyone  knew  the  only  way  to  make  m 
was  to  buy  at  lows  and  sell  on  rallies," 
Paulsen.  A  good  rule  of  thumb:  Bail  out  wt 
stock  loses,  say,  10%  or  gains  more  than  2C 

Nobody's  advocating  day  trading  or  fre 
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DO  YOU  MAKE  HEADLINES 
OR  DO  YOU  READ  THEM? 

Invent  a  cure.  Create  a  new  business  model.  Try  something  different.  If  you  like  to  push 
the  boundaries,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more 
financial  solutions  than  anyone  else.  Everything  from  environmental  insurance  to  risk 
management  services  to  financial  protection  for  high  net  worth  individuals,  to  name  a 
few.  So  if  you  want  to  see  your  bold  idea  in  bold  headlines,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  services  provided  by  members  of  American  International  Group.  Inc..  70  Pine  Street.  Dept.  A.  New  York.  NY  10270.  wwwaig  com 
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"Spend  at  least 
as  much  time 
researching  a 
stock  as  you 
would  choosing 
a  refrigerator," 
says  Peter 
Lynch.  In  this 
market  that 
means  finding  a 
top-of-the-line 
model  that's 
selling  at 
wholesale 


momentum  trading  of  any  sort. 
But  a  volatile  market  can  offer 
good  opportunities  to  reallocate 
assets — especially  for  those  who 
still  own  too  many  tech  stocks. 
More  than  ever,  having  a  diversi- 
fied stock  portfolio  is  essential. 

A  stock-picker's  market  is  nev- 
er easy.  But  the  next  six  months 
could  create  some  decent  oppor- 
tunities. The  biggest — and  per- 
haps only — catalyst  will  be  corpo- 
rate profits.  "That  should 
ultimately  drive  the  market,"  says 
Edward  M.  Kerschner,  UBS/Paine- 
Webber's  chief  global  strategist. 
After  six  consecutive  down  quar- 
ters, earnings  are  finally  turning 
up.  Not  only  is  the  economy  help- 
ing, but  year-over-year  compar- 
isons are  getting  much  easier.  Ac- 
cording to  Thomson  First  Call, 
analysts  figure  third-  and  fourth- 
quarter  profits  will  be  up  18%  and 
29%,  respectively,  over  last  year. 
However,  Charles  L.  Hill,  First 
Call's  research  director,  says  those 
estimates  could  be  trimmed.  After 
technology,  which  has  been  se- 
verely depressed,  financials  and 
consumer  cyclicals  should  be  up 
the  most.  The  reason:  Consumer 
spending  has  been  strong. 

But  because  investors  are 
leery  about  possible  accounting 
shenanigans,  there  could  be  a  de- 
layed impact  on  stock  prices. 
"The  market  is  going  to  wait  for 
earnings  rather  than  an  antici- 
pation of  earnings  recovery,"  says 
Kerschner.  He  and  others  say 
the  market's  turnaround  should 
begin  in  mid-October,  when  third- 
quarter  earnings  appear. 

There's  a  disconnect  in  investors'  minds  be- 
tween an  improving  economy  and  the  stock  mar- 
ket. "Reasonably  good  economic  news  isn't 
enough,"  says  Merrill's  Bernstein.  "In  order  for 
stocks  to  appreciate,  you  need  outrageously  good 
news."  That  said,  gross  domestic  product  is  still 
growing  at  a  healthy  clip  and  manufacturing  ac- 
tivity is  expanding.  Even  rising  interest  rates 
shouldn't  stop  the  market.  Experts  say  a  one- 
percentage-point  increase  is  priced  into  stocks. 
As  a  result,  says  Morgan  Stanley's  Galbraith, 
"The  first  few  takebacks  might  not  carry  the 
same  historic  weight  as  other  tightening  periods." 

What's  an  investor  to  do?  Historically,  sum- 
mer has  the  lowest  returns  of  any  season,  ac- 
cording to  the  Stock  Trader's  Almanac,  a  market- 
timers  guide.  And  some  strategists  are  saying  a 
bottoming  phase  that  started  in  May  could  last 
into  fall  and  open  a  lengthy  buying  window  for  in- 
vestors. "Stocks  will  get  a  little  cheaper  while 
earnings  start  to  rise,"  says  SG  Cowen's  Pradilla. 

Even  longtime  bear  Byron  R.  Wien,  Morgan 
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Do  Your  Homework 

In  a  stock-pickers'  market,  backing  the  right  horses 
matters  more  than  ever.  Here  are  some  tips: 

STAY  AWAY  from  companies  with  any  hint  of  accountin| 
irregularities  or  companies  that  are  being  targeted  by  the 
Securities  &  Exchange  Commission. 

AVOID  "value  traps."  It's  dangerous  to  think  that  just 
because  a  company  has  been  beaten  down,  it  can't  fall  furthS 
Witness  WorldCom,  Nortel  Networks,  and  Tyco. 

MAINTAIN  a  "sell  discipline."  Make  it  a  practice 
to  sell  automatically  when  a  stock  reaches  a  certain 
price  target  or  rises  by  a  certain  percentage. 

CUT  your  losses.  If  a  stock  you  pick  falls,  say,  10%, 
sell  it  and  move  on. 


STICK  to  the  very  best  companies — those  that  are 
the  top  players  in  their  industries  and  have  strong 
balance  sheets. 

SEEK  strong  earnings  momentum.  Look  for  companies 
whose  earnings  are  growing  at  least  as  fast  as  sales — and| 
faster  than  their  peers.  Favor  companies  that  are  growing 
earnings  organically  rather  than  by  acquisition. 

BEWARE  of  too  much  debt.  A  good  rule  of  thumb: 
A  company's  debt  shouldn't  be  more  than  50%  of 
its  market  cap. 

WATCH  price-earnings  ratios.  Look  for  companies  whose 
p-e  is  below  the  industry  average. 

SHUN  companies  run  by  fat-cat  managers — the  types 
with  a  20-person  retinue,  a  private  plane,  or  who  have 
the  company  buy  them  Old  Master  paintings. 

CONSIDER  buying  companies  that  pay  dividends.  They 
often  have  stronger,  more  stable  earnings. 


Stanley's  U.S.  investment  strategist,  likes  st| 
right  now.  He  notes  that  investors  are  very 
simistic — a  classic  contrarian  indicator.  Accor 
to  the  ndr  Crowd  Sentiment  Poll  from 
Davis  Research  in  Venice,  Fla.,  only  39.6<l 
those  recently  polled  are  bullish.  That  compl 
with  37.6%  right  after  September  11  and  69'| 
January,  2000,  before  the  Nasdaq  crash. 
Wien:  "I  believe  we  are  approaching  at  \ez 
temporary  low,  and  a  counter-trend  mov| 
about  to  take  place." 

History  seems  to  support  this  view.  The| 
500  has  now  fallen  in  11  of  the  last  13  weet 
cording  to  researcher  MarketHistory.com. 
out  of  the  six  times  that  has  happened,  the  il 
ket  climbed  over  11%  in  the  next  six  month  J 
course,  worries  about  corporate  malfeasance,! 
rorism,  and  wars  still  weigh  on  the  market.  l| 
ertheless,  "investors  who  are  waiting  for  <[ 
signs  of  improvement  will  miss  a  lot  of  ups:J 
says  Banc  of  America's  Kenneally. 

Could  be.  But  in  order  to  capture  tha"  I 
side,  you've  got  to  pick  the  right  stocks. 
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OTHER  CARS  ARE  PREOWNED. 
BUT  THAT'S  WHERE  THE  SIMILARITIES  END. 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new  cars. 
Like  the  Lexus  of  warranties  that  backs  them  for  three  years  from  your  date  of  purchase  or 
100,000  total  vehicle  miles.*  A  complimentary  loaner  car.'  Extremely  competitive  financing 
rates  and  lease  terms.  And,  of  course,  there  is  one  more  important  thing  that  separates  a 


Certified  Pre-Owned  Lexus  from  other  vehicles:  They  are  only 


available  at  your  local  Lexus  dealer.  But,  you  shouldn't  simply 

ONLY  AT  YOUR  LEXUS  DEALER 
take  our  word  for  it.  Come  in  for  a  test  drive  and  see  for  yourself.  Iexus.com 


'See  your  Lexus  Certified  Pre-Owned  dealer  for  warranty  details.  'Service  loaner  cars  available  on  warrantable  repairs  only.  ©2001  Lexus,  a  Division 
of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly. 
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Stock  Screening 


Boot  Up,  Log  0nr 
Start  Picking 

Tips  on  how  to  prospect  online  for  killer  stocks 


BY  CAROL  MARIE 
CROPPER 


Bookmarks 


GETTING  READY 


Bone  up  on  investing 
style,  stock-picking 
criteria,  risk  tolerance. 

•  businessweek.com* 

•  smartmoney.com 


SEARCHING  FOR 
STOCKS 


Use  online  screens  to 
sort  stocks  by  charac- 
teristics such  as  low 
debt  to  assets  or  high 
return  on  equity. 

•  morningstar.com 

•  multexinvestor.com 

•  quicken.com 


VETTING  THE 
FINALISTS 


Screening  goes  just  so 
far.  You  still  need  to 
do  individual  research 
on  each  stock,  check- 
ing its  fundamentals 
and  its  SEC  filings. 

•  edgarscan.pwc 
global.com 

•  finance.yahoo.com 

•  freeedgar.com 

•  multexinvestor.com 

•  spoutlookonline.com 

•  starmine.com 

•  valueline.com 

*AII  URLs  are  preceded  by  www., 
except  for  finance.yahoo.com 


Every  stock  you  buy  seems  to  head  south, 
but  dam  if  your  neighbor  isn't  making 
some  snappy  profits.  What  does  he  know 
that  you  don't?  Perhaps  how  to  trawl  for 
good  stocks  on  the  Internet. 
We're  not  recommending  chat  boards 
and  touts.  Many  financial  Web  sites  have 
sophisticated  stock  screens  that  let  you 
select  search  criteria — such  as  company  size  and 
price-to-earnings  ratio — so  the  site  can  then  spit 
out  a  list  of  stocks  to 
fit  your  requirements. 
Want  to  give  it  a 
try?  Here  are  some 
tips. 

■  Learn  by  example. 
Start  with  the  sam- 
ple screens  available 
on  many  sites.  A 
good,  simple  one  is  at 
Quicken.com — and  it 
comes  with  a  helpful 
tutorial,  too. 

Before  you  try  to 
construct  your  own 
screen,  study  what 
criteria  the  pros  use. 
For  example,  Quick- 
en.corn's  "Popular 
Searches"  section  of- 
fers several  generic 
screens,  from  small- 
cap  value  to  large- 
cap  growth.  The  major  criteria  for  both  are 
market  capitalization — that  gets  you  the  size 
factor — and  a  series  of  price  ratios:  price-to- 
earnings,  price-to-sales,  and  price-to-book.  When 
these  ratios  are  relatively  low,  you're  looking  at 
value  stocks;  if  high,  they're  usually  growth 
stocks. 

Check  out  the  other  criteria  displayed,  espe- 
cially the  three-year  income  growth  and  three- 
year  sales  growth  rates.  For  the  value  stocks, 
they're  sometimes  very  low  or  even  negative. 
That's  because  value  stocks  are  cheap  for  a  rea- 
son— often,  sales  and  earnings  have  been  sporadic 
or  volatile.  With  the  growth  screen,  those  same 
columns  show  strong  double-digit  gains.  That's 
what  merits  their  high  p-e's. 

■  Customize  the  screens.  Price-earnings  and  earn- 
ings growth  aren't  the  only  important  criteria, 
and  perhaps  market  cap  isn't  even  a  concern  to 
you.  The  screeners  allow  you  to  search  on  dozens 
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of  variables.  Look  at  re- 
turn-on-equity,  or  what 
profits  a  company  is  earn- 
ing on  the  equity  invested 
in  the  business.  In  general, 
the  higher  the  better.  But  not 
always:  The  company  could  be  pumping  jj 
by  loading  up  on  debt.  So  some  investors  J 
return-on-assets.  That  calculation  lets  youj 
pare  the  profitability  of  companies  that  ha\| 
ferent  ratios  of  debt  and  equity. 

■  Watch  what  you  mix  and  match.  In  the 
market,  some  things  don't  go  together.  ~*A 
unlikely  to  find  a  company  with  a  50%  eaif 
growth  rate  selling  for  a  p-e  of  6.  Or  ij 
specify  that  the  stock  must  have  a  $100 
market  cap,  don't  ask  for  a  50%  growth  I 
Some  criteria  are  mutually  exclusive.  Incl| 
one  will  eliminate  any  hope  of  finding  a , 
that  meets  the  other. 

■  Don't  be  too  demanding.  You  can  get 
away  loading  lots  of  conditions  into  your 
Your  search  could  get  so  restrictive  tha^ 

wind  up  with 
ing.  Four  or  fivl 
teria     are     pf 
Some    of    the  f 
measures  are 
cap,  p-e  ratio 
if   you    don't 
reported      ea: 
these  days),  es 
growth  rates, 
for  income-oriel 
investors — divi<| 
and  dividend 
rates. 

The  price-ej 
growth  ratio, 
is  useful  for  botlj 
ue   and   growtl] 
vestors.  When  it 
low  1,  you're 
getting       whatl 
growth  the  con| 
has  at  a  good 
With  growth  stocks,  the  number  may  be 
but  you  can  compare  it  with  other  growth 
to  see  if  the  price  is  still  reasonable. 

Of  course,  once  you've  completed  the  scl 
all  you  have  is  a  list  of  potential  investml 
You  still  need  to  do  fundamental  researchf 
will  want  to  find  out  what  professional  am 
are  saying  about  the  stock  and  checl 
company's  Web  site  and  the  Securities 
change  Commission  for  its  financial  and 
rate  reports. 

To  dig  deeper,  you  may  have  to  pay. 
Multexinvestor.com  and  the  finance  secti<| 
Yahoo.com  sell  analyst  research  for  $5  an| 
Standard  &  Poor's  (spoutlookonline.com)| 
Value  Line  (valueline.com)  provide  analysis 
free  of  investment-bank  conflicts. 

With  some  hard  work,  a  little  luck,  and  a  1| 
for  stock  screening,  who  knows?  Before 
you  could  be  bragging  to  your  neighbor. 
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ier  Intelligence  |  Intelligence  Architecti 


M 


How  can  you  identify  your  best 
(and  worst)  suppliers? 

View  your  total  spend  across 
business  lines  and  geographies? 

And  make  sure  your  contracts 
get  you  the  best  price? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  who's 
buying  what  in  your  company... and  from  which 
suppliers.  So  you  can  consolidate  spending,  cut 

« 

your  costs  and  maximize  profits.  To  find  out  how 
leading  companies  are  reaping  the  rewards  of  SAS 
supplier  intelligence  software,  call  1  866  270  572- 
toll  free  or  visit  www.sas.com/supplier 


Tlie  Power  to  Know, 


%sas. 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries 
» indicates  USA  registration.  C  2002  SAS  Institute  Inc.  All  nghts  reserved    491 19US.0302 
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How  the  Hotshots 
Pick  their  Stocks 

Four  different  money  manager s-andfmr  different  winning  strategies 


BY  LEWIS  BRAHAM 


UWhat 
accounts  for 
our  success 
is  our  stomach 
more  than 
our  brains  77 


/  the  Chinese  calendar  had  a  Year  of 
the  Stock-picker.  2002  would  be  it. 
Since  broad  market  indexes  are  all 
doivn,  only  the  most  discriminating 
investors  have  triumphed.  With 
that  in  mind.  BusinessWeek 
asked  some  smart  stock-pick- 
ers how  they  do  it. 
Each  of  these  pros  lias  a  very 
different  style.  John  Buckingham, 
who  writes  The  Prudent  Speculator 
newsletter,  holds  stocks  for  years.  His 
picks  have  delivered  a  26.2%  annualized 
return  over  the  last  decade  (as  of  May 
31).    Ajay    Krishnan,    who    runs    the 
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Wasatch  Ultra  Growth  Fund,  zoom 
on  the  fastest  growing  companies! 
fiuid  earned  a  17.2%  average  annuo 
turn  (through  June  11+)  over  the  last 
years.  Leah  Zell  invests  abroad.   \t\\ 
Liberty  Acomi  International  1 
delivered  just  0.5%  a  year  n 
over  the  last  three  years. 
may  not  sound  impressive 
her  peers  lost  nearly  J^.9%  a 
Amp  Datta  of  Numeric  Investors  S 
Cap  Value  Fund  has  produced  a  st 
31.6%  a  year  for  the  same  period.  He 
stantly  screens  for  m  ispriced  stocks; 
pounces  on  them  when  they  show  uj\ 


\ 


John  Buckingham 

The  Prudent  Speculator 


YOU  COULD  CALL  JOHN  BUCKING- 

ham  the  Cool  Hand  Luke  of  Wall 
Street.  The  36-year-old  editor  of 
Tfie  Prudent  Speculator  never  gets 
upset  by  market  conditions.  "What 
accounts  for  our  success  is  our 
stomach  more  than  our  brains,"  he 
says.  "We  will  hold  on  to  a  stock 
despite  horrendous  news  about  it 
in  the  market."  What  Buckingham 
buys:  cheap  stocks,  mainly  those 
trading  below  book  value  and  at 
less  than  one  times  sales. 

To  find  such  bargains,  Bucking- 
ham feasts  on  the  unloved  and 
misunderstood.  One  recent  pur- 
chase is  Trenwick  Group,  a  property-and-casual- 
ty  reinsurer  hit  hard  by  September  11  claims  and 
a  weak  balance  sheet.  Still,  Buckingham  sees  an 
opportunity  here.  "Insurance  pricing  is  better 
than  any  time  in  the  last  decade,"  he  says. 
"Trenwick  is  also  selling  assets  to  shore  up  its 
balance  sheet." 

Buckingham  looks  to  exploit  market  volatility 
as  well — which  takes  him  to  the  beleaguered 


semiconductor  stocks.  "Often,  you  can  buj 
stocks  at  $20  each  and  sell  them  at  $60  an-| 
them  back  again  at  $20  in  the  space  of  a 
ESS  Technology,  which  makes  chips  for  DVJ 
ers,  is  one  favorite.  'The  DVB 
ness  is  booming,  and  ess  coi 
40rr  of  the  DVD  chip  market 
says.  "It  has  been  blowing 
earnings  expectations,  yet  i 
been  beaten  up  because  of  tht 
sell-off  and  some  concerns 
the  company's  accounting." 
ingham  thinks  the  accounting 
cems  are  overblown. 

For  similar  reasons,  he  alsc 
energy  company  Williams 
which  has  been  hit  by  fears  c 
ronitis.  "In  this  environment 
hint  of  impropriety  is  looked 
the  gospel,"  he  says.  Buckin 
thinks  Williams  was  unfairly  tarnished  by  ai 
tions  that  the  company  tried  to  comer  the 
fornia  energy  market.  Williams  denies  the  ch 
Although  Buckingham  "loves  volatility 
does  control  risk  in  his  portfolio  through 
sification  and  by  trimming  back  his  wir 
Cheapness  also  provides  its  own  buffer  zoi 
says.  When  a  stock  is  truly  beaten  up,  it  d 
have  much  room  left  to  fall. 
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/  Krishnan 

3tch  Ultra  Growth  Fund 

,TH  STOCK  INVESTING  IN  A  BEAR 

iet  is  no  easy  chore.  But  that's 
Ajay  Krishnan  of  Wasatch 
a  Growth  Fund  is  paid  to  do. 
rishnan  seeks  companies  with 
tal  earnings  growth  of  at  least 
i  Also,  their  businesses  "fit  into 
verriding  growth  theme  or  am- 
otion trend."  For  instance,  Ac- 
)  Health,  a  distributor  of  pro- 
based  drugs,  fits  into  the 
r»chnology  revolution.  "Most  of 
lew  drugs  produced  by  biotech  companies 
protein-based,"  he  says.  "They  cannot  be 
ibuted  by  drugstores  because  they  must  be 
gerated,  and  patients  need  special  training  to 
chem."  Another  theme  is  the  need  for  small- 
icrochips:  Monolithic  System  Technology  and 


Cabot      Microelectronics      make 
equipment  to  do  that. 

Krishnan  assigns  companies  a 
"confidence  rating"  based  on  their 
likelihood  of  reaching  his  earnings 
targets.  He's  willing  to  pay  more 
for  "Future  Stars" — stocks  with 
high  confidence  levels — such  as  Ac- 
credo  Health.  He'll  pay  less  for 
"Potential  Stars" — telecom/tech 
companies  Wireless  Facilities  and 
PDF  Solutions — for  which  the  fore- 
cast is  less  certain.  He  also  buys 
stocks  with  lower  growth  estimates 
but  a  high  probability  of  meeting 
them.  Examples:  Pediatrix  Medical 
Group  and  AmSurg,  medical  service  companies. 
This  valuation  discipline  keeps  him  from  over- 
paying for  stocks  and  helped  him  avoid  the  bear's 
claws  in  2000  and  2001.  Says  Krishnan:  "The 
biggest  mistake  people  make  isn't  buying  bad 
companies,  but  overpaying  for  good  ones." 


hZell 

rty  Acorn  International 

LEAH  ZELL  SPECIAL- 

izes  in  internation- 
al investing,  but  her 
strategy  is  applica- 
ble in  all  markets. 
Her  mutual  fund, 
Liberty  Acorn  In- 
ternational, buys 
stocks  of  small  and 
mid-size  companies 
that  dominate  their 
industries.  "The 
essence  of  a  good 
company  is  one  that 
has  barriers  to  en- 
to  competitors,"  she  says.  "That  gives  us 
dence  that  its  earnings  and  cash  flow  are 
unable."  One  example:  Intrawest,  a  Canadi- 


M  V  ■ 

n        m 

ill 

kv     m 

^>  J 

an  ski-resort  operator  with  prime  locations  in 
British  Columbia  and  Colorado.  "The  ski  business 
is  a  tough  one  to  break  into,  and  these  guys 
are  pros  at  it,"  says  Zell.  "It  takes  a  long  time  to 
build  a  resort,  and  environmental  regulations 
are  onerous." 

Companies  with  good  niches  still  need  to  be 
attractively  priced.  So  Zell  zooms  in  on  price-to- 
cash-flow  ratios  as  a  check  on  value.  Interest 
rates  in  the  company's  home  country  also  come 
into  play.  The  higher  the  rates,  the  less  she'll  pay 
for  the  stock. 

Zell  has  20  analysts  scouring  the  globe  for 
companies  "that  don't  have  a  following  on  Wall 
Street."  Usually,  she  favors  small  stocks,  which 
she  says  are  currently  in  "the  sweet  spot  of 
the  market."  But  occasionally  she  will  buy  a 
larger  company  such  as  Nintendo.  "It's  hard  to 
find  good  companies  in  Japan,"  she  says.  "Nin- 
tendo has  a  huge  slug  of  cash  on  its  balance 
sheet  and  a  dominant  global  franchise  in  elec- 
tronic games." 


p  Datta 

ler/'c  Investors  Small  Cap  Value  Fund 

DATTA  USES  A  COMPUTER  TO  PICK  STOCKS 
Numeric  Investors  Small  Cap  Value 
1,  since  he  wants  to  be  able  to  choose  from 
jol  of  2,500  to  3,000  companies — and  do  it 

rst,  Datta  searches  for  companies  with  at- 
ive  valuations  and  positive  earnings  mo- 
urn. That  means  seeking  stocks  with  low 
-to-book  and  price-to-earnings  ratios.  But 
sesn't  demand  rock  bottom  p-e's  if  the  corn- 
has  good  growth  prospects.  And,  he  adds, 
*e  looking  for  a  short-term  catalyst  that  will 
'  the  stock  up  in  the  next  six  months."  That 
be  as  simple  as  the  company  beating  the 
Jigs  forecasts  of  Wall  Street  analysts.  One 
lple:  Fresh  Del  Monte  Produce,  which  has 


topped  estimates  in  each  of  the  past  five  quarters. 
Second,  Datta  employs  an  earnings-quality 
screen,  looking  for  companies  with  cash  flows  sig- 
nificantly above  their  earnings,  an  indication  that 
profits  come  from 
operations  and  not 
from  accounting 
tricks.  Since  in- 
vestors often  value 
companies  by  earn- 
ings and  not  cash 
flow,  the  profit  po- 
tential of  such  com- 
panies is  often  un- 
derappreciated. One 
such  company:  auto- 
parts  supplier  Arv- 
inMeritor.  Says  Dat- 
ta: "Cash  flow  at  the 
company  is  huge." 
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The  Economy 


Why  the  Optimists 
May  Be  Right 

The  recovery  is  in  better  shape  than 
the  CEOs  would  have  you  believe 


BY  JAMES  C.  COOPER 

AND 

KATHLEEN  MADIGAN 


All  year,  investors  and  corporate  chief- 
tains have  been  at  odds  with  econo- 
mists. The  former  don't  see  a  recov- 
ery and  don't  trust  the  future.  The 
economists  say  the  upturn  is  here, 
and  the  future  looks  good.  Who's 
right?  Federal  Reserve  Chairman 
Alan  Greenspan  has  his  money  on 
the  economists.  He  told  bankers  in 
Montreal  on  June  4  he  felt  that  the 
dichotomy  would  be  resolved  by  "the  business 
community  coming  closer  to  the  economists." 

Let's  hope  he's  right.  Investors  need  some 
good  news  on  the  economy  to  offset  a  multi- 
tude of  other  worries.  Corporate  profits  last 
year  suffered  one  of  their  severest  beatings  in 
the  postwar  era.  Now,  terrorism  and  other 
geopolitical  risks  are  also  roiling  the  markets, 
not  to  mention  ceo  arrests  and  various  govern- 
ment inquiries.  "The  post-Enron  uncertainty 
surrounding  corporate  financial  reporting  and 
the  tarnish  on  Corporate  America  have  raised 
perceived  risks  in  stocks,"  says  economist 
Richard  Berner  at  Morgan  Stanley. 

However,  while  investors  may  be  pessimistic, 
Berner  and  others  are  sticking  to  their  view  of  a 
lasting  recovery  and  a  profits  rebound.  Why? 
"Much  of  the  uncertainty  plaguing  the  financial 
markets  is  not  associated  with  the  underlying 
fundamentals  of  the  econo- 
my," says  Greg  Mount  of 
Bank  One  in  Chicago.  Busi- 
nessWeek's midyear  survey  of 
business  economists  shows 
that,  on  average,  the  fore- 
casters expect  real  gross  do- 
mestic product  to  grow  at  a 
healthy,  if  unspectacular,  3% 
annual  rate  during  the  sec- 
ond and  third  quarters,  with 
the  pace  picldng  up  to  3.5%  in 
the  first  half  of  2003  (table, 
page  112).  Inflation  will  re- 
main tame,  they  say,  and  the 
Fed  will  maintain  its  current, 
very  stimulative  policy  into 
late  summer  or  early  autumn. 


Economists  Foresee  a 
Healthy  Rebound  in  Profits 


AFTERTAX  BOOK  PROFITS 


A  PERCENT  CHANGE  FROM  A  YEAR  AGO 

Data:  Commerce  Dept .  Blue  Chip  Economic  Indicators 


To  be  sure,  economic  growth  will  not  re     p 
the  first  quarter's  5.6%  gallop  any  time 
Some  of  that  gain  resulted  from  a  post-Septei 
11  snapback  as  well  as  a  sharp  swing  in  inv 
ries,  and  some  was  borrowed  from  the  se 
quarter,  reflecting  stronger-than-usual  der 
during  an  exceptionally 
winter.  Those  factors  c 
slow  second-quarter  real 
growth  to  less  than  hall    ,. 
first  quarter's  pace. 

But  economic  fundame 
point  to  healthier  growl 
the  second  half — a  pros 
investors  appear  to  be  ( 
looking.  "The  market 
placed  scant  attentior 
compensating  positive  d 
opments,  such  as  renewe< 
growth,  strong  product 
gains,  a  weaker  currencA 
cal  stimulus,  and  firmin| 
port  demand,"  says  Ric 
DeKaser   of  National 
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>■   in  Cleveland.  Moreover,  the  Fed's  post- 

mber  11  rate  cuts,  totaling  175  basis  points, 

8  Inly  now  beginning  to  work  through  the 

11  my.  These  pluses  will  keep  consumer  de- 

*  growing  and  generate  the  profits  needed  to 

i  bapital  spending  and  inventory  rebuilding. 

estors  and  economists  are  most  sharply 

:  'd  about  the  outlook  for  profits.  Investors 

-  iking  their  cues  from  dour  CEOs,  and  in 

1  irrent  climate,  corporate  execs  have  every 

n  to  be  conservative.  "The  risk-reward 

•off  is  such  that  being  wrong  on  the  con- 

tive  side  will  pay  major  dividends  to  the 

price,  while  being  wrong  on  the  optimistic 

ivill  be  greatly  penalized,"  says  Joel  L. 

f  of  Naroff  Economic  Advisors.  Plus,  as 

span  noted  in  Montreal,  the  lack  of  pricing 

'  means  the  recovery  is  not  yet  painting  the 

nt  profits  picture  that  ceos  like  to  see. 

i  economists'  optimism  on  profits  stems 

exceptional  productivity  and  restraint  on 

lesult:  the  steepest  two-quarter  drop  in 

ibor  costs  in  two  decades.  That's  why  prof- 

*gins  are  widening  though  pricing  power  is 


constrained.  So  even  in  a  mild  recovery,  any 
growth  in  top-line  revenues  will  head  straight  to 
the  bottom  line. 

Already,  the  trend  can  be  seen  in  the  data. 
The  Commerce  Dept.'s  economywide  measure  of 
operating  profits  posted  gains  from  the  previ- 
ous quarter  in  both  the  fourth  and  first  quarters. 
And  economists  expect  solid  gains  from  a  year 
ago  by  yearend  (chart).  Notes  Bruce  Steinberg  at 
Merrill  Lynch:  "Operating  earnings  per  share 
for  the  Standard  and  Poor's  500-stock  index  in 
the  first  quarter  were  up  about  2%  from  a  year 
ago,  the  first  positive  reading  in  a  year  and  a 
half."  He  also  points  out  that  s&p  profit  mar- 
gins widened  sharply  last  quarter. 

Economists  are  cautiously  optimistic  about  fu- 
ture capital  spending,  as  more  profits  are  likely 
to  spur  it.  Forward-looking  indicators  are  al- 
ready improving:  First-quarter  outlays  for  in- 
formation-processing equipment  posted  their  first 
rise  in  a  year.  April  orders  for  nondefense  capital 
goods,  excluding  aircraft,  jumped  sharply.  And  in 
May,  output  of  both  computers  and  semiconduc- 
tors rose  by  double-digit  rates  compared  with 
their  year-ago  levels. 

But  the  capital-spending  recovery  will  not 
have  the  vitality  of  the  late-1990s  boom  be- 
cause of  current  low  factory  operating  rates, 
the  capacity  glut  in  telecom,  and  weak  executive 
confidence.  "If  ceos  are  benchmarking  them- 
selves against  the  profit  levels  of  a  few  years 
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As  companies  continue  to  squeeze  more 
productivity  out  of  their  workers  and  cut 
costs,  the  jobless  rate  isn't  likely  to  fall-so 
the  Fed  probably  won't  lift  rates 


back,  then  they  may  feel  that  business  is  still 
rather  poor,  and  that  could  damp  what  would 
otherwise  be  a  healthy  pickup  in  capital  spend- 
ing," says  Kevin  Logan  of  Dresdner  Kleinwort 
Wasserstein. 

Financing  problems  won't  hold  back  capital 
spending.  By  the  first  quarter,  cash  flow  of  non- 
financial  corporations  had  recovered  all  of  200 l's 
losses,  with  help  from  the  government's  new 
accelerated-depreciation  allowances.  Internally 
generated  funds  now  cover  nearly  90%  of  out- 
lays for  capital  projects  and  inventories,  up  dra- 
matically from  last  year.  Also,  sources  of  funds 
outside  of  the  equity  market  are  starting  to 
open  up.  In  contrast  to  stock  investors,  bond 
investors  actually  see  less  risk  in  lending  to 
corporations,  as  shown  by  the  smaller  premi- 
um that  corporations  must  pay  on  their  bonds 
over  riskless  U.  S.  Treasuries.  Even  for  the  riski- 
est loans,  "quality  spreads  in  high-yield  bonds, 
excluding  telecom,  have  fallen,  reflecting  the  im- 
proving economic  outlook,"  says  John  E.  Silvia  of 
Wachovia  Bank  in  Charlotte. 

Financial  conditions  will  continue  to  ease  the 
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in  the  long  run.  "History  demon! 

big  winners  overall  will  be  waga 

therein  lies  the  most  durable  suppl 

'xpansion,"  says  Robert  V.  DiClemJ 

ilomon   Smith   Barney/Citicorp.  1 

Productivity  keeps  inflation  taj 
■    even  smaller  gains  in  pay  yid 

creased  buying  power. 

Household  income  gains,  an  ; 
'    modative  Fed,  and  signs  of  a 
covery  make  it  easy  for  econom 
rustic  about  the  outlook.  Their  h 
r  is  to  convince  investors  and  CEq 
right. 

With  James  Mehring  in  Neil 
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rates — and  economists  kee 
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BusinessWeek's  Midyear  Economic  Forecast  Survey  for  2002-03 

(ANNUAL  RATE) 
NAME 

(ANNUAL  RATE)                              (ENI 
FIRM 

PERCENT  CHAN6E  IN  REAL  GDP          PERI 
)  OF  QUARTER)           FIRST  FED 

2002                           2003 

ENT  CHANGE  IN  CPIFED  FUNDS  RATE 

2002         2003             2002      2003 
II             II                  IV             II 

MONT 
FUN0S 

II 

in 

IV 

i 

II 

WAYNE  ANGELL 

Angell  Economics 

3.2 

3.2 

3.5 

3.7 

4.0 

2.4       1.2 

1.75 

2.25 

Feb.: 

RICHARD  BERNER 

Morgan  Stanley 

2.6 

4.1 

4.3 

3.8 

3.9 

2.7       3.0 

2.75 

4.00 

Sept. 

DAVID  W.  BERSON 

Fannie  Mae 

3.1 

3.5 

3.5 

4.1 

4.1 

2.3       2.2 

3.00 

4.25 

Aug. 

RICHARD  DEKASER 

National  City 

2.6 

1.5 

2.6 

3.1 

2.5 

2.7       2.4 

3.00 

3.75 

Aug. 

ROBERT  V.DICLEMENTE 

Salomon  Smith  Barney/Citigroup 

2.7 

3.7 

4.0 

4.0 

3.7 

1.9       1.8 

2.25 

3.50 

Nov. ; 

WILLIAM  DUNKELBERG 

Natl.  Fed.  of  Indep.  Business 

4.0 

2.5 

2.8 

3.0 

3.0 

3.0       3.0 

2.25 

2.75 

Aug. 

GAIL  FOSLER 

The  Conference  Board 

2.0 

2.8 

2.9 

4.2 

4.7 

2.5       2.9 

2.60 

3.00 

Aug. 

ETHAN  HARRIS 

Lehman  Brothers 

2.5 

3.0 

4.0 

4.0 

3.5 

1.6       2.7 

2.50 

3.50 

Sept. 

MAURY  HARRIS 

UBS  Warburg 

3.0 

3.2 

3.5 

3.5 

3.5 

2.0       2.5 

2.00 

3.25 

Nov. ; 

KEVIN  LOGAN 

Dresdner  Kleinwort  Wasserstein 

3.7 

3.6 

3.2 

2.8 

3.3 

1.5       2.1 

2.75 

3.50 

Aug. 

JOHN  LONSKI 

Moody's  Credit  Trends 

3.5 

2.8 

3.8 

3.5 

3.8 

3.7       2.5 

2.50 

3.50 

Sept. 

CHRISTOPHER  LOW 

FTN  Financial 

3.0 

2.5 

3.5 

4.0 

4.5 

2.2       2.0 

1.75 

3.00 

Jan.  "i 

KEN  MAYLAND 

ClearView  Economics 

3.2 

3.6 

4.3 

4.1 

3.3 

3.0       2.8 

2.50 

3.50 

Sept. 

GREG  MOUNT 

Bank  One 

3.1 

3.9 

4.5 

3.2 

3.5 

2.1       2.3 

3.75 

4.25 

Aug. 

JOEL  L.  NAROFF 

Naroff  Economic  Advisors 

4.2 

3.9 

2.9 

3.4 

2.7 

2.5       2.4 

3.50 

4.75 

Aug. 

MICHAEL  P.  NIEMIRA 

Bank  of  Tokyo-Mitsubishi 

1.9 

2.8 

3.8 

3.0 

3.3 

2.7       2.9 

2.50 

3.25 

Aug. 

JAMES  PAULSEN 

Wells  Capital  Management 

2.8 

1.0 

2.0 

2.5 

3.5 

0.5       1.5 

1.75 

1.75 

Aug. 

JOHN  POPE 

Investment  Economics 

2.2 

2.4 

2.6 

2.3 

2.2 

3.0       3.0 

1.75 

2.00 

Apr.  2 

DAVID  RESLER 

Nomura  Securities  Intl. 

2.6 

3.9 

3.1 

2.9 

3.5 

2.5       2.1 

2.25 

3.00 

Nov.; 

RICHARD  D.  RIPPE 

Prudential  Securities 

2.7 

3.9 

4.3 

4.2 

4.0 

2.6       2.5 

2.75 

3.50 

Aug. 

JOHN  E.  SILVIA 

Wachovia 

3.3 

3.0 

3.9 

3.9 

4.7 

2.8       3.2 

2.50 

3.50 

Sept. 

ALLEN  SINAI 

Decision  Economics 

2.8 

2.5 

3.3 

4.0 

3.2 

2.1       2.5 

2.25 

2.75 

Sept. 

BRUCE  STEINBERG 

Merrill  Lynch 

4.0 

4.5 

4.5 

4.1 

4.2 

1.0       1.6 

2.75 

3.50 

Aug. 

STEVEN  WOOD 

Financial  Oxygen 

3.0 

2.6 

2.8 

3.2 

2.9 

2.4       2.5 

2.50 

4.00 

Sept. 

DAVID  WYSS 

Standard  &  Poor's 

3.8 

2.9 

5.0 

5.0 

4.6 

3.1       2.9 

2.50 

3.50 

Sept. 

RICHARD  YAMARONE 

Argus  Research 

3.1 

2.3 

2.7 

2.3 

1.9 

3.5       4.0 

3.00 

4.25 

Aug. 

MARK  ZANDI 

Economy.com 

2.7 

2.4 

3.0 

4.0 

4.4 

2.5       2.3 

2.50 

3.75 

Sept.  J  j 

CONSENSUS 

3.0%  3.0% 

3.5% 

>  3.5  ^  3.6  ^ 

2.4%    2.5% 

2.5% 

3.4% 

sept.;! 
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\\  It's  my  job  to  be  an  excellent  judge  of 
character... to  determine  when  someone 
is  telling  the  truth  and  when  they're 
committing  insurance  fraud.  Of  course, 
most  people  are  honest,  but  the  ones 
that  aren't  cost  businesses  and  workers 
$25  billion  a  year.  That's  why  I'm  available 
at  a  moment's  notice  to  throw  my  gear 
in  the  trunk  and  discover  the  truth. 
I  talk  to  witnesses,  follow  tire  tracks 
down  muddy  roads... whatever  it  takes 
to  make  sure  the  good  guys,  and  the  bad 
ones,  get  exactly  what  they  deserve.  // 


ITS  I 


Consider  forming  an  in-house  safety  team  in  order  to  evaluate  and  record 
accidents  as  they  happen.  Rlso,  report  accidents  immediately  to  insure  accuracy. 


Liberty 
Mutual 
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Mapping 

The 

Minefield 

Since  the  first  stock  market  opened,  one  question 
has  always  been  foremost  in  investors'  minds: 
How  can  I  make  money?  That,  of  course,  was  a 
cinch  during  the  most  recent,  two-decade-long 
bull  market.  Simply  tossing  money  into  an  in- 
dex fund  was  sufficient  to  net  investors  huge 
gains.  No  longer.  In  today's  choppy  markets, 
picking  the  right  stocks  is  imperative. 
BusinessWeek  has  put  together  a  map  to  help  you  steer 
through  the  market's  minefields  to  those  companies  with 
potential  for  gains.  A  few  stocks  in  the  technology,  health- 
care, specialty  retail,  financial  services,  and  energy  sectors 
pass  muster,  as  do  some  foreign  companies  and  U.S.- 
based  multinationals.  Time  and  again,  we  look  for  uncom- 
plicated companies  with  strong  balance  sheets  that  sell  for 
less  than  their  peers — and  mutual  funds  run  by  managers 
who  choose  similar  stocks — as  the  most  promising  way  to 
come  out  ahead. 


TECHNOLOGY 

There  are  pockets  of 
opportunity  for  the  brave 


BY  GEOFFREY  SMITH 

Thinking  about  trying  to  pic 
some  bargain  tech  stocks  be< 
the  Nasdaq  has  dropped  23<% 
year?  Don't  kid  yourself.  Most 
shares  are  still  expensive, 
times  Wall  Street's  estimated  ean 
over  the  next  12  months — and  ths 
sumes  profits  don't  fall  more  than 
already  have.  Plus,  corporate 
spending — the  lifeblood  of  the  sec 
is  still  in  the  tank  going  into  the  s« 
half.  "It's  just  patently  obvious 
there  are  not  a  lot  of  earnings  to 
port  these  [stocks],"  says  Scott  E 
who  manages  $1.6  billion  at  D 
Management  in  Boston.  "You've  g 
take  a  leap  of  faith  to  buy  them." 
That's  not  stopping  investors 
jumping  in.  Some  money  manager 
playing  it  safe  by  owning  only 
healthiest  of  the  tech  elite,  inch 
Microsoft  and  Dell  Computer.  Oi 
are  buying  companies  that  are  fii 
wavs    to    boost    sales,    such    as 
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Taiwan  Semiconductor  Manu- 
Some  value  managers  are 

the  dregs  for  bargains,  taking  a 
e  on  such  beaten-up  companies  as 
ced  Micro  Devices  and  3Com. 

Rendino,  who  manages  $13  bil- 
n  value  funds  for  Merrill  Lynch, 
ares  today's  tech  malaise  to  the 
ng  crisis  of  the  late  1980s  and  ear- 
90s,  when  Citigroup  traded  at  a 
adjusted  price  of  less  than  $2  a 
He  thinks  AMD,  under  selling 
iure  because  of  a  revenue  short- 
s  such  a  bargain.  At  $9.60,  AMD 
s  are  down  about  80%  from  their 


bull-market  high  and  trade  close  to  book 
value.  Rendino  bets  the  company's  new 
64-bit  processor  for  PCs  expected  later 
this  year  or  in  early  2003  will  allow  it  to 
grab  some  market  share  from  arch-rival 
Intel.  "When  it  does,  our  price  target 
for  the  stock  is  $20  a  share,"  says 
Rendino. 

Other  parts  of  the  semiconductor  in- 
dustry are  starting  to  recover,  and 
some  experts  think  it's  one  of  the  best 
industries  in  which  to  invest.  One  such 
play  is  Taiwan  Semiconductor,  which 
makes  chips  for  numerous  consumer 
and  industrial  markets.  The  company 
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COMMENTS 

Chipmaker's  new  64-bit  processor  could  be 
worth  a  double  in  the  stock 

The  video-game  maker  benefits  from  the 
popular  Xbox  and  GameCube 

Recovery  under  way  at  this  tiny  supplier  of 
packaging  for  chips 

Healthy  balance  sheet  gives  it  an  edge  over 
debt-laden  rivals 

Makes  chips  for  hot  products  such  as  DVD 
players  and  digital  cameras 


14  **  Based  on  estimated  2002  earnings  tFiscal  year  ends  Mar..  2003  Data:  BusinessWeek.  Bloomberg  Financial  Markets 


Nothing  seems  to  dampen 
demand  for  video  games- 
and  recent  price  cuts  on 
consoles  will  only  add  to  it 


has  been  gaining  business  as  cost-con- 
scious U.  S.  companies  outsource  their 
chip  manufacturing  to  foreign  suppli- 
ers, according  to  Gail  Seneca,  manager 
of  Phoenix-Seneca  Growth  Fund.  At  a 
recent  price  of  $14  on  the  Big  Board,  it 
sold  at  38  times  estimated  2002  profits. 
But  Seneca  says  the  multiple  is  only 
18.5  based  on  her  estimated  profits  in 
2003,  and  her  estimates  "have  only 
been  going  up." 

Another  play  in  chips  is  Peak  Inter- 
national in  Fremont,  Calif.  This  tiny 
company  supplies  Asian  chipmakers 
with  packaging  equipment.  Revenues 
plummeted  in  its  fiscal  year  ended  Mar. 
31,  to  $45  million  from  $86  million, 
following  the  chip  industry's  swoon. 
But  Delphi  Management's  Black,  a 
veteran  value  investor,  says  its  order 
rates  are  improving  as  business  picks 
up  at  Asian  chip  companies.  At  $7.21  a 
share,  it's  one  of  only  a  handful  of  tech 
stocks  so  cheap  that,  like  AMD,  it  trades 
at  book  value. 

The  networking  sector  has  been 
among  the  hardest  hit. 
But  strong  balance 
sheets  are  key, 
says  Mark  Dono- 
van, co-chief  of  eq- 
uity strategy  at 
Boston  Partners  Asset 
Management.  That's  why  he  owns 
3Com.  Sales  were  down  50%  over  the 
past  nine  months,  and  the  company  has 
steep  losses.  But  at  a  recent  price  of 
$4.85  a  share,  3Com  trades  close  to  the 
$4  a  share  in  net  cash  it  has  on  the 
books.  "We're  less  willing  to  go  out  on 
the  risk  curve  on  a  company  like  [heav- 
ily indebted]  Nortel  Networks  when 
3Com  has  the  stronger  balance  sheet," 
Donovan  says. 

Throughout  the  tech  downturn,  con- 
sumers have  continued  to  buy  digital 
cameras  and  dvd  players  at  a  healthy 
clip,  and  sales  are  expected  to  remain 
robust.  That's  why  Christopher  Ely,  a 
manager  of  small-cap  stocks  at  Loomis 
Sayles,  likes  Zoran,  which  makes  chips 
for  those  products.  Sales  climbed  59%  in 
the  first  quarter,  to  $31  million,  and 
Wall  Street  forecasts  a  138%  earnings 
jump  for  this  year.  Ely  believes  Zoran's 
valuation  of  32  times  estimated  2002 
profits  is  reasonable  since  he  expects 
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earnings  to  rise  50%  more  next  year. 
Following  the  hot  consumer-technolo- 
gy products,  Ely  is  also  investing  in 
gamemaker  Electronic  Arts.  He  expects 
the  company  to  see  a  surge  in  video- 
game sales  extended  into  2003,  fueled  in 
pail  by  recent  price  cuts  in  video-game 
consoles.  At  a  recent  price  of  $62.31  a 
share,   Electronic  Arts  traded  at  35 


HEALTH  CARE 


times  Wall  Street's  estimated  profits  of 
$1.73  a  share  for  the  fiscal  year  ending 
next  March.  But  Ely  thinks  profits  could 
grow  30%  next  year.      v 

Many  investors  aren't  willing  to  make 
such  long-range  forecasts  the  basis  of 
then-  tech  bets.  Instead,  they're  watch- 
ing for  a  pickup  in  corporate  tech  spend- 
ing. "I  don't  think  earnings  prospects 


for  technology  are  well  enough  de 
to  sustain  a  rally  now.  but  in 
months,  that  could  change,"  sa\ 
Floyd,  a  senior  analyst  at  Leu^ 
Group,  a  Minneapolis  stock  marke 
searcher.  In  the  meantime,  invel 
should  reject  the  notion  that  tech  s|| 
will  ever  again  perform  as  thev 
the  1990s. 


In  a  turnabout,  now  it's  hospitals  and  HMOs  that  look  robust 


BY  AMY  BARRETT 


P 


product  companies  out.  Service  com- 
Ipanies  in.  That's  the  prescription 
'for  health-care  investing  these 
days.  It  also  reverses  a  long-term 
trend.  Until  recently,  stocks  of 
biotech,  drug,  and  medical-device  com- 
panies sold  like  crazy,  reflecting  patient 
demand  for  the  latest  treatments,  no 
matter  how  costly.  That  was  bad  news 
for  hospitals  and  insurers — investors 
shunned  those  stocks.  Now.  hmos  and 
hospitals  are  on  the  rebound,  sticking 
double-digit  price  increases  to  then-  cus- 
tomers, many  of  them  large  companies 
that  offer  their  staff  medical  insurance. 
Meantime,  pharmaceutical  and  biotech 
product  pipelines  are  drying  up,  making 
blockbuster  treatments  less  likely  any- 
time soon.  Aside  from  a  few  out-of-favor 
but  promising  drug  stocks,  "the  services 
stocks  will  continue  to  outperform 
product-based  companies,"  says 
Jon  M.  Fisher,  head  of  equity 
research  at  Fifth  Third  Bank 
in  Cincinnati.  Demographics 
support  that  trend.  Norman  M. 
Fidel,  health-care  portfolio  manager 
at  Alliance  Capital  Management,  says  an 
aging  population  should  drive  hospital 
admissions  as  insurance  reimbursement 
rates  rise — in  some  cases  by  nearly  10%. 

Fidel  likes  rural  hos- 
pital operator  Health 
Management     Associ- 
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ates,  based  in  Naples, 
Fla.  Alliance  held  al- 
most 30  million  shares 
of  hma  as  of  Mar.  31. 
It  has  a  reputation  for 
quality  care  and  a  low 
debt-to-capital  ratio. 
The  company  could 
benefit  from  efforts  in 
Congress  to  boost 
Medicare  reimburse- 
ment for  rural  hospi- 
tals. Analysts  say  the 
stock  is  relatively 
cheap  at  a  price-eam- 
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ings  ratio  of  18.6  based 
on  expected  2003  earn- 
ings. "The  fundamen- 
tals [for  hospitals]  are 
the  best  in  15  to  20 
years,"  says  Fidel. 

Managed-care  com- 
panies and  insurers 
also  have  the  wind  at 
their  backs.  Fifth 
Third's  Fisher  likes  An- 
them, a  BlueCross 
BlueShield  operator 
that  recently  went  pub- 
lic. He  figures  the  com- 
pany can  boost  margins 
and  make  some 
acquisitions.  He  also 
sees  Anthem  as  cheap 
at  about  16  times  pro- 
jected 2003  earnings. 
He  figures  its  p-e  should  be  least  18. 

There  are  also  ways  to  profit 
from  big  drugmakers'  pain. 
According  to  sg  Cowen  Se- 
curities, from  2002  to  2005, 
drugs  with  $30  billion  in  U.S. 
sales  will  lose  patent  protec- 
tion or  other  forms  of  market 
exclusivity — great  news  for  generic 
drugmakers. 

Jon  D.  Stephenson,  an  analyst  at 
State  Street  Research  &  Management, 

Health  Stocks  in  the  Pink 
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An  ex-BlueCross/BlueShield  company 
that  could  earn  better  margins 

New  generics,  including  oral 
contraceptives,  could  drive  the  stock 

Has  a  fast-growing  hemophilia 
product 

A  rural  hospital  chain  benefiting- 
trom  higher  Medicare  reimbursements 

"Based  on  estimated  2002  earnings 
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likes    generic    ci 
maker  Barr  Label 
ries.  The  company 
focused   on   pro^ 
that  attract  fewt 
vals.    For    exail 
oral      contracep] 
haven't    lured 
generic    players  | 
cause  it's  diffici 
obtain  the  raw  ml 
als  and  manufad 
the  pills.  But  by 
30,  the  end  of  its] 
year,  Barr  expec 
offer  nine  oral  cc 
ceptives.    The 
trades    at    14      i 
2003    earnings 
mates — vs.  aboi 
for  the  industr 
cibc    World    Markets    analyst 
Wilbur  believes  Barr's  2003  p-e  h 
be  about  25. 

Of  course,  some  branded  drugs| 
tinue  to  grow  at  a  healthy  clip, 
daily  biotech-based  drugs  which,  foil 
ulatory  and  manufacturing  reasons,  | 
attracted  few  generic  competitors, 
ical-products  company  Baxter  Intj 
tional  is  on  a  tear  thanks  to  a  pr« 
for  hemophiliacs  called  Recombij 
Merrill  Lynch  analyst  Daniel  T  Ler 
thinks  it  will  prd] 
some  409c  of  Bs 
earnings  growth 
the    next    few 
Although        ean| 
growth    will    hit  I 
high  teens  in  that  f 
od,  Baxter's  p-e 
based  on  2003  pr 
ed  earnings,  is  ji 
Lemaitre     thinP 
should  be  well  ovtj 
"This  a  product] 
will     transform 
company."  he  ar| 
And  possibly  the 
folios  of  some  s| 
investors. 
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KNOW  YOU  WANT  TO  HEAR  ABOUT  OUR  LATEST  GENE  SEQUENCING 
[AGILITIES  AND  NEWEST  CYTOPLASMIC  REPLACEMENT  TECHNOLOGY. 

BUT  DOLLY  INSISTS  ON  TOP  BILLING. 


was  the 
|       cloned  from 
ell,  refuting 

belief 
■om  adult 
fe  could  not 
i  regenerate 

the 
lists 
i  the 
ques  pioneered 
1  to  clone 
ep,  mice 
and  pigs 

ame  to  life 

1 1996  near 

vith  a 

Tom 

I       .' and  his 

I  H  the 

^^mtute  and 

^^mpeutics 


Dolly  the  Sheep  was  born  in  Scotland,  but  her  fame  is  international.  And  she's  just  one  example  of  Scotland's  thriving  and 
ventive  biotech  industry. 

Scotland  currently  produces  over  30  percent  of  the  United  Kingdom's  postgraduates  in  genetics.  It's  the  reason  we  have 
ne  of  the  largest  biotechnology  communities,  as  well  as  the  largest  concentration  of  pharmaceutical  support  organisations, 
i  Europe.  A  list  that  includes  companies  such  as  Quintiles,  BioReliance,  Q-One  Biotech  and  Inveresk  Research. 
Scottish  Development  International  is  a  government-funded  organisation  that  has  a  network  of  offices  around  the  world  that 
3n  help  your  biotech  business  tap  into  Scotland's  key  strengths  in  knowledge,  high-level  skills,  technology  and  innovation. 

Global  companies  are  always  looking  for  ways  to  gain  a 
competitive  advantage.  Scottish  Development  International  will 
help  you  find  that  expertise  in  Scotland.  Find  out  more  about 
bringing  your  business  to  Scotland.  Or  Scotland  to  your  business. 


■Si: 


Visit  www.scottishdevelopmentinternational.org  for  more  information. 
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FN  FR  n  Y Because  °f the  Enron  E^ect»  s°me  Qas  and 

LI    L II U      electric  companies  have  become  bargains 


BY  CHRISTOPHER  PALMERI 

When  the  world  is  in  turmoil,  in- 
vestors often  retreat  to  Big  Oil 
stocks.  But  with  crude  prices — 
inflated  by  war  fears — rising 
about  25%  this  year,  to  $25  a 
barrel,  fast-growing  natural  gas  pro- 
ducers and  electric  utilities  caught  in 
the  post-Enron  downdraft  may  be  safer 
plays  right  now. 

U.S.  demand  for  natural  gas  has  been 
growing,  thanks  to  a  surge  in  power- 
plant  construction.  But  supply  has  been 
lagging.  That*s  why  Devon  Energy  in 
Oklahoma  City,  which  has  been  buying 
up  exploration  and  produc- 
tion companies,  is  the  top 
pick   of   Richard    Giesen, 
manager  of  the  $134  million 
Munder  Power  Plus  Fund. 
If  natural  gas  prices — 
now  at  $3.30  per  1,000  cu- 
bic feet — remain  strong, 
Devon  could  be  a  big  win- 
ner. Some  70%  of  its  pro- 
duction is  natural  gas,  and 
growth  in  that  area  is  ex- 
pected to  proceed  at  4fr  to 
5%   a  year  for  the  fore- 
seeable   future.    In    the 
meantime,  the  purchases  of 
such  companies  as  Mitchell 
Energy    &    Development 
and  Anderson  Exploration 
have    extended    Devon's 
debt  to  about  60%  of  capi- 


tal. As  a  result,  Devon  trades  at  about 
five  times  cash  flow.  vs.  six  for  rival 
outfits.  The  company  is  reducing  debt  by 
selling  noncore  properties  in  such  places 
as  Indonesia  and  Argentina. 

Another  attractive  stock  is  EnCana, 
a  Calgary-based  company  formed  earli- 
er this  year  through  the  combination 
of  PanCanadian  Energy  and  Alberta 
Energy.  Robert  Shearer,  manager  of 
the  $119  million  Merrill  Lynch  Natural 
Resources  Fund,  says  EnCana  has 
some  of  the  strongest  projected  pro- 
duction growth  in  the  industry  but 
trades  at  the  same  cash  flow  multiple  as 
slower-growing  U.S.  peers. 


Drilling  for  Returns 
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Restructuring  has  created  a  more 
focused  exploration  company 

Aggressive  natural  gas  producer 
has  sold  assets  to  reduce  debt 

Newly  formed  Canadian  company 
with  growing  oil  and  gas  interests 

Midsize  utility  expanding  its 
U.S.  power  plant  portfolio 

Utility  has  been  reducing  debt  to 
shore  up  its  global  business 


"Based  on  estimated  2002  earnings 
Data:  BusinessWeek,  Bloomberg  Financial  Markets 


Among  the  company's  most  p 
ing  projects  is  the  Deep  Panuk 
off  the  coast  of  Nova  Scotia.  En' 
sinking  about  $1.1  billion  into  thi 
which  contains  an  estimated  one 
cubic  feet  of  natural  gas.  It  wi 
supplying   Northeastern   mark 
2005.  Thanks  to  Deep  Panuke 
er  projects,  Shearer  figures  E 
will  see  12%  per  year  productio: 
over  the  next  three  years. 

Concern  about  Enron-like  melt 
has  knocked  down  share  prices  o 
conservatively  run  electric  and  g 
tributors,  says  Eaton  Vance  I 
Fund  manager  Judith  Saryan 
her   top   holdings   are   TXU   an 
Group.  Dallas-based  TXU — with  $. 
lion  in  sales  and  about  11  millio 
trie  and  gas  customers  in  the 
Europe,  and  Australia — has  bee 
ing  assets  to  reduce  its  debt.  I 
panding  its  electricity  busines 
such  newiy  opened  markets  as 
and  Germany,  it  expects  earnir 
grow  about  10%  a  year  for  the 
few  years. 

Juno  Beach  (Fla.)-based  FPL 
is  a  smaller  operation,  best  kno- 
the  parent  of  Florida  Power  and 
Like  TXU,  it  has  been  moving  int 
markets  outside  of  its  traditional 
tory.  FPL  recently  announced  ph 
take  a  majority  stake  in  the  Sea 
nuclear  power  plant  in  New  Ham 
and  said  it  was  on  track  to  int 
earnings  7%  a  year  through  2005 
One  member  of  the  Big  Oil  frs 
ty  that  could  do  well  even  if  oil 
decline  is  Amerada  Hess.  Since  1 
the  reins  at  this  $13  billion  oil 
ration  and  refining  company  in 
from  his  father,  Leon  Hess,  CEO 
Hess  has  made  a  strong  effort  to 
returns.  He  sold  a  half-interest  : 
company's  massive 
Islands    refinery, 
doubled  the  number 
stations  it   owns   o: 
East  Coast,  and  ace 
Triton  Energy,  an  c 
ration      company 
promising  discovert 
the  West  African  coa 
three  times  this  yeai 
ticipated  cash  flow,  it 
much    cheaper    tha 
peers,  according  to  It 
Gillon.  an  oil  compar 
alyst  at  John  S.  Her 
"With  both  the  glol 
business  and  the  U.  S 
trie    market    in    tu: 
energy  stocks  are  lik 
be  volatile.  But  there 
opportunity. 
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ECIALTY 


ect  group  of  niche 
iers  is  looking  spiffy 


i  >BERT  BERNER 

1  mention,  bargain  stock  shoppers. 
n(.efore  you  give  up  completely  on 
iae  sagging  retail  sector,  take 
ffpme  time  to  poke  through  the 
>  acks  in  a  few  specialty  clothing 
eri  At  a  time  when  the  big  chains 
Bklready  exhausted  the  pop  they 
sv  get  early  in  a  recovery,  the 
i  guys  are  outperforming  them. 
it i  no  big  mystery  why:  Discre- 
ie^  spending,  which  the  specialty 
depends  on  far  more  than  big 
ido,  tends  to  catch  fire  late  in  a 
o'lry.  As  a  result,  the  Standard  & 
I  i  specialty-apparel  index  is  up 
it  pr  the  year,  while  the  s&p's  broad 
il  Index  is  down  5.2%. 

Ht)YF  ^'s  imPortant  to  be 

selective.  The  sec- 
tor, like  its  under- 
lying business,  is 
volatile.  But  the 
best  niche  players 
should  continue  to  do 
Ispecially  the  smaller  companies. 
;[e  benefiting  from  the  woes  of 
r  ip,  the  largest  of  the  specialty 
( s.  Its  comparable-store  sales  have 
o  *d  for  25  straight  months,  allow- 
;  and-coming  players  to  steal  mar- 
lare.  Besides,  a  modest  improve- 
:  n  dollar  sales  at  a  small  company 
roduce  a  bigger  earnings  jump 
i  icentage  terms  than  it  can  for 
j  players. 

It's  why  institutional  investors 
bercrombie  &  Fitch  as  a  strong 
?rm  play,  even  though  its  share 
has  bounced  around  wildly  be- 
i  $46  and  $8  in  the  past  two 
It's  now  trading  at  $25.50.  Even 
ales  down  at  stores  that  have 
•pen  at  least  a  year,  Abercrom- 
3cal  first-quarter  profits  rose  13%, 
to  tight  inventory  and  expense 
Is.  With  that  discipline,  Dreyfus 
t  Elaine  Rees  expects  pleasant 
ses  from  Abercrombie's  earnings 
immer  as  teens  start  loading  up 
(  company's  popular  surfer-style 
year.  "When  the  sales  turn,  there 


STMENT 


UIDE 


Bargains  on  the  Specialty  Racks 

COMMENT 

Tighter  expense  controls  make  upside  earnings 
surprises  likely 

The  teen  retailer  is  veering  back  to  the  peasant 
styles  that  made  it  a  hit  before 

Earnings  are  growing  faster  than  at  most  of 
its  rivals 

Originally  a  mail-order  business,  it's  successfully 
opening  stores 

Sales  are  rebounding  after  the  classic  clothing 
chain  bet  too  much  on  suits 

'June  14  "Estimated  earnings,  fiscal  year  ending  Jan.,  2003  ""Calendar  year  Data:  BusinessWeek,  Bloomberg  Financial  Mkts. 


COMPANY/SYMBOL 

PRICE* 

P/E" 

ABERCROMBIE 

$25.50 

14 

&  FITCH  ANF 

AMERICAN  EAGLE 

21.18 

14 

OUTFITTERS  AEOS 

CHICO'S  FAS 

39.18 

28 

CHS 

J.  JILL*** 

35.10 

26 

JILL 

TALBOTS 

37.40 

18 

TLB 

BusinessWeek  /  July  1,  2002  119 


UNISYS 

presents 


Bill  Maurer 

is  a  Vice  President  and 
Research  Director  in  the 
Strategic  Sourcing  Group 
at  Stamford,  Conn., 
based  Gartner,  one  of 
the  world's  leading  IT 
research  consultancies. 
He  specializes  in  studying 
IT  outsourcing  issues 
as  they  pertain  to  the 
enterprise.  We  asked 
Mr.  Maurer  to  explain  the 
new  distributed  IT  infra- 
structure model  and  the 
benefits  it  offers  to  today's 
business  enterprises. 


For  more  information,  call 
1-800-874-8647x263 
or  visit 
www.unisys.com/outsourcing 


Imagine  it.  Done. 


Ask 


THE 


Experts 


Topic:  DISTRIBUTED  IT 
INFRASTRUCTURE 
Q.  What  is  a  distributed  IT 
infrastructure,  and  why  is  it 
important  to  the  enterprise? 
Gartner  defines  a  "distributed 
computing  infrastructure"  as 
being  comprised  of  desktop 
computers,  servers,  the  underly- 
ing network  infrastructure,  and 
the  processes  and  organization 
that  support  this  environment. 
This  support  environment  gen- 
erally includes  such  items  as 
help  desk,  mobile,  desk  side 
support  services,  remote  server 
support  services,  IT  asset  man- 
agement, backup  and  recovery 
processes,  hardware  standards 
establishment,  and  many  other 
related  functions.  The  impor- 
tance of  this  set  of  services 
should  be  clear  from  the  fact  that 
it  touches  all  phases  of  enter- 
prise operational  activity. 

Q.  What  are  the  options  an 
enterprise  faces  in  outsourcing 
its  IT  infrastructure? 

As  enterprises  become  more 
dependent  on  outsourcers,  they 
face  the  decision  to  build  a 
sourcing  strategy  around  a  sin- 
gle, external  source  or  multiple 
integrated  sources.  The  decision 
can  profoundly  affect  the  enter- 
prise's operational  capabilities, 
yet  is  often  made  without  rec- 
ognizing the  internal  factors  dri- 
ving the  decision.  For  instance, 
a  single-source  approach  can 
work  well  for  enterprises  that 
can  manage  a  single,  complex 
contract,  but  that  lack  the  capa- 


bility to  manage  and  integrate 
multiple  suppliers.  On  the  other 
hand,  as  an  enterprise's  under- 
standing of  multiple  suppliers 
increases,  and  as  its  ability  to 
manage  and  integrate  these 
suppliers  matures,  a  prime  or 
general  contractor  approach  can 
be  beneficial  in  that  it  enables 
the  enterprise  to  obtain  a  mix  of 
suppliers  without  the  burden  of 
managing  the  suppliers  directly. 
Enterprises  with  strong  supplier 
management  and  integration 
capabilities  can  benefit  from  a 
best-of-breed  approach,  which 
works  best  in  organizations  that 
have  invested  in  developing 
sourcing  competencies. 

Q.  Is  the  benefit  of  outsourcing 
a  distributed  IT  infrastructure 
purely  cost-related,  or  are  there 
other  benefits? 

Cost  savings  are  not  the  only,  or 
even  the  main,  advantage  of  IT 
outsourcing.  In  fact,  outsourcing 
may  not  cost  less  than  in-house 
solutions.  Gartner  research  notes 
tell  enterprises  that  if  they  are 
outsourcing  only  to  reduce  costs, 
they  should  not  do  so,  because 
cost  reductions  may  not  result. 
Rather,  the  real  reason  to  out- 
source is  because  an  enterprise 
has  determined  that  building 
and  maintaining  an  IT  infrastruc- 
ture is  not  a  core  competency  its 
leaders  want  to  cultivate.  Out- 
sourcing programs  therefore 
should  not  be  designed  to 
reduce  costs  (although  this  may 


be  a  beneficial  result) 
assist  the  enterprise  in 
its  business  objectives. 

Q.  What  characteristics 

enterprises  seeking  t«j 
source  there  distribuj 
infrastructure  look  foq 
service  provider? 

There  are  five  primary 
teristics   that   an   entel 
should  consider  when  eve 
an  outsourcer.  What  is 
vice  provider's  process, 
cal   experience,   and   ir 
experience,  and  how 
align  with  the  enterprise'! 
nal  expertise  and  the  e\ 
ment  requirements?  Whs 
provider's  track  record 
forming   like   kind   and 
work?  Is  the  outsourcer  v 
entertain  the  type  of 
that  is  appropriate  for  tt 
cific  engagement?  Whic| 
cific  personnel  is  the  outs 
planning   to   dedicate 
effort,  and  how  willing   I 
commit  those  individuals'! 
ly,  how  well  aligned  are  tl 
organizations   culturally'! 
last  point  is  particularly 
tant  in  highly  strategic  o| 
term  relationships. 

Carefully  examining  these! 
ahead  of  time  will  ensure  <| 
more  satisfactory  distribi| 
outsourcing  relationship. 


\le  bought 

rhe  Wall  Street  Journal 
he  time  it  needed 


Systems  Integration. 

Consulting. 

■ 

magine  it: 

A  world-renowned  authority  extending  its 

coverage  by  pushing  its  deadlines. 

The  Wall  Street  Journal  envisioned  a  system 

that  integrated  the  news  gathering  process 

to  print  at  the  last  possible  moment. 

Done:                                                ^^ 
Unisys  integrated  a  large-scale  system  for 
shorter  lead  times.  And  its  deployment  was  the 
fastest  in  history  for  a  newspaper  project  of 
this  scope.  Unisys  bought  the  Journal  valuable 
extra  time  before  close,  and  shortened  time 
to  print  at  1 7  plants  in  the  US,  even  letting 
them  print  an  extra  edition. 

Systems  Integration  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forward. 

Imagine  it.  Done. 

UflisyS.com            800  .  8  7  4  ,  86  4  7     x  4  4  4 
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is  a  lot  of  money  to  be  made,"  says 
Rees. 

Timing  is  everything  with  specialty 
retailers,  because  they  fall  in  and  out  of 
favor  quickly.  American  Eagle  Outfit- 
ters, for  example,  is  paying  the  penalty 
for  its  fashion  faux  pas  in  the  first  half 
of  the  year,  when  it  missed  the  bo- 
hemian  and  peasant  styles.  Second- 
quarter  profits  are  expected  to  be 
down,  continuing  a  fall  that  started  late 
last  year.  But  American  Eagle  is  now 
picking  up  on  the  folksy  styles,  wrhich 
could  pay  off  in  the  second  half.  Lazard 
Freres  analyst  Todd  Slater  expects 
second-half  earnings  to  be  up  20%  year- 
on-year,  after  falling  an  estimated  13% 
in  the  first  half.  Now  priced  at  about 
$22  a  share,  "this  will  be  a  $30  stock 
by  yearend,"  he  says. 

Another  promising  second-half 
prospect,  say  analysts,  is  Talbots,  the 
classic  women's  clothing  retailer. 
Through  spring,  it  bet  too  heavily  on 
structured  clothing,  such  as  suits,  when 
women  wTanted  less  fitted  items.  But 
Talbots'  management  is  considered 
among  the  best  in  retail,  and  many  an- 
alysts expect  the  company  to  get  back 
on  track  for  the  remainder  of  the  year, 
when  its  mix  typically  includes  more 
casual  clothing.  May  sales  fell  only  3%, 
when  most  analysts  braced  for  a  de- 
cline near  the  mid-teens.  Talbots 
says  virtually  all  merchandise 
sold  at  regular  prices. 

Two  small  casual  chains, 
Chico's  fas  in  Fort  Myers, 
Fla.,  and  J.  Jill  Group  in 
Quincy,  Mass.,  offer  some  of  best 
growth  prospects  in  the  sector.  Ana- 
lysts expect  earnings-per-share  gains 
of  42%  and  30%,  respectively,  in  their 
current  fiscal  years.  Both  sell  casual 
clothes  targeting  women  35  and  older. 
Although  they  have  had  good  runs  this 
year,  they're  still  trading  at  lower 
price-earnings  ratios  than  many  fast- 
growing  retailers. 

Even  slightly  better-than-expected 
earnings  could  drive  shares  higher.  J. 
Jill  could  post  the  biggest  near-term 
gain,  argues  Jeffrey  Klinefelter,  an  an- 
alyst at  U.S.  Bancorp  Piper  Jaffray. 
With  55  stores,  vs.  Chico's  319,  "they 
are  just  at  the  start  of  their  growth 
curve." 

Despite  the  perpetual  worries  that 
consumers  will  sit  on  their  wTallets, 
they're  still  spending.  But  investors, 
like  fashionistas,  are  always  a  season 
ahead  of  the  economy.  And  they've  al- 
ready gotten  a  fair  bit  of  wear  out 
of  the  specialty-sector  play.  Still,  there 
could  be  some  finds  left  for  picky 
shoppers. 
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eems  unlikely 
that  there  would 
be  many  buys 
among  financial 
stocks,  given  re- 
cent scandals  involving 
brokerages  and  the 
miserable  business  cli- 
mate for  investment 
banks.  The  Standard 
&  Poor's  500  Diversi- 
fied Financial  Index, 
which  includes  a  range 
of  banks,  brokerages, 
and  finance  companies, 
has  fallen  17%  in  the 
last  12  months. 

But  investors  with 
still  find  potential  long-term  winners 
among  the  most  downtrodden  of  the 
banks  and  brokers — as  well  as  some 
more  immediate  gratification  from  re- 
gional banks  that  don't  have  much  ex- 
posure to  Wall  Street's  w7oes. 
Some  financials  now'  look  dirt- 
cheap.  Thomson  First  Call 
expects  their  earnings  to  rise 
30%  this  year,  lead  by  a  dou- 
bling of  insurers'  earnings. 
The  top  pick  of  many  money 
managers  is  Prudential  Financial.  The 
property-casualty  insurer  and  broker- 
age firm's  stock  has  gained  about  23% 
since  it  w^ent  public  in  December,  2001. 
Even  so,  Prudential's  current  $20  billion 
market  value  is  just  over  its  book  val- 
ue. Also,  the  company  could  soon  join 
the  Standard  &  Poor's  500-stock  index, 


H     following  MetL] 
John  Hancock 
cial  Services, 
were  each  ad( 
the  index  less  tl 
months     after  | 
went    public. 
Schutz,  portfoli^ 
ager  of  the  Bi 
Financial      Se 
fund,  notes  thj 
after     a     st( 
named  to  the 
dex,      it      tyij 
jumps  5%,  as 
funds  scramble 
it  to  their  por 
Schutz  also 
Prudential     tc 
back  stock,  bee 
has  "way  too  much"  capital. 

The  riskiest  bets  are  brokerage 
bear  market  and  New  York  State] 
ney  General  Eliot  Spitzer's  car 
against  equity  analysts  who  issued] 
rosy  research  to  win  banking  ( 
billions  of  dollars  from  their  mari- 
nes. Merrill  Lynch,  though  it  was 
first  target,  is  a  favorite  pick  of : 
The  stock  is  dowTi  25%  since  the 
the  year,  and  could  go  lower  if  thl 
pany  loses  costly  class  actions.  Bu| 
mains  one  of  Wall  Street's  strong 
kers  and  could  rebound  once 
turns  up.  "If  the  economy  recove 
brokerage  sector  is  where  you 
more  money,"  Schutz  says. 

FleetBoston  Financial,  too,  has 
the  doldrums  since  recording  a 
lion  loss  in  the  fourth  quarter  b 
venture-capital  wTite-downs  in 


Financial  Fancies 


COMPANY/SYMBOL 

COMPASS  BANCSHARES 
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PRUDENTIAL  FINANCIAL 
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Data: 


COMMENTS 

In  a  risky  environment,  this  Alabama-basij 

regional  bank  looks  good 

Asset  sales  could  improve  the  diversified! 
financial  outfit's  prospects 

America's  biggest  broker  looks  cheap  afte 
revelations  of  shoddy  research  practices 

Financial-services  giant  could  get  a  booi| 
it  joins  the  S&P  500 

"Based  on  estimated  2002  earnings 
BusinessWeek.  Bloomberg  Financial  Markets 
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finally, 

ji  grown-up  server 

Windows. 


Systems  Integration. 


Outsourcing. 


Infrastructure. 


Server  Technology. 


Consulting. 


Imagine  it: 
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Scaling  up  to  a  s 
pplications  that's  stable,  easy  to 
lanage  and  delivers  enterprise-class 
performance.  All  in  a  server  that  maximizes 
the  benefits  of  your  enterprise  operations. 


■ 


Done: 

Unisys  has  made  it  all  real  with  our  ES7000 
server.  It  harnesses  32  Intel®  Xeon™  Processors 
for  scalability  and  grown-up  enterprise-class 
>erformance.  Unisys  has  created  a  server 
vith  advanced  systems  management  for  less 
labysitting  and  rock-solid  reliability  running 
Microsoft®  Windows®  2000  Datacenter  Server 
software.  It  all  adds  up  to  reduced 
total  cost  of  ownership  and  a  mature  server 
environment  to  simplify  your  operations. 


Server  Technology  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forwar 


;ys 


magi 


nisys.com        8  oo .  8  7  4  .  8 
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gentina  exposure.  On  June  6.  Fitch,  the 
rating  agency,  downgraded  its  credit  out- 
look from  stable  to  negative.  Even  so, 
some  wonder  if  the  bank's  stock  isn't  fi- 
nally worth  betting  on.  Michael  Mayo, 
Prudential  Securities'  notoriously  bearish 
bank  analyst,  recently  upgraded  it  to  a 
sell  from  a  hold.  He  says  the  company's 
strategy  of  selling  its  investment-banking 
unit  and  concentrating  on  safer  havens 
such  as  retail  banking  and  small-busi- 
ness lending  makes  sense.  Still,  Fleet 


MEDIA 


will  be  no  bargain  if  it  records  more 
losses  from  Argentina. 

For  those  with  less  stomach  for 
risk,  there  are  midcap  banks 
that  focus  on  local  businesses 
and  have  little  overseas  expo- 
sure. Michael  Corasaniti.  direc- 
tor   of   research    at    broker 
Keefe,  Bruyette  &  Woods,  recom- 
mends Compass  Bancshares,  a  Birming- 
ham (Ala.)  bank  with  $23  billion  in  as- 
sets. What's  so  special  about  Compass? 


Nothing,  says  Corasaniti — and  tt  '> 
way  he  likes  it.  "It's  really  basic  > 


nyr.        banking," he  says.  "That's  tfe 
«N         "'  *//  theme  for  the  rest  of  th<  c 
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keep  it  boring  and  simp  ' 
Financial  companies  x 
the  heart  of  the  crisis 
deuce  in  Corporate  I  || 
and  the  markets.  And  th;  | 
going  to  go  away  quickly  But  f <  t  A 
willing  to  take  big  risks  on  beat^ 
stocks,  there  could  be  a  Day  off. 


Investors  are  testing  the  wind  for  a  return  of  ad  sales 


BY  RONALD  GROVER 

»s  the  spring  TV  season  ends,  media 
investors  are  grappling  with  their 
own  cliffhanger.  The  question  on 
their  minds:  When  will  ad  sales 
return?  Some  are  taking  heart 
from  the  $8  billion  racked  up  by  TV  net- 
works for  the  September  season,  a  16% 
hike  from  the  year  before.  That  brings 
their  up-front  ad  sales  to  where  they 
were  in  2000.  Some  of  those  commit- 
ments could  yet  be  withdrawn.  Still,  the 
gain  is  enough  to  start  investors  think- 
ing about  a  revival  in  media  stocks,  a 
sector  that  has  been  trailing  the  Stan- 
dard &  Poor's  500-stock  index  most  of 
this  year. 

Investors  are  already  moving  to  com- 
panies such  as  Viacom  and  News  Corp. 
There's  even  interest  in  such  beaten- 
down  players  as  AOL  Time  Warner  and 
Walt  Disney.  Some  are  also  betting  on 
John  Malone's  Liberty  Media. 

Basu  Mullick.  a  portfolio  manager  of 
the  Neuberger  Berman  Partners  Fund, 
recently  bought  both  Viacom  and  Dis- 
ney. Mullick  likes  Macom's  cost-conscious 
management  and  hot  shows  such  as  The 
Osboumes  on  its  MTV  network.  His  ra- 
tionale for  buying  Disney  is  completely 
different.  He  reckons  market  sentiment 
is  so  negative  on  the  company  that  any 
ad  upturn  should  buoy  the  stock.  Disney 
also  has  hinted  that  advance  theme-park 
bookings  for  this  summer  have  firmed. 
News  Corp.'s  globe-girding  collection 
of  assets  make  it,  at  $26,  "the  cheapest 
media  company  out  there."  says  Ajay 
Mehra,  a  portfolio  manager  with  Colum- 
bia Management  Group.  He  says  News 
Corp.'s  cash  flow  could  grow  by  20 
more  this  year.  The  one  wild  card  is 
Chairman  Rupert  Murdoch's  penchant 
for  the  big  deal,  which  in  the  past  has 
hobbled  the  company  with  debt. 

Perhaps  a  purer  entertainment  play 
is  News  Corp.'s  859S--owned  Fox  Enter- 


Upbeat  Media  Scenarios 


COMMENT 

No  turnaround  yet,  but  the  stock  could  get  a  bool 
the  company  resolves  management  and  other  is:) 

A  sharp  operator  in  a  beaten-down  cable-TV  sec] 
nearing  its  bottom 

Its  assets,  such  as  cable  channels  Discovery  anc| 
are  undervalued  by  the  market 

Tight  cost  controls  help  cash  flow,  but 
some  hits  at  Fox  network  would  be  nice 

Spanish  radio  station  owner  could  be  a  target  fo| 
NBC's  Telemundo 

Rebounding  ad  market  and  hit  shows  on  MTV  an-) 
CBS  already  have  buoyed  its  stock 

*June  14    "Based  on  estimated  2002  earnings    ***lune  30  fiscal  year       Data:  BusinessWeek.  Bloomberg  Financial  ill 
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Going  Bananas? 


When  you  have  a  dispute,  all  you  want 
is  a  quick  and  cost-effective  resolution. 
Streamlining  and  expediting  the  conflict 
resolution  process  is  a  top  priority  for  us  too. 

That's  why  the  American  Arbitration 
Association  has  always  embraced  tech- 
nological innovation.  Our  ever-evolving 
online  capabilities  now  allow  for  electronic 
filing  and  payment,  uniform  centralized 
case  administration  and  the  availability  of 
case  status  reports  through  AAA  WebFile5" 
allowing  you  to  easily  access  and  manage 
multiple  cases  online.  It's  just  one  more 
way  the  AAA  fulfills  its  commitment  to  the 
fair,  effective  and  efficient  settlement  of 
disputes. 

So  why  monkey  around?  Call  the  neutral 
organization  that's  tops  when  it  comes  to 
innovation  at  1-800-311-3799  or  visit  us  at 
www.adr.org. 


dob 


American  Arbitration  Association 


Dispute  Resolution  Services  Worldwide 
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tainment  Group,  says  Merrill  Lynch's 
Jessica  Reif  Cohen.  She  likes  the  cash 
flow  from  Fox's  33-station  TV  group  and 
its  string  of  recent  hit  films  such  as  Ice 
Age.  She  also  upgraded  AOL  Time  Warn- 
er from  "neutral"  to  "buy,"  with  a  12- 
month  target  of  $25.  That  58%  boost 
assumes  resolution  of  several  issues,  in- 
cluding negotiations  to  withdraw  from 
ventures  with  Comcast  and  Newhouse. 
Like  aol,  Liberty  Media  is  in  the 
dumps  but  has  its  fans.  Christopher 
Dixon  of  ubs  Warburg  says  investors 


dislike  Liberty's  complexity.  That's  why 
the  stock  is  at  a  52-week  low  of  $10.35. 
Dixon  gives  it  a  "strong  buy,"  saying 
assets  like  the  qvc  channel  come 
to  $17  a  share. 

Some  investors  are  weigh- 
ing a  return  to  the  cable-TV 
sector,  which  has  been  bat- 
tered by  disclosures  of  self- 
dealings  at  Adelphia  Communica- 
tions. Columbia's  Mehra  recently  bought 
a  million  Comcast  shares,  drawn  by  the 
efficiencies  it  can  wring  from  its  pend- 
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ing  merger  with  AT&T's   cable 
There's  merger  potential  among 
players,  too.  Easier  rules  for  TV  ; 
ownership  can  make  targ 
small  station  group  o^ 
such  as  Gray  Communic 
says    fund    manager 
Gabelli.  After  Univision 
billion  bid  for  Hispanic 
casting,  tiny  Spanish  Broad 
System,  with  25  radio  stations,  may 
the  radar  of  nbc's  Telemundo. 
which  adds  suspense  to  the  new 


GLOBAL  STOCKS 


BY  LEWIS  BRAHAM 

Some  of  the  brightest  spots  in  today's 
dreary7  investment  climate  he  be- 
yond our  borders,  but  they're  not 
out  of  reach.  Stocks  of  some  2,200 
foreign  companies  trade  in  the  U.S., 
either  directly  as  with  Canadian  shares, 
or  as  American  depositary  receipts,  adrs 
are  bank-created  financial  instruments 
that  represent  ownership  in  a  foreign 
company.  Either  way,  the  trading  is  in 
U.  S.  dollars,  with  U.  S.  stock  symbols  and 
through  domestic  brokerages.. 

Global  investors  say  the  best  opportu- 
nities are  in  small-to-midsize  companies 
with  market  caps  below-  $10  billion.  One 
in  that  range  is  Irish  airline  Ryanair.  Its 
ADRs  on  Nasdaq  have  taken  off.  "This 
company  has  cloned  Southwest  Airlines' 
business  model  in  Europe,  and  it  has 
been  fantastically  successful,"  says  Svein 
Backer,  a  portfolio  manager  at  Driehaus 
International  Growth  Fund.  "The  goal  is 
to  offer  travel  40% 
cheaper  than  competitors 
and  use  secondary  air- 
ports instead  of  hubs." 

Even  with  the  drop  in 
air  travel  last  fall, 
Ryanair  enjoyed  30% 
growth  in  passengers 
and  27%  growth  in  earn- 
ings for  2001.  Analysts 
expect  earnings  to  growr 
21.5%  per  year  over  the 
next  five  years.  True, 
with  a  price-earnings  ra- 
tio of  27  based  on  esti- 
mated profits  for  the  fis- 
cal year  ending  Mar.  31, 
2003,  it's  not  cheap,  but 
good  growth  companies 
rarely  are. 

You  can  also  make 
money  in  a  consolidating 
industry'.  That's  the  lure 


ADRs  get  you  a  piece  of  promising  foreign  plays 


of  small-to-midsize  Canadian  oil  compa- 
nies, says  Richard  Pell,  w7ho  runs  Julius 
Baer  International  Equity  Fund.  He 
thinks  major  oil  companies  in  search  of 
replacements  for  declining  reserves  could 
acquire  such  businesses.  Pell's  top  pick: 
Canadian  Natural  Resources,  that  nation's 


Global  Investing  Without  Leaving  Home 


COMPANY/SYMBOL 

CANADIAN  NATURAL 
RESOURCES  CED 

CHINA  MOBILE 

CHL 

NOVARTIS 

NVS 


PANAMERICAN 
BEVERAGES  PB 

RYANAIR*** 

RYAAY 

•June  14 


j     PRICE* 

P-E  RATIO"  • 

!  $31.44 

12 

15.17 

15 

38.67 

22 

16.80 

14 

35.00 

27 

"Based  on  estimated  2002  earnings. 

Data:  BusinessWeek,  Bloomberg  Financial  Markets 


COMMENTS 

Canada's  No.  2  gas  producer 
is  a  potential  takeover  target 

China's  largest  cell-phone  service  pro- 
vider has  a  growing  subscriber  base 

The  Swiss  pharmaceutical  giant  has 
been  ailing  of  late,  but  its  new-drug 
pipeline  should  cure  it 

This  Mexican  soft-drink  bottler  has 
a  low  valuation-and  management 
that  is  motivated  to  perk  it  up 

Rapidly  growing  Irish  airline 
specializes  in  discounted  fares 

""Fiscal  year  ending  Mar.  31.  2003 


second-largest  gas  producer.  It  sells 
p-e,  about  the  cheapest  of  the  Ca 
exploration  and  production  compan 

Bargains  may  still  be  found  in 
ing  markets,  even  though  they've  b 
a  roll.  Value  investor  John  Spe 
Tweedy  Browne  Global  Value  Fun 
Mexico's  PanAmerican  Beverage 
largest  soft-drink  bottler  in  Latin 
ca.  Although  much  of  its  business 
from  selling  Coca-Cola,  it  trades  at 
p-e  of  14,  wrhile  Coca-Cola  trades 
Another  emerging  opportunity  is 
Mobile,  China's  largest  cell-phone 
provider.  "China  has  a  huge  po 
market  for  cell  phones,  since  land  li 
traditional  phones  are  scarce,"  say 
ey  manager  Gary  Bergstrom  of  A 
Asset  management.  Last  year,  th 
pany  had  a  54%  jump  in  subscrib 
69.6  million,  and  a  55%  increase  in 
It  has  a  2002  p-e  of  only  15. 

If  you  prefer  blue  chips,  Chris 
Wolfe,  equity  strategist  at  J.  P.  M< 
private  bank, 
mends  Swiss  phar 
tical  giant  Novart 
p-e  is  a  modest  22 
on  expected  2002 
ings.  That's  nearly 
belowT  the  31  p-e 
drug  industry.  Th 
has  suffered  froi 
gish  revenue  grow 
Wolfe  says  up< 
launches  of  new  di 
treat  eczema, 
arthritis,  asthm* 
bone  cancer  shou 
ster  sales. 

Those  disease 
no  borders,  and  p 
won't  care  which  c 
relief  comes  froi 
vestors  with  ailinj 
folios  might  tal 
same  attitude. 


3f 


v 


126  BusinessWeek  /  July  1,  2002 


isinessWeek  Investor 


Mutual  Funds 


» 


tive  Managers 
ex  Their  Muscles 


ndexesfall,  the  hard  work  of  finding  good  companies  is  being  rewarded 
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Active  managers  of  U. S.  stock  mutual 
funds  have  wrestled  with  a  direc- 
tionless market  and  an  anemic  econ- 
omy. They've  contended  with  earn- 
ings shortfalls  and  warnings  of 
terrorist  attacks.  And  for  all  that, 
they  have  managed  to  limit  losses 
to  10%  on  average  so  far  this  year. 
That  isn't  going  to  pull  investors  out 
of  their  funk,  but  it's  enough  to  beat 
the  market  through  June  14.  The  Standard  & 
Poor's  500-stock  index  was  down  12.3%,  while 
the  Dow  Jones  industrial  average  was  off  5.5%. 
The  Nasdaq  Composite  Index  has  lost  23%, 
with  no  end  to  tech 
stocks'  downward 
spiral  in  sight. 

Stock-pickers  have 
waited  a  long  time 
to  strut  their  stuff. 
Many  got  the  brush- 
off  from  investors 
during  the  1990s, 
when  all  it  took  to 


How  the  Big  Funds  Fared 


$71.9 
""69.6 


FUND 

FIDELITY  MAGELLAN 

VANGUARD  500  INDEX 
INVESTMENT  CO.  OF  AMERICA  A 

make  big  money  was       WASHINGTON [MUTUAL  INVESTORS  A 50.9 -3.84  it's  very  difficult  to 

to  buy  an  index  or        GROWTH  FUND  OF  AMERICA  A  36.3    -13.24  find  investing  themes 

FIDELITY  CONTRAFUND  32":6" ^19  thf  fstiJ  ™*-  Cycli- 

cal  stocks  tied  to  eco- 

FIDEUTY  GROWTH  &  INCOME  32.1       -8.24  nomic  recovery  have 


Market  Opportunity  Fund,  a  multicap  fund  that's 
heavily  weighted  in  mid-cap  stocks.  Lehman's 
85-stock  portfolio,  which  includes  agribusiness  gi- 
ant Bunge  Limited  and  Potomac  Electric  Power 
Co.,  has  an  average  price-earnings  ratio  of  12 — 
less  than  half  the  30  ratio  of  the  s&p  500,  based 
on  the  new  core  earnings  measure.  Lehman's 
fund  is  up  6.4%  this  year.  "I  buy  washed-out 
stocks,"  says  Lehman.  "It's  the  antithesis  of  mo- 
mentum investing." 

All  the  same,  diversified  stock-fund's  results 
still  look  paltry  compared  with  precious-met- 
als funds,  which  gained  59%  so  far  this  year. 
Meantime,  managers  who  short  stocks  still  rank 

high  among  the  top- 
50  funds. 

Making  money  in 
this  market  is  not 
just  a  matter  of 
spurning  growth 
stocks  or  the  tech 
sector,  or  even  piling 
into  small-company 
stocks.  Managers  say 


NET  ASSET 
BILLIONS 


TOTAL 
RETURN* 

-13.08% 
-11.75 
-5.77 


EUROPACIFIC  GROWTH  A 
NEW  PERSPECTIVE  A 
AMERICAN  CENTURY  ULTRA  INV. 


tech-sector  fund.  The 

low-cost,  $69  billion 

Vanguard  500  Index 

Fund,  for  instance, 

quintupled  in  value 

in  the  1990s,  reaping 

gains    of    17.4%    a 

year.  But  with  the 

start    of    the    bear 

market    in    March, 

2000,  the  pick-and- 

shovel  work  of  mining  for  underappreciated 

companies  with  clean  balance  sheets  and  solid 

prospects  began  in  earnest. 

The  excavation  work  has  paid  off  handsomely 
for  the  most  conservative  value  investors,  and 
that  will  likely  continue  through  the  year  and 
beyond.  The  best  managers  of  sector  funds — 
from  real  estate  to  financial  stocks — have 
been  rewarded  for  their  tempered 
style.  Still,  nobody  is  taking  their  edge 
for  granted:  "There's  no  room  for  er- 
ror," says  value  manager  Steven  J. 
Lehman,  of  the  $258  million  Federated 


27.9  -3.76 
27.9  -6.04 
24.4    -10.24 


"Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 
Jan.  1  through  June  14 

Data:  Standard  &  Poors 
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long  been  run  up. 
Battered  growth 
stocks  won't  pick  up 
steam  as  long  as  the 
earnings  rebound  is 
so-so.  "Value  stocks 
aren't  cheap,  and  the 
growth  stocks  aren't 
growing,"  says  George  Boyd,  head  of  equities 
at  New  York's  Weiss  Peck  &  Greer,  which  man- 
ages $18  billion  in  assets.  "Looking  for  companies 
that  generate  sales  and  earnings  is  just  as  im- 
portant as  looking  for  dividend  yields  and  free 
cash  flow." 

That's  where  stock-picking  prowess  makes  all 
the  difference.  Managers'  most  consistent- 
ly profitable  investments  have  been 
small-  and  mid-cap  companies.  While  a 
yearlong  rally  has  ironed  out  most  of 
their  once-huge  disparities  in  value 
relative  to  large  stocks,  fund  managers 
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The  Best  Equity  Returns 


FUND                                                                     TOTAL  RETURN* 

U.S.  GLOBAL  INV.  WORLD  PREC.  MINERALS 

107.18% 

U.S.  GLOBAL  INV.  GOLD  SHARES 

96.21 

FIRST  EAGLE  SOGEN  GOLD 

84.21 

VAN  ECK  INTL.  INVESTORS  GOLD  A 

75.70 

GABELLI  GOLD 

68.75 

TOCQUEVILLE  GOLD 

68.03 

RYDEX  DYNAMIC  VENTURE  100 

66.54 

MONTEREY  OCM  GOLD 

66.46 

PROFUNDS  ULTRASHORT  OTC  PROFUND  INV. 

65.19 

AMERICAN  CENTURY  GLOBAL  GOLD  INV. 

63.02 

AXP  PRECIOUS  METALS  Y 

61.22 

EVERGREEN  PRECIOUS  METALS  HOLDINGS  1 

61.01 

USAA  PRECIOUS  METALS  &  MINERALS 

59.73 

ING  PRECIOUS  METALS  A 

59.12 

SCUDDER  GOLD  &  PRECIOUS  METALS  S 

54.88 

INVESCO  GOLD  INV. 

53.22 

FIDELITY  SELECT  GOLD 

49.62 

MIDAS 

48.42 

PRUDENT  BEAR 

44.98 

FUND 


TOTAL  RE 


OPPENHEIMER  GOLD  &  SPECL.  MINERALS  A     40 


VAN  ECK  TROIKA  DIALOG  A 


37. 


FRANKLIN  GOLD  &  PRECIOUS  METALS  ADV.       36 


VANGUARD  PRECIOUS  METALS 


THIRD  MILLENNIUM  RUSSIA 


U.S.  GLOBAL  INV.  GLOBAL  RESOURCES 
RYDOARKTOSINV; 


ISHARES  MSCI  SOUTH  KOREA  INDEX 


36 
'35 
35 
33 


POTOMAC  OTC  SHORT 
INGRUSSiAA 


FIDELITY  ADVISOR  KOREA  A 


MATTHEWS  KOREA 


TOCQUEVILLE  INTERNATIONAL  VALUE 


26 


SECURITY  CAPITAL  EUROPEAN  REAL  ESTATE     25    ID 


U.S.  GLOBAL  ACCOLADE  REGENT  EAST.  EURO     25 


RYDEX  DYNAMIC  TEMPEST  500 


PROFUNDS  ULTRABEAR  PROFUND  INV. 


PRUDENTIAL  NATURAL  RESOURCES  Z 


24 


AXA  ROSENBERG  VALUE  MKT.  NEUTRAL  INV.      23 


RYDEX  PRECIOUS  METALS  44.63 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes, 

say  there  are  still  gems  among  them.  These 
companies  have  mostly  avoided  accounting  and 
management  scandals  and  regulatory  scrutiny. 
And  they're  less  vulnerable  than  multinationals 
to  currency  fluctuations.  "There  are  really  good 
companies  in  the  middle  that  have  just  been  ig- 
nored," says  Mark  L.  Henneman,  lead  manager 
of  the  $360  million  First  American  Mid-Cap  Val- 
ue Fund,  up  6%  this  year.  Henneman  says  earn- 
ings prospects  for  the  mid-cap  sector  are  above- 
average,  and  the  stocks  are  still  mostly  cheap: 
Companies  in  the  s&P  MidCap  400,  for  instance, 
sell  at  a  26%  discount  to  the  s&P  500  on  a  price- 
to-sales  basis,  and  a  24%  discount  on  a  price-to- 
book  value  comparison. 


33 


32 
32 
31 
30 


24 
24 

m 
em 


up 


The  Best  Bond  Funds 


EATON  VANCE  ASIAN  SMALL  COMPANIES  A        21    K 

Jan.  1  through  June  14  Data:  Standard    hi  I 

The  pros  say  such  mid-cap  value  sto< 
continue  to  have  strong  momentum.  La  I; 
managers  digging  down  in  their  sea: 
growth  and  small-cap  managers  reaching  i 
more  liquidity  will  fuel  future  gains.  Eve 
agers  with  mandates  to  buy  across  a^ 
classes  and  geographic  markets  are  ho 
on  the  middle  ground.  For  instance,  the 
trarian  Fund,  an  all-cap,  world  stock  fun   I 
10.4%  this  year — without  any  short-selling  tem 
its  charter  allows.  Manager  Andy  Pilara 
mitted  to  low-multiple,  mid-cap  TJ.  S.  con  \ 
"It's  the  most  promising  market  right  no\  bi 
Pilara,  whose  purchases  include  compani 
as  Pathmark  Stores  and  Chiquita  Brand  i  > 

Growth-stock   ggjj 
wh  ■ 


TOP  10  TAXABLE  BOND  FUNDS 

TOTAL  RETURN* 

GMO  EMERGIN6  COUNTRY  DEBT  IV 

8.41% 

LOOMIS  SAYLES  GLOBAL  BOND  RETAIL 

8.25 

STANDISH  INTERNATIONAL  FIXED  INCOME  II 

8.08 

UBS  GLOBAL  BOND  Y 

7.96 

MS  INSTL  INTL.  FIXED  INCOME 

7.53 

CDC  NVEST  STRATEGIC  INCOME  Y 

7.50 

OPPENHEIMER  INTL.  BOND  A 

7.30 

TEMPLETON  GLOBAL  BOND  ADV. 

7.20 

FEDERATED  INTL.  BOND  A 

7.10 

TOP  10  TAX-FREE  BOND  FUNDS 

TOTAL  RETURN 

FIRST  INVESTORS  INS.  I NTE R M.  TAX  EXEMPT  A     6.1 8% 


managers 

price-conscious  a 

sidestepped  the 

that    have    hit 

large  growth  coi  \ 

are  ahead.  One  tv. 

best,  Tom  Mars 
FIRST  INVESTORS  INSURED  TAX  EXEMPT  II  5.90  been  piling  int 

NUVEEN  HIGH  YIELD  MUNI  BOND  R  5.72 


stocks  such  as 
...         Motors,  and  ow  i 
technology.  He 
7.53  OPPENHEIMER  NJ  MUNICIPAL  A  5.55  ^  j^  7^,  Inte 


PIMCO  MUNICIPAL  BOND  A 


NORTHEAST  INVESTORS 


STRONG  INTERMEDIATE  MUNI  BOND  INV. 

OPPENHEIMER  ROCHESTER  NATIONAL  MUNI  A 

SCUDDER  MA  TAX  FREE  S 

TlAA^JffFTAXEXFJ^WND 

SMITH  BARNEY  INTmTmATURITY  NY  MUNI  L 


al   stake   in   tl   efer 
quarter,  before  i 
resignation    se 
4  stock  plunging  ' 


5.54 
5.45 


5.35 
5.34 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  June  14 


Data:  Standard  &  Poor's 
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The  Worst  Equity  Returns 


TOTAL  RETURN* 

UNDS  ULTRA  OTC  PROFUND  INV. 

-55.11% 

UNDO  HEALTH  &  BIOTECH  A 

-54.72 

LD  GENOMICSFUND.COM 

-53.90 

WAGONER  POST-VENTURE 

-52.79 

K  OAK  EMERGING  TECHNOLOGY 

-52.41 

WAGONER  EMERGING  GROWTH 

-51.11 

IREY  MURPHY  NEW  WORLD  BIOTECH. 

-50.61 

WAGONER  TECHNOLOGY 

^9.75 

THAND  TECHNOLOGY  INNOVATORS 

-46.40 

TEX  MEDICAL  SCIENCES  A 

^6.35 

LITY  SELECT  WIRELESS 

^5.30 

)ER  BIO  TECH2  A 

^5.26 

X  BIOTECHNOLOGY  INV. 

^4.79 

THAND  COMMUNICATIONS 

-44.74 

*ES  NASDAQ  BIOTECHNOLOGY 

^4.57 

LIES  GOLDMAN  SACHS  NETWORKING  INDEX  -44.04 

1  SCO  TELECOMMUNICATIONS  INV. 

^3.68 

1  GLOBAL  BIOTECH Y 

^3.60 

MORGAN  H&Q  TECHNOLOGY B 

-42.92 

FUND 

TOTAL  RETURN* 

RYDEX  TELECOMMUNICATIONS  INV. 

-41.77% 

OPPENHEIMER  EMERGING  TECHNOLOGIES  Y 

-41.13 

PIMCO  RCM  BIOTECHNOLOGY  D 

^10.95 

ALLIANCE  SELECT  INV.  BIOTECHNOLOGY  A 

^0.71 

FIDELITY  SELECT  BIOTECHNOLOGY 

^0.60 

STREETTRACKS  MS  INTERNET  INDEX 

-40.51 

KOPP  EMERGING  GROWTH  INSTL. 

^0.17 

MARKETOCRACY  MEDICAL  SPECIALISTS 

-39.92 

FIDELITY  ADVISOR  BIOTECHNOLOGY  A 

-39.89 

RYDEX  INTERNET  ADV. 

-39.86 

FIDELITY  SELECT  DEVELOP.  COMM. 

-39.84 

iSHARES  DJ  U.S.  INTERNET  INDEX 

-39.82 

RS  INFORMATION  AGE  A 

-39.71 

MONTEREY  MURPHY  NEW  WORLD  TECH. 

-39.64 

CONSECO  SCIENCE  &  TECHNOLOGY  Y 

-39.60 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A 

-39.55 

MUNDER  NETNET  A 

-39.43 

ORBITEX  EMERGING  TECHNOLOGY  A 

-38.24 

WWW  INTERNET 

-38.01 

THAND  TECHNOLOGY  VALUE  -42.40 

■ciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

acilities  for  neurology,  orthopedics,  and  car- 
airular  patients.  It  has  paid  down  debt,  Mar- 
urys,  and  trades  at  less  than  18  times  esti- 
gi2003  earnings.  Stock  picks  like  that  make 
.5  billion,  27-stock  Marsico  Focus  Fund, 
il  is  up  3.5%,  the  No.  1  large-cap  growth 
aiis  year. 

iior  managers  who  buy  unpopular  stocks 
nilso  been  amply  rewarded — especially  if 
concentrated  on  those  with  earnings  and 
a  es  below  industry  averages.  David  H.  El- 
n|v-ho  runs  Friedman  Billings  Ramsey's  Fi- 
ji Services  fund,  which  is  up  9.6%,  is  one. 
niys  plain-vanilla  companies  such  as  Sun- 
i  Golden  West,  and  Charter  One  Financial 
k  ,oing  light  on  "large,  complicated  corporate 
h  er-oriented  companies,"  like  Citigroup  and 
s  Lynch.  "I  want  guys  who  make  loans 
;:feryone  can  understand,"  he  says. 
i:  i-fund  managers  face  real  challenges  in 
tilting  their  strong  results  of  the  past  two 
r  Interest  rates  are  unlikely  to  get  any 
is  That  puts  an  end  to  bets  on  falling  rates, 
its  mortgage-backed  securities.  The  answer, 
;  ugene  Flood  Jr.,  president  of  the  Chapel 
it  f.C.)  bond  shop  Smith  Breeden  Associ- 
i\\  to  buy  bonds  maturing  in  one  to  three 
te  hat  will  lose  less  when  interest  rates  rise. 
rj  prefers  bonds  backed  by  auto  loans  or 
M^ard  fees,  which  also  yield  more  with  the 
se  redit  rating  than  corporates. 
1 1  ever,  not  all  managers  are  avoiding  cor- 
e  bonds.  Kenneth  J.  Hart,  co-manager  of 
i:'7  million  Sentinel  Bond  Fund,  says 
a  s  such  as  WorldCom's  have  unfairly  taint- 
l)  whole  corporate  market,  making  it  the 
uiSt  in  the  fixed-income  realm.  His  man- 


IDEX  PBHG  TECHNOLOGY  &  COMM.  A 

Jan.  1  through  June  14 


Data 


-37.98 

Standard  &  Poor's 


date  is  to  figure  out  if  a  company's  bond  price  is 
down  for  technical  or  fundamental  reasons.  Late- 
ly, he  has  been  buying  the  A-rated  debt  of  Coors 
Brewing,  Merrill  Lynch,  Sears,  IBM,  and  General 
Electric.  So  far  this  year,  his  fund  is  up  1.7%. 

Active  fund  managers  have  made  the  most  of  a 
bad  market.  But  investors  are  a  fickle  lot.  The  flow 
of  new  money  has  been  erratic  so  far  this  year. 
And  managers  won't  get  much  thanks  until  dis- 
gruntled investors  start  to  make  real  money.     ■ 
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Gold  and  Overseas  Funds  Sparkle 

TOTAL  RETURN* 

PRECIOUS  METALS                  58.99% 

TOT 

AL  RETURN* 

-7.33% 
-7.54 

LATIN  AMERICA 
LARGE-CAP  VALUE 

REAL  ESTATE 
PACIFIC/ASIA  EX-JAPAN 

10.65 
9.72 

LARGE-CAP  BLEND 

-11.29 

DIVERSIFIED  EMERGING  MKTS 
DIVERSIFIED  PACIFIC/ASIA 

.    9.07 
7.08 

UTILITIES 
MID-CAP  GROWTH 
SMALL-CAP  GROWTH 

-12.94 
-13.43 
-14.53 

JAPAN 

NATURAL  RESOURCES 

INTERNATIONAL  BOND 

EMERGING  MARKETS  BOND 

SMALL-CAP  VALUE 

FINANCIAL 

HIGH  YIELD 

MID-CAP  VALUE 

5.34 

5.13 

3.83 

3.46 

1.24 
-0.03 
-0.80 
87 
-4.92 
-5.38 
-6.43 

ends  and  capita 
Data:  Stanc 

LARGE-CAP  GROWTH 

-15.24 

HEALTH 
TECHNOLOGY 

-23.29 
-30.07 

COMMUNICATIONS 

-32.78 

ALL  EQUITY  AVERAGE 

-8.02 

ALL  BOND  AVERAGE 
ALL  TAXABLE  BOND  AVERAGE 
ALL  NON-TAXABLE  BOND  AVG. 
INTL.  EQUITY  FUND  AVERAGE 

2.92 
2.17 

SMALL-CAP  BLEND 
EUROPE 
MID-CAP  BLEND 

'Appreciation  plus  reinvestment  of  divid 

3.75 
-1.61 

U.S.  DIVERSIFIED  FUNDS       -10.11 

gains  before  taxes.  Jan.  1  through  June  14 
ard  &  Poor's 
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___ t  Bonds 

Don't  Fear 
Rising  Rates 

Smart  bond  strategies  can  still  pay  off 


BY  SUSAN 
SCHERREIK 


INVESTMENT 


GUIDE 


On  the  face  of  it,  the  picture  doesn't  look 
that  bright  for  bonds.  The  Federal  Re- 
serve is  widely  expected  to  begin  hik- 
ing interest  rates  before  yearend.  Cred- 
it-rating downgrades  continue  to  plague 
Corporate  America.  And  there  are 
fears  the  weakening  dollar  could 
prompt  foreign  investors  to  start  dump- 
ing their  sizable  holdings  of  U.  S.  debt. 

If  bonds  look  scary,  stocks  probably  look  even 
more  so.  So  like  it  or  not,  investors  need  to  find 
a  way  to  invest  comfortably  in  bonds. 

Take,  for  example,  the  prospect  of  Fed  rate 
hikes.  At  such  a  time,  investors  are  typically  ad- 
vised to  stick  with  shorter  maturities,  so  they're 
not  locked  into  below-market  returns.  But  since 
no  one  can  predict  when  the  Fed  will  reverse 
course,  some  bond  pros  recommend  a  "barbell" 
strategy,  in  which  you  split  your  holdings  be- 
tween short  (up  to  six  months)  and  long  (10  to  15 
years)  maturities.  If  rates  rise,  you  can  reinvest 
the  proceeds  of  short-term  bonds  when  they  ma- 
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T.  Rowe  Price 
International 
Bond  Fund  (RPIBX) 

Treasury 

Inflation-Indexed 

Securities 

Vanguard  GNMA 
Fund  (VFIIX) 

•Through  June  14 


Smart  Bond  Plays 


COMMENT 

Will  benefit  if  the  U.S.  dollar  continues  to  erode.  With  the 
dollar  falling  against  the  major  currencies,  this  fund  is 
up  7.02%*  so  far  this  year,  and  the  current  yield  is  3.23%. 

A  better  bet  than  plain  Treasuries  as  long  as  inflation  rises 
at  more  than  a  1.75%  annual  clip  over  the  next  decade. 
Many  economists  see  the  long-term  inflation  rate  at  2.5%. 

This  no-load  fund,  which  focuses  on  the  top  credit-quality 
mortgage  securities  backed  by  Ginnie  Mae,  recently  yielded 
5.80%.  The  tiny,  0.27%  expense  ratio  helps  a  lot. 

Data:  Morningstar  Inc.,  Banc  of  America  Securities 


ture.  And  just  as  10-  to  15-year  bonds 
budged  during  the  Fed's  easing,  some  pros 
them  to  hold  fairly  steady  if  rates  move  u 
You  also  need  to  keep  your  portfolio 
versified  to  protect  against  deterio 
credit  quality.  On  that  count,  mo: 
backed  securities  issued  by 
Mae,  Freddie  Mac,  and  Gi 
are  your  best  bet.  These 
ties  yield  about  1.9  poin' 
than  comparable  U.  S. 
securities.  Kevin  Cro: 
investment  officer  for 
come  at  Putnam  Invest] 
says  mortgage-backed 
ties  will  perform 
interest     rates 
steady,  which 
pects  to  be 
over  the  ne' 
months.  Bu 
when  rates 
says,     the 
yield  on  mortj 
curities  will  help 
any  price  declines. 
What  about  Treasuries? 
says  they've  become  pricey  as  investors) 
flocked  to  safety  amid  a  sagging  stock 
and  Middle  East  turmoil.  The  yield  on  1 
government  notes  slipped  to  4.8%  on  June 
lowest  level  this  year.  Cronin  believes 
prices  will  head  south  again  if  Washingto: 
up  bond  sales  to  finance  the  mounting  1 
deficit.  For  Treasury  debt,  individual  inv 
might  fare  better  with  either  Series  I  si 
bonds  or  Treasury  Inflation-Indexed  Se 
(Tils),  both  of  which  adjust  the  interest 
riodically  to  protect  against  inflation  (tab. 
If  you  can  tolerate  more  risk,  corporate 
beaten  down  to  a  lower  investment  gr; 
even  junk  status,  may  be  the  way  to  go. 
bonds  recently  yielded  as  much  as  10.5% 
less  you  have  a  multimillion-dollar  portfol 
can  hold  a  diversified  mix  of  issues,  stick 
bond  fund.  Two  top-notch  choices  tha 
loaded  up  on  the  fallen  debt  of  troubl 
com  and  energy  companies  are  pimco  To 
turn,  run  by  renowned  bond  manager 
Gross,  and  Metropolitan  West  Total  Ret 
Fund.  "We're  at  the  bottom  of  the  credit 
says  Stephen  Kane,  co-manager  of  Metro 
West.  As  the  economy  picks  up,  the  forti 
these  battered  companies  should  improve 
Also  consider  adding  a  fund  that  inv« 
foreign  bonds.  Since  such  debt  gains  in 
when  the  dollar  fails,  these  funds  could  ge 
some  capital  gains  as  well  as  interest  i 
Foreign  bond  funds  focus  either  on  industi 
nations  or  emerging  markets.  Two  ex< 
picks:  T  Rowe  Price  International  Bond 
up  7.02%  this  year  through  June  14,  and 
Emerging  Markets  Bond,  up  2.84%. 

Bonds  would  be  easy  to  write  off  todj 
you  can  find  investments  that  should  st€ 
not  pump  up,  your  overall  portfolio. 
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An  HP  Multifunction  Printer  has  the  social  skills  to  work  with  other  machines.  But  networkability 
is  just  part  of  an  MFP's  skillset.  It  can  also  copy,  print,  color  scan  and  fax.  That  means  you  can 
replace  up  to  four  machines  with  one  MFP.  If  you  have  an  Internet  connection,  you  can  even  scan 
documents  and  e-mail  them  in  one  step.  Our  MFPs  also  come  with  the  reliability  and  support 
you  expect  from  HP.  To  find  out  more,  call  888-355-9836  and  mention  source  code  12142  or  visit 
www.hp.com/go/mfp99.  A  copier  isn't  as  well  equipped  to  make  it  in  today's  business  environment. 
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.  Munis 

Back  in  the 
Comfort  Zone 

A  few  munis  in  your  portfolio  let  you  sleep  at  night 


BY  SUSAN 
SCHERREIK 


Although  it's  supposed  to  be  a  relatively 
safe  haven,  the  municipal-bond  market 
has  taken  some  big  hits  lately.  The  eco- 
nomic slowdown  has  thrown  state  and 
city  budgets  out  of  whack  as  revenues 
fall  far  short  of  spending  plans  made 
just  a  year  ago.  Credit  agencies  have 
been  downgrading  municipalities,  espe- 
cially big  borrowing  states  like  California  and 
New  Jersey.  And  localities  everywhere  are 
pumping  out  new  debt  to  tide  them  over. 

Against  this  background,  it's  important  to 
stick  to  top-quality  bonds.  That's  not  hard  be- 


Best  Muni  Bond  Bets 


MUTUAL  FUNDS 

NAME/SYMBOL 

YIELD* 

COMMENT 

Fidelity  Spartan 
Municipal  Bond  FHIGX 

4.15% 

Long-term  bonds,  low  risk, 
modest  0.43%  expense  ratio 

Vanguard  Intermediate- 
Term  Tax-Exempt  VWITX 

3.73 

Solid  performer  with  rock 
bottom  0.19%  expense  ratio 

INSURED  MUNICIPAL  BONDS 

NAME 

YIELD* 

COMMENT 

Fairport  N.Y.  Central  School 
District 4.125%  G.O.June '12 

4.10% 

Noncallable,  pays  90%  of 
comparable  Treasuries 

U.  of  California  4.0% 
Revenue  Bonds  Sept. '12 

4.10 

Backed  by  the  university's  general 
revenues 

*June  14 


Data:  Morningstar  inc.,  Envision  Capital  Management  Inc. 
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cause  half  of  all  munis  carry 
a  triple-A  rating.  The  vast 
majority  get  that  rating  be- 
cause   they    are    insured, 
which  guarantees  investors 
timely  payment  of  interest  and 
principal  even  if  the  issuer  defaults, 
largest  muni  bond  insurers — Ambac, 
Guaranty  Insurance,  Financial  Security 
-ance,  and  mbia — are  sound  companies  an/J 
paid  claims  in  the  few  instances  when 
have  defaulted,  says  Howard  Mischele,  a 
at  Standard  &  Poor's. 

Since  muni  bond  issuers  rarely  default 
surance  overkill?  No,  since  insured  bonds 
hold  their  value  better  if  an  issuer's  crec 
ing  drops.  With  most  states  facing  tj 
deficits,  a  few  more  credit  downgrades  ; 
ly  this  year.  States  that  s&p  is  monitor 
possible  credit-rating  cuts  include  Arizor 
ifornia,  and  Colorado. 

Insured  bonds  have  other  pluses.  It  is| 
to  compare  the  credit  quality  of  insured 
Also,  they  trade  more  actively  than  other  | 
so  investors  can  more  easily  buy  and  sel 
Insured  muni  bond  funds  are  a  differentl 
Morningstar  analyst  Eric  Jacobson  sayl 
tend  to  offer  slightly  lower  yields  while  crl 
above-average  expenses.  Because  a  fund  il 
er  closely  monitors  the  credit  quality  oj 
ings,  insurance  is  less  of  an  issue. 

To  further  protect  yourself,  Mary  Milk 
heads  muni  bond  investing  at  T  Rowe  I 
suggests  sticking  to  bonds  backed  by  us<| 
for  essential  services,  such  as  water  and  sj 
Conversely,  you  may  want  to  skip  bonds 
by  sales  taxes,  since  revenues  from  that 
shrink  during  economic  downturns,  she  s\ 

Mark  McCray,  head  of  muni  bond  inves 
pimco,  says  investors  often  overlook  the 
tance  of  having  a  geographically  diversifie 
folio.  True,  it  makes  sense  for  a  residerl 
high-tax  state  like  California  or  New 
load  up  on  the  bonds  of  their  localities 
they  can  then  qualify  for  an  exempti 
federal,  state,  and,  if  applicable,  city  ti 
putting  a  slice  of  your  portfolio  in  a 
muni  bond  fund,  however,  you  guard  ag 
unforeseen  disaster  such  as  a  major  eartl) 
in  California  (table). 

It  seems  prudent  to  stick  to  the  s  I 
maturities  since  the  the  Federal  Resei 
pected  to  raise  interest  rates  later  this  ye 
Marilyn  Cohen,  head  of  Envision  Capita 
agement,  a  bond  investment  firm  in 
les,  says  that  with  munis  maturing  in 
yielding  1.6%,  the  strategy  isn't  lucr; 
believes  the  best  deal  now  are  issues  m* 
in  10  years,  which  recently  yielded  4.1«] 
3.25%  for  five  years.  With  the  federal 
emption,  that  4.10%  yield  translates  into 
er  5.86%  for  an  investor  in  the  309;  m| 
tax  bracket. 

It's  rare  for  an  investment  nowadays 
vide  decent  yields  and  let  you  sleep  atj 
That's  why  munis  belong  in  most  portfoli 
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economy  of  words, 
ealth  of  information. 

usatoday.com 


Keep  Up 


More  than  a  newspaper,  USA  TODAY  is 
your  information  network. 

Start  your  day  with  USA  TODAY  for  the 
latest  news  from  here  and  abroad. 

Keep  up  with  the  latest  news  all  day  long 
with  USATODAY.com.  With  news,  scores, 
stocks  and  headlines  updated  24/7, 
USATODAY.com  makes  it  easy  to  know 
what's  happening  as  soon  as  it  happens. 

Prefer  a  wireless  update? 

Get  USA  TODAY  headlines  on  your  PDA. 

In  print,  online  and  wireless,  wake  up 
and  keep  up  with  all  the  news  that's 
important  to  you  with  the  USA  TODAY 
Information  Network. 
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The  Barker  Portfolio 


A  NEW  FUND 
RIDES  THE  BIG  MO' 

Hideous  truth  hurts,  but  here  it  is,  a  recap 
of  the  New  Millennium:  $10,000  invested  on 
Jan.  1,  2000,  in  the  Wilshire  5000  Total 
Market  Index  was  worth  $7,124  by  mid- June. 
In  the  typical  aggressive-growth  mutual  fund, 
10  grand  shrank  to  6.4  grand.  In  the  Munder 
NetNet  Fund,  it  sank  to  $1,533.  If  you  had 
$10,000  in  stock  of  Lucent  Technologies,  it  was 
down  to  shares  worth  $526.  Enron?  $24.11. 

Amid  this  depressing  reality,  the  fastest-grow- 
ing new  mutual  fund  has  sucked  in  more  than 
$100  million  in  just  12  weeks.  Rydex  Sector  Ro- 
tation Fund  is  the  latest  invention  of  Rockville 
(Md.)-based  Rydex  Funds,  which  has  gone  from 
managing  zero  in  1993  to  $5.5  billion.  Its  Sector 
Rotation  Fund  is  catching 
on  because  investors  "re- 
alize that  just  buying 
[equity]  exposure  and 
sticking  with  it  isn't 
the  way  to  go,"  the 
fund's  portfolio  manag- 
er, Charles  Tennes,  told 
me.  "People  like  the 
built-in  sell  discipline." 

What  he  means  is 
his  fund  does  not  hold 
anything    unless    it's 
hot.  Tennes  examines 
59  industry  groups  of 
stocks  each  month  and 
ranks  them  by  their  price 
strength   over   the   prior 
year.  Next,  he  picks  the 
top  dozen  or  so  industries 
and    buys    enough    stock 
from  each  to  give  each  in- 
dustry an  equal  weighting 
in  his  portfolio.  Recently, 
that  yielded  a  fund  with 
about  200  stocks  from  14 
groups  (table).  Next  month, 
Tennes  will  dump  stocks 
from  any  industry  falling 
out  of  the  top  ranks  and 
add  stocks  from  comers. 

Based  on  the  "momen- 
tum" theory  that  rising 
stocks  tend  to  keep  rising, 
sector  strategies  are  noth- 
ing new  and  have  a  mixed 
record.  But  in  a  hypotheti- 
cal "backtest,"  Rydex'  mod- 
el beat  the  Standard  & 
Poor's  500-stock  index  by 
a  mile — an  annual  average 
return  of  26.6%  vs.  12.7% 
in  the  six  years  ended  last 
Dec.  31.  Those  results  con- 


BY  ROBERT  BARKER 

rb@businessweek.com 

Based  on  the 
momentum  theory 
that  rising  stocks 
tend  to  keep  rising 
a  while,  Rydex' 
method  has  been 
racking  up  some 
good  numbers.  But 
there  are  caveats 


BusinessWeek  on  lino 


For  barker.online,  go  to 

www.businessweek.com/ 

investor/  and  click  on 

"Columns" 


Rydex'  Sector  Picks 


INDUSTRY  GROUP 

TYPICAL  STOCK/SYMBOL 

Air  freight  and  logistics 

Ryder  System/R 

Auto  components 

Delphi/DPH 

Beverages 

Anheuser-Busch/BUD 

Building  products 

American  Standard/ASD 

Containers 
and  packaging 

Bemis/BMS 

Food  products 

Sara  Lee/SLE 

Health-care  providers 
and  services 

Aetna/AET 

Hotels,  restaurants, 
and  leisure 

Carnival/CCL 

Household  durables 

American  Greetings/AM 

Household  products 

Clorox/CLX 

Personal  products 

Alberto-Culver/ACV 

Real  estate 

Equity  Office  Properties 
Trust/EOP 

Tobacco 

Philip  Morris/MO 

Trading  companies 
and  distributors 

W.  W.  Grainger/GWW 

Data:  Rydex  Funds.  Standard  &  Poor's 

firmed  similar  tests  by  s&p  Chief  Sector 
gist  Sam  Stovall,  author  of  the  book,  Sec^ 
vesting.  He  sees  the  fund  as  so  promising 
put  some  of  his  own  money  in  it. 

Yet  before  you  hide  from  the  bear  in 
rotation,  it's  worth  seeing  just  how  safe 
this  fund  might  be.  First,  it  isn't  cheap, 
expenses  come  to  1.8%  of  assets,  and  are 
yet,  2.55%,  if  you  buy  the  Class  C  shares 
•brokers.  Morningstar  puts  the  average  dc 
stock-fund  cost  at  1.44%.  Second,  there's  a  | 
chance  the  fund  will  trade  often,  perhaps 
a  steep  capital-gains  tax  bill.  So  the  fund  i^ 
bet  for  taxable  accounts.  Stovall,  no  fool, 
his  fund  shares  in  a  tax-deferred  retiremd! 
count.  He  also  notes  that  investors  shoulc 
putting  their  entire  equity  allocation  into  I 
rotation.-  "It's  not  a  conservative  approach'! 
vesting,  Stovall  told  me. 

The  big  danger  can  be  seen  from  the 
this  page:  What  are  hot  at  any  time  tenc 
to  be  similar  sorts  of  stocks — right  now, 
ample,  it's  food, 
hold,  and  otheij 
plays.   Becaug 
fund  is  less 
fied,  its   vah 
ures    to    flul 
more    wildlj 
the  market, 
backtest,  the 
model     was 
more   volatile 
the  s&P  500. 

The  second  I 
is    whether    '  I 
can  do  as  well  or| 
than  the  model,  wh 
the  backtest  ran  m<| 
cally.  For  example,  ilj 
exactly  10  industrie 
month,  while  TennesJ 
industry  groups  ma 
roughly     the     top  I 
ranked    by    perform 
That  could  be  10  indd 
or   a   few   more   oi 
Tennes  also  uses  i 
gut  as  science  in  d«| 
whether  to  keep,  saj 
industry  stock  that':! 
lot  on  merger  talk.  P\ 
tested  model  "is  stup 
we    like    to    think 
smarter,"  Tennes 
In  its  brief  life, 
is  off  3%  compared 
12%  loss  in  the  S4 
For    most    money  | 
agers,    that's    fine 
However,  Tennes  w<| 
happy    unless    the[ 
makes  money.  In 
market,  that  may  b«| 
than  investors  can  i| 
ablv  count  on. 
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IRONICALLY,  YOUR  COMPANY'S 

HUMAN  RESOURCES 

EOPLE  WOULD  BE  MORE  EFFECTIVE  IF  THEY 
SPENT  LESS  TIME  DEALING  WITH  HUMANS. 


■ 
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ji  our  new,  cost-effective  Blue  Cross  Internet  Services, now  your  HR  professionals  can  keep  human 

fraction  to  a  comfortable,  productive  minimum.  When  employees  need  information  on  anything  from 

tis  status  to  doctor  listings,  they  can  visit  www.bluecrossca.com  -instead  of  your  HR  department.  And 

'  HR  people  will  be  even  more  resourceful  by  enrolling  employees  online  and  managing  their  plans  at  BlueCrOSS 

of  California 
/.mybcclink.com.  To  help  boost  the  productivity  of  the  humans  at  your  company,  visit  these  sites  today. 

The  Power  of  Blue. 


■ 


:h   Life  •  Dental  ■  Pharmacy  ■  Behavioral  Health  ■  EAP 

irmacy  and  Behavioral  Health  products  from  Blue  Cross  of  California  (BCC)  and/or  BC  Life  &  Health  Insurance  Co  IBCL&H)  Life  insurance  from  8CL&H  8CC  and  BCl&H  are  Independent  Licensees  of  the 
Delation.     2002  BCC- 
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STOCK 
TO  WATCH 


SEPT.  24.  01  JUNE  19.  '02 
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MOVADO:  TIME-TESTED 

Although  Movado  Group  (MOV)  is  the  de- 
signer and  maker  of  such  well-known  up- 
scale, artsy  watches  as  Movado  and  Con- 
cord, it's  hardly  an  industry  giant.  Sales  in  fiscal 
2002  were  $300  million,  and  Movado's  global  mar- 
ket share  is  just  2.39c.  But  in  the  last  12  months, 
the  stock  has  outscored  other  luxury-goods  com- 
panies such  as  Gucci  and  Tiffany — and  yet  still 
trades  at  a  steep  discount  to  their  shares. 

Movado  has  bucked  the  overall  market,  rising 
from  14  a  share  on  Sept.  24  to  21  on  June  19. 
Selling  at  112  times  next  year's  projected  earnings 
of  $1.86  a  share,  for  the  fiscal  year  ending  Jan. 
31,  2004,  it's  trading  at  a 
'too-severe  discount"  to  the 
luxury  industry's  average 
price-earnings  ratio  of  20.4. 
says  Paula  Kalandiak  of 
Wells  Fargo  Securities,  who 
rates  Movado  a  buy.  The  an- 
alyst doesn't  own  the  stock, 
and  Wells  Fargo  hasn't  had 
deals  with  Movado.  Kalan- 
diak says  that  with  its 
strong  brand  in  premium 
watches,  Movado  has  huge  potential  to  grow  in 
the  $13  billion  industry.  Selling  directly  to  big  de- 
partment and  specialty'  stores  in  60  countries,  it  also 
competes  in  the  nonluxury  watch  market  with  its 
Tommy  Hilfiger,  Coach,  and  esq  brands. 

Movado's  boutique  stores,  which  sell  its  own 
jewelry  exclusively,  are  highly  profitable  and  de- 
liver rich  margins,  says  Kalandiak.  In  fiscal  2002, 
Movado  earned  $1.43  on  $299.7  million  in  sales.  Ka- 
landiak's  12-month  stock  price  target  is  28,  or  15 
times  her  fiscal  2004  forecast.  Her  2003  estimate  is 
$1.62  a  share,  on  $320.7  million  in  sales. 

Some  pros  say  Movado  would  trade  higher 
were  it  not  for  its  dual  stock.  Its  Class  A  shares, 
controlled  by  the  family  of  Chief  Executive 
Efraim  Grinberg,  has  10  votes  a  share.  Grin- 
berg  concedes  that  Class  A  "is  there  as  an  anti- 
takeover device."  Many  companies  are  interested, 
he  says,  "but  we  aren't  for  sale — although  we're 
always  looking  for  opportunities  for  our  share- 
holders." He  wouldn't  say  whether  Swatch 
Group,  a  big  watchmaker  with  18  brands  and  a 
market  share,  is  among  those  interested. 

WILL  GOLD  BUGS 
BUZZ  AGAIN  SOON? 

With  gold  prices  much  higher  and  gold  stocks 
also  up  sharply  after  a  20-year  slump,  most 
investors  think  it's  over  for  this  gold  rush. 
Prices  of  gold  and  gold  shares  have  been  sliding  in 
recent  days.  "Investors  think  the  party  is  over 
for  gold.  Wrong,"  sa\  -  Vince  Carino,  president  of 
Brookhaven  Capital  Mai.igement.  "Gold  shares 
will  continue  to  outpace  the  market  this  year  at 


BY  GENE  GL  MARCIAL 

Why  luxury-goods 
maker  Movado  is  a 
bargain.  More  to 
go  for  gold: 
Demand  will  keep 
outpacing  supply. 
Toys  W  Us  may 
be  fun  and  games 
again  for 
investors 


least,"  he  says.  It's  simply  a  case  of  demand 
metal  outpacing  supply,  argues  Carino.  w| 
been  buying  shares  of  Newmont  Mining 
and  Barrick  Gold  (ABX).  Newmont  is  up 
last  July  to  32  on  June  4,  2002 — before  ea 
28  on  June  19.  Barrick,  at  13  in  November,| 
to  23  in  late  Mav — before  slipping  to  19 


19.  Michael  Du- 
rose  of  Morgan 
.Stanley  says  the 
recent  drop  in 
gold  stocks  is 
healthy,  given 
the  group's  up- 
swing year-to- 
date.  The  XAU 


CARINO'S  GOLD  Bl 


STOCK 


JUNE  19       52-WEEK 
CLOSE  PRICE  HIGH-LOW 


NEWMONT 
BARRICK 


28 

19 


32-17 
23-13 


Data:  Brookhaven  Capital  Manag 
Bloomberg  Financial  Markel 


gold  index,  which  tracks  a  basket  of  stockJ 
38%  this  year,  and  the  metal  has  risen  froj 
an  ounce  to  $320.  Durose  says  the  wea 
geopolitical  uncertainty,  low  real  interest! 
and  industry  consolidation  are  positive  fori 
Carino  predicts  the  price  will  leap  tl 
this  year  and  rise  to  $400  an  ounce  in  2( 
those  prices,  Newmont  and  Barrick  will 
he  figures.  With  that,  he  says,  "gold  will 
gain  acceptance  as  a  solid  investment  veij 

TOY  STORY:  TOO 
CHEAP  TO  IGNORE 

Investors  have  long  shunned  shares  of 
Us  (TOY),  and  for  good  reason:  They  d 
further  growth  ahead.  Its  stock  has  s' 
from  28  a  year  ago  to  17  on  June  19.  But  t 
Kuensell,  managing  director  of  Brandywi 
set  Management,  Toys  is  now  too  cheap  to 
Its  stock  is  trading  at  13.6  times  his 
mate  of  §1.25  a  share — and  selling  at  book 
That  makes  it  way  undervalued,  based  on 
estate  assets  alone,  says  Kuensell,  who  h* 
buying  shares.  Toys  owns  540  stores — mot 
quired  in  the  1980s  at  de- 
pressed prices.  And  it  has 
a  strong  balance  sheet  with 
debt  at  34%  of  capital. 

In  2001,   Toys   started 
streamlining  its  stores  to 
get  away  from  the  ware- 
house      look.        They're 
brighter,  with  wider  aisles 
that  make  it  easier  to  find 
items.      Melissa      Comer 
Williams  of  Gerard  Klauer 
Mattison  has  raised  estimates  for  the  year 
Jan.  31,  2003,  to  $1.15  from  $1.10,  and  i 
$1.35  in  2004.  Williams,  who  doesn't  o^ 
stock,  rates  Toys  a  buy.  Her  12-month  pi 
get:  25.  (Gerard  Klauer  performed  h 
ices  for  Toys  in  the  past  three  years.) 
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Figures  of  the  Week 


%  change 


Stocks 


U.S.  MARKETS 


June  19 


Year  to 
Week      date 


Last  12 

months 


GLOBAL  MARKETS 


June  19     Weekl 
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COMMENTARY 

Stocks  seesawed  once  again  this  week 
as  investors  reacted  to  any  shred  of 
news,  good  or  bad.  On  June  17,  shares 
rose  strongly  on  news  that  McDonald's 
expects  to  exceed  its  profit  forecast. 
Two  days  later,  though,  equities  fell 
just  as  sharply  on  lowered  forecasts  by 
AMD  and  Apple.  For  the  week,  the  S&P 
500  was  unchanged,  while  the  Dow 
and  Nasdaq  lost  0.6%  and  1.5%. 

Data:  Bloomberg  Financial  Markets 
Reuters 


S&P  500  1020.0 

Dow  Jones  Industrials  9561.6 

Nasdaq  Composite  1496.8 

S&P  MidCap  400  502.9 

S&P  SmallCap  600  232.1 

Wilshire  5000  9658.2 

SECTORS 

BusinessWeek  50*  649.7 
BusinessWeek  Info  Tech  100**     307.0 

S&P/BARRA  Growth  510.7 

S&P/BARRA  Value  506.5 

S&P  Energy  212.2 

S&P  Financials  345.7 

S&P  REIT  100.8 

S&P  Transportation  198.4 

S&P  Utilities  126.8 

GSTI  Internet  79.3 

PSE  Technology  535.6 
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0.8 
-3.4 
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-15.9 
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-24.9 

-0.3 
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-13.7 
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-.23.1 

26.8 

-31.4 

14.1 

-15.5 

-8.2 

-16.7 

0.4 
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-2.7 

-8.0 

7.9 

8.6 

0.7 

3.7 

13.1 

-33.2 

24.4 

-33.1 

22.1 

-23.6 

*Mar.  19.  1999  =  1000 


*Feb.  7.  2000=1000 


S&P  Euro  Plus  (U.S.  Dollar)  991.9  -0.7 1 

London  (FT-SE 100)  4652.4  -4.1 

Paris  (CAC  40)  3935.6  -1.7 

Frankfurt  (DAX)  4354.8  -3.4| 

Tokyo  (NIKKEI  225)  10,476.2  -7.5 

Hong  Kong  (Hang  Seng)  10,673. 1  -4.3 

Toronto  (TSE  300)  7247.8  -1.5 

Mexico  City  (IPC)  6691.0  -1.6 1 

FUNDAMENTALS June  18 

S&P  500  Dividend  Yield  1.52% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  44.0 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  18.3 
First  Call  Earnings  Revision*  -0.68% 

"First  Call  Corp. 
TECHNICAL  INDICATORS      June  18      WH 
S&P  500  200-day  average  1 106.4      1 1 : 

Stocks  above  200-day  average  64.0%       ( 

Options:  Put/call  ratio  0.88 

Insiders:  Vickers  NYSE  Sell/buy  ratio   4.10 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Managed  Health  Care  8.4 

Health-Care  Facilities  8.0 

Health-Care  Supplies  7.2 

Divsfd.  Metals  &  Mining  4.1 

Homebuilding  3.3 


Metal  &  Glass  Containers  65.8 

Homebuilding  59.2 

Managed  Health  Care  56.1 

Air  Freight  &  Couriers  49.5 

Housewares  &  Specialties  41.1 


Wireless  Services  -39.5 

Semiconductors  -30.4 

Advertising  -29.8 

Semiconductor  Equipment  -26.5 

Instrumentation  -23.6 


Multi-Utilities 
Wireless  Servic 
Computer  Stge 
Telecomms.  Ei 
Application  Sot 


Mutual  Funds 


Week  ending  June  18 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


%      -8 


-5 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Real  Estate  2.5 

Financial  -1.9 

Domestic  Hybrid  -2.1 

International  Hybrid  -2.6 
Laggards 

Latin  America  -10.6 

Technology  -10.0 

Communications  -9.7 

Japan  -7.1 


Leaders 

Precious  Metals  66.7 

Real  Estate  15.1 

Small-cap  Value  9.1 
Diversified  Emerging  Mkts.  6.9 
Laggards 

Communications  -38.6 

Technology  -34.4 

Utilities  -22.5 

Health  -21.3 


Week  ending  June  18 
■  S&P  600  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


%     -16 


Data:  Standard  &  Poors 


EQUITY  FUNDS 

4-week  total  return % 

Leaders 

Rydex  Dynamic  Vent.  100  19.1 

ProFunds  Ultrashort  OTC  19.0 

Rydex  Arktos  Investor  9.6 

Potomac  OTC  Short  9.5 

Laggards 

Black  Oak  Emerging  Tech.  -22.7 

ProFunds  UltraOTC  Inv.  -18.9 

Kopp  Emerging  Gr.  Retail  -17.7 

Van  Wagoner  Post  Venture  -17.0 


52-week  total  return  % 

Leaders 

U.S.  Glob.  Wld.  Prec.  Mins.  103.9 

First  Eagle  SoGen  Gold  98.4 

U.S.  Global  Investors  Gold  95.8 

Van  Eck  Intl.  Invs.  Gold  A  89.0 

Laggards 

ProFunds  UltraOTC  Inv.  -63.4 

Black  Oak  Emerging  Tech.  -63.2 

Van  Wagoner  Post  Venture  -62.0 

Van  Wagoner  Technology  -60.4 


Interest  Rates 


KEY  RATES 


June  19    Week 


MONEY  MARKET  FUNDS  1.51%       1.5 

90-DAY  TREASURY  BILLS  1.70  1.7 


2-YEAR  TREASURY  NOTES 


2.77 


3.0 


10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 
30-YEAR  FIXED  MORTGAGEt 


4.73 
5.39 
6.55  6.7 


4.9 
5.S    ' 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
bonds,  assuming  a  30%  federal  tax  rate. 
10-yr.  bom 


GENERAL  OBLIGATIONS 


4.09% 


TAXABLE  EQUIVALENT 


5.84 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.25 
6.07 


■THE  WEEK  AHEAD 

FOMC  MEETING  Tuesday,  June  25,  9  a.m. 
tor  ►  The  Federal  Reserve  Board's  Open 
Market  Committee  meets  for  two  days  to 
set  monetary  policy.  Economists  surveyed 
by  Standard  &  Poor's  mms,  a  division  of 
The  McGraw-Hill  Companies,  unanimous- 
ly expect  the  Fed  to  leave  the  federal 
funds  rate  at  1.75%. 

CONSUMER  CONFIDENCE  Tuesday,  June  25, 
10  a.m.  edt>-  The  Conference  Board's 
June  confidence  index  is  forecast  to  have 
slipped  back  to  107.8,  from  109.8  in 


May.  That's  based  on  the  median  forecast 
of  economists  surveyed  by  s&p's  mms. 

EXISTING  HOME  SALES  Tuesday,  June  25, 
10  a.m.  edt>  Sales  of  existing  homes  in 
May  probably  slipped  1.7%,  to  an  annual 
pace  of  5.69  million. 

DURABLE  GOODS  ORDERS  Wednesday,  June 
2n,  8:30  a.m.  edt>  New  orders  for 
durable  goods  most  likely  increased  by 
0.3%  during  May.  In  April,  they 
climbed  1.5%. 


NEW  RESIDENTIAL  SALES  Wednesc 

26,  10  a.m.  edtp-  New  single- 
home  sales  in  May  are  expect* 
remained  unchanged  from  Apr 
annual  pace  of  915,000  hom« 

PERSONAL  INCOME  Friday,  June 
a.m.  EDTP-  Personal  income  fo 
probably  increased  0.3%,  whi 
sumer  spending  most  likely  ro 
0.1%.  In  April,  income  rose  b; 
0.3%,  but  consumer  purchase 
more  significant  0.5%. 
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p  against  the  trend  of  the  rest  of  the  market,  advancing  0.8%  for  the  week  ended  June  19. 
rs  was  Tyco  International,  which  soared  52.7%  after  receiving  regulatory  approval  for  its  CIT 
pe  climbers  was  energy  provider  Calpine,  which  added  13.4%.  Best  Buy  fell  10.3%  for  the 
icing  second  quarter  earnings  would  be  off  by  a  couple  of  pennies. 


COMPANY  PERFORMANCE 


%  change 

Since 
Week     3/1/02 


inson 


Jergen 

Group 


Rank     Company 


%  change 

Since 
Week     3/1/02 


-1.5 
1.7 
2.1 
1.3 

-2.2 


-7.4 

2.3 

-12.7 

-3.3 

4.3 


-3.4 

1.8 

-4.5 

-10.3 

4.7 


-18.1 

0.2 

0.3 

-13.8 

21.5 


es 


0.3 

2.0 

-1.1 

-1.5 


34.2 

10.1 

-24.7 

-7.4 


5.1 

-69.6 

mics 

4.0 

18.3 

eum 

2.1 

-3.8 

tories 

2.5 

-9.5 

-1.4 

-8.5 

13.4 

19.7 

26  Tenet  Healthcare  2.6  35.2 

27  Household  International  -1.8  0.1 

28  WellPoint  Health  Networks  2.0  41.8 

29  Washington  Mutual  0.1  15.0 

30  Duke  Energy  9.0  -7.0 

31  Kohl's  -1.0  8.9 

32  Bed  Bath  &  Beyond  -2.7  3.0 

33  Cardinal  Health  3.7  -2.7 

34  Centex  5.3  -3.2 

35  American  Electric  Power  1.9  -4.6 

36  Golden  West  Financial  -1.3  7.9 

37  Stryker  3.2  -11.8 

38  Harley- Davidson  -0.5  1.8 

39  PepsiCo  0.4  2.7 

40  Merck  1.1  -14.3 


41 

Apache 

3.9 

5.0 

42 

Amerada  Hess 

0.2 

12.7 

43 

KB  Home 

1.8 

15.3 

44 

First  Data 

-2.5 

-1.9 

45 

Tyco  International 

52.7 

-46.7 

troleum 


2.6 
3.4 
5.6 
3.5 
2.1 


11.1 
-6.7 
8.2 
-2.5 
-7.0 


46  International  Game  Technology  -0.2  -13.2 

47  Capital  One  Financial  3.0  19.2 

48  Electronic  Data  Systems  -1.8  -18.0 

49  Nabors  Industries  3.6  7.6 

50  Xcel  Energy  -7.4  -21.3 


btion  Index 


Change  from  last  week:  0.2% 
Change  from  last  year:  -4.9% 

PUT     June  8=161.5  1992=100 
>  a  4-week  moving  average 


Oct. 
2001 


Feb. 

2002 


June 
2002 


ix  managed  to  increase  for  a  second 
before  calculation  of  the  four-week 
e  index  rose  to  162.5,  from  162.  Af- 
ments,  the  components  were  even- 
ed the  biggest  increase,  followed  by 
uction,  autos,  and  rail  freight  traf- 
■oil  refining  and  coal  output  were 
n  the  index.  Truck  assemblies  and 

the  index  components  is  at  www.business- 
n  Index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

CDLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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AOL  Keyword:  BW 
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side 


On-air  weekend  mornings. 
Check  your  local  listings. 

To  advertise  on  TV  or  through  one  of  our 
multi-platform  packages,  contact  Janet  Schatz,  Director 
of  BusinessWeek  TV  Sales,  at  212-512-3011  or 
■'t_schatz@businessweek.com. 

www.businessweektv.com 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  18. 124 

Abercrombie  &  Fitch  (ANF)  119 
ABNAmro(A£N)96 
Acadian  Asset  Management 

126 

Accredo  Health  (ACDO)  109 
Adams  Harkness  &  Hill  44 
Adelphia  Communications 

(ADLAC)  34, 124 
ADT  Group  (ADD  40 
Advanced  Cell  Technology  86 
Advanced  Micro  Devices  (AMD) 

50 

Adventis  14 

Allegheny  Energy  (AYE)  118 
Ambac(ABK)132 
Amerada  Hess  (AHC)  118 
Amencan  Eagle  Outfitters 

(AEOS)  119 
AmSurg109 
Anderson  Exploration  (DVN) 

118 

Anthem  (ATH)  116 
AOL  Time  Warner  (AOL)  64, 

124 

Apple  Computer  (AAPL)  26. 50 
Arthur  Andersen  34, 38  39. 

142 

ArvinMeritor  (ARM)  109 
AT&T  (D  46.  96. 124 

B 


Banc  of  Amenca  Capital 
Management  (BAC)  100 

Bank  One  (ONE)  110 

Ban  Laboratones  (BRI)  116 

Bamck  Gold  (ABX)  136 

Baxter  International  (BAX)  116 

Ben  &  Jerry's  50 

Blue  Cross  Blue  Shieid  116 

Boston  Chicken  142 
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Editorials 


A  HOLLOW  VICTORY  AGAINST  ANDERSEN 


Imposing  the  death  penalty  on  Arthur  Andersen  LLP  is  a 
troubling  precedent  that  raises  serious  ethical,  public  pol- 
icy, and  economic  issues.  No  doubt  the  aggressive  pursuit  and 
conviction  of  the  accounting  firm  by  the  Justice  Dept.  will 
throw  a  scare  into  other  companies  contemplating  playing  fast 
and  loose  with  the  law.  But  the  cleanup  under  way  in  Cor- 
porate America  would  probably  have  benefited  more  had 
Andersen  been  reformed  rather  than  killed.  The  furious  lob- 
bying effort  in  Congress  by  the  remaining  Big  Four  to  water 
down  reform  legislation  shows  that  making  an  example  of  An- 
dersen is  not  nearly  enough. 

Better  to  have  let  former  Federal  Reserve  Chairman  Paul 
A.  Volcker  remake  Andersen  into  a  model  firm  for  the  entire 
accounting  profession.  Volcker  promised  to  revamp  the  com- 
pany's leadership  and  improve  its  corporate  governance.  He 
proposed  splitting  the  auditing  and  consulting  functions,  thus 
removing  the  temptation  to  go  easy  on  companies  Andersen 
audited  in  hope  of  selling  services.  Had  Volcker  succeeded  in 
transforming  Andersen,  other  accounting  firms  might  have  fol- 
lowed suit.  This  could  have  restored  investor  confidence  in  the 
credibility  of  financial  statements  and  the  equity  markets. 

Instead  of  encouraging  reform,  the  Bush  Administration 
chose  to  prosecute  Andersen  for  obstructing  justice  (page  34). 
It  indicted  not  the  individual  partners  but  the  firm  itself.  Yet 
only  a  small  number  of  top  Andersen  managers  are  respon- 


sible for  Enron  Corp.'s  long  history  of  accounting  dis 
Before  Enron,  the  firm  was  fined  $10  million  by  the  Se 
&  Exchange  Commission  for  not  doing  a  proper  job  ir 
ing  Waste  Management  Inc.  It  also  failed  with  Suf 
Boston  Chicken,  and  the  Baptist  Foundation  of 
Clearly,  a  culture  of  impropriety  existed  at  Andersi 
punishing  26,000  employees  for  the  sins  of  the  top  few 
us  as  unfair,  especially  since  the  partners  themselves 
to  be  shielded  from  personal  liability. 

In  the  end,  Justice  barely  won  against  Andersen 
a  technicality,  at  that.  The  jury  rejected  the  heart  of  t 
ernment's  case,  deciding  that  employees  can't  be  hel 
nally  liable  for  following  corporate  guidelines  on  s 
documents.  This  poor  showing  may  be  a  blow  to  the 
ment's  case  against  Enron.  Indeed,  show  trials  again 
panies  that  generate  few  if  any  guidelines  for  refo 
little  economic  value.  The  Justice  Dept.  believes  t 
stroying  Andersen  will  further  the  cause  of  corpo: 
form.  We  fear  it  may  not. 

Reforming  Corporate  America  will  require  new  rul 
private  sector  is  writing  them  for  ceo  behavior  and 
governance.  The  government  has  to  write  them  for  a 
ing.  Whether  they  come  out  of  the  sec  or  Congress 
matter.  The  Bush  Administration  should  move  beyon 
ecution  to  reform. 


IN  PRAISE  OF  BORING  STOCKS 


What's  wrong  with  the  market?  Of  the  past  19  econom- 
ic recoveries  stretching  back  to  1912,  the  stock  market 
has  never  been  so  weak,  according  to  economist  Ed  Hy- 
man  at  International  Strategy  &  Investment  Group.  People 
are  putting  cash  into  their  houses,  buying  bonds,  or  plowing 
money  into  mundane  companies  with  low  price-earnings  ra- 
tios. Truth  is.  playing  it  safe  is  the  right  strategy  for  the  mo- 
ment for  most  investors  (page  99).  And  the  reason  has  less  to 
do  with  corporate  profits  than  with  risk.  When  it  comes  to 
the  economy,  the  road  ahead  is  clear.  When  it  comes  to  risk, 
there's  no  visibility. 

The  economic  fundamentals  for  the  U.  S.  are  pretty  healthy, 
despite  jitters  about  a  double-dip  recession.  Productivity 
growth  is  exceptionally  strong.  Wage  gains  are  restrained. 
That  translates  into  widening  profit  margins  today  and  fatter 
profits  as  the  year  progresses.  In  past  recoveries,  investors 
began  to  place  their  bets  on  future  profits  growth  early  in  the 
business  cycle,  sending  overall  stock  prices  higher  in  antici- 
pation of  better  results. 

Not  so  today.  Risks  are  much  harder  3<  ertain  than  in 

previous  recoveries,  making  the  valuing  ks  very  dif- 

ficult. Investors,  for  example,  face  the  risk  oi  setting  false  fi- 
nancial numbers  from  companies.  With  a  record  number  of 


companies  restating  past  earnings  and  many  othei 
ting  forth  idiosyncratic  pro  forma  numbers,  investors 
sure  how  much  these  companies  are  really  worth, 
nately,  there  is  a  strong  move  afoot  to  clarify  fi 
statements.  The  post-Enron  uncertainty  will  soon  end 
porations  clean  house. 

But  the  political  risks  weighing  on  investors  may  n 
economy  was  stopped  cold  on  September  11,  and  < 
terrorist  attack  could  do  terrible  harm.  The  stream  o: 
ings  coming  out  of  Washington  is  a  constant  reminde 
vestors  of  global  instability.  So  is  the  talk  of  an  invj 
Iraq  to  oust  Saddam  Hussein,  which  could  set  off 
Mideast  crisis  and  cut  off  the  flow  of  oil.  Until  the  Ira 
is  resolved  and  terrorism  is  perceived  to  be  under  cont 
litical  risk  will  weigh  heavily  on  investors. 

Which  is  why  the  investment  mantra  of  the  day  is 
money  into  companies  wThose  businesses  are  boringly 
to  understand,  with  balance  sheets  that  are  clear  an 
prices  that  are  relatively  cheap.  Paying  dividends  is  d 
plus,  and  investing  overseas  is  no  longer  a  minus.  Unl 
'90s,  there  is  an  unusual  amount  of  risk  in  the  world  t 
a  kind  that  is  particularly  difficult  to  measure.  U 
vestors  get  a  handle  on  it,  they  are  right  to  play  it  s 
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It's  the  world's  most 
prestigious  consulting 
firm.  But  it  helped  create 
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and  Global  Crossing. 
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cultural  and  management  balance  that  allowed  for  a  merger  of  equals.  The  result? 
health  care  giant  was  born.  Such  complex  challenges  are  our  passion.  Such  client 
iccesses  are  our  mission.  What  can  we  do  for  you? 
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TALK  SHOW  UThat  might  not  be  a  bad  thing.  We  don'| 
these  people  reproducing." 

— Mark  Haines,  host  of  CNBC's  Squawk  Box,  on  i 
that  11%  of  CEOs  say  golf  is  more  important  than  I 


SPORTS  BIZ 

GIVING  WOMEN 
A  BACKHAND 

FANS  STILL  SHOW  UP  IN 
proper  tennis  whites.  Con- 
cession stands  dish  up  straw- 
berries and  cream.  Ah,  Wim- 
bledon, a  trip  to  another  era. 
Including,  it  seems,  its  prize 
money.  While  the  men's  sin- 
gles champ  will  take  home 


$756,000,  for  women  it's 
another  story.  At  the  tour- 
ney's end  on  July  7,  she'll 
get  $700,000,  according  to 
the  All  England  Club,  the 
private  society  that  stages 
Wimbledon. 

Wimbledon  and  the 
French  Open  are  the  only 
two  unequal  payers  among 
the  four  majors.  The  Aus- 
tralian Open  balanced  its 
prizes  this  year.  The  U.  S. 


SERENA 

Not  as 
good  as 
a  man? 


Open  did  so  30 
years  ago. 

Yet  it's 

women's  tennis 
that's  hot.  U.S. 
Open  officials 
are  even  discussing  a  first — 
moving  this  year's  women's 
final  to  prime  time  TV.  That 
follows  a  Serena  vs.  Venus 
final  at  the  French  Open 
that  pulled  in  twice  the 
viewers  of  the  men's  title 
match,  even  though  nbc  ran 
the  showdown  on  a  two-hour 
delay. 

Says  Donna  Lopiano,  ex- 
ecutive director  of  the 
Women's  Sports  Foundation: 
"I'd  say  they're  just  a  bunch 
of  stubborn  old  guys  over 
there."  Mark  Human 


TREND  WATCH 


HOW  TO  GIVE  YOUR  CAREER  A  LIFT 


THERE  S  A  NEW  PHENOMENON 

gaining  momentum  in  the 
corporate  world:  the  elevator 
speech.  Self-help  gurus  ad- 
vise that  in  these  downsizing 
times,  those  who  want  to 
stand  out  should  have  a  15- 
second  self-promo  speech  at 
the  ready,  just  in  case  they 
find  themselves  unexpected- 
ly face-to-face  with  the  boss. 
The  extemporaneous  sound 
bites,  once  used  by  entrepre- 
neurs to  pitch  startups  should 
they  run  into  a  venture  capi- 
talist, have  now  caught  on 
outside  Silicon  Valley.  And 
not  just  in  elevators:  also  at 
job  interviews,  networking 
events,  and  with  people  and 
companies  pitching  ideas  or 


products.  Even  sin- 
gles are  coming  up 
with  15  seconds  of 
catchy  self-expression. 
Corporate  trainers 
report  a  surge  in  in- 
terest. Craig  Harri- 
son, a  Berkeley 
(Calif.)  motivational 
speaker,  has  seen  de- 
mand for  his  elevator- 
speech  seminars  jump 
35%  in  the  past  year. 
He  advises  people  to 
hit  hard  on  the  value 
of  what  they  do,  not  " 
just  who  they  are.  For  ex- 
ample, he  suggests  a  software 
engineer  should  say,  "Hi,  I'm 
the  Claude  Monet  of  soft- 
ware. My  masterpieces  are 


UPWARD  MOBILITY:  Elevator  speech 


written  with  zeros  and  ones" 
before  introducing  himself. 

It  does  get  attention.  Then 
again,  maybe  not  the  kind 
you  want.        Andrew  Heller 


AFTERLIVES 

SOCKING  IT  T0 1 
ONCE  AGAIN 

he's  ba-a-a-ack.  thi 
Puppet,  the  wisecrack| 
pitch-critter  thrown 
work  when  pet-suppli^ 
Pets.com    went    bust 


# 


I 


found  a  new  job — pitch 
loans  to  people  wit! 
credit. 

He's  getting  a  six- 
fee  for  the  gig,  accord  | 
his     agent,     Brian 
whose  licensing  outfit 
the  rights  to  the  famoi; 
cot  and  has  licensed  tl 
1-800-bar-none,  a  loan 
ny  in  Pleasanton,  Cz 
connection:     The     has| 
hound  knows  that  ever 
deserves  a  second  cl| 
"He's   a   lot   like   our 
tomers — good  people  wll 
into   bad   times,"   sayl 
company's  ceo,  Jim  Crc| 

The  ads  may  just 
beginning  of  a  comd 
Hakan  is  talking  to  a  \ 
wood  producer  about 
Puppet  sitcom.  Don't 
At  least  one  casualty  <i 
dot-com  bust  is  getting! 
on  his  feet . . .  oh,  wail 
doesn't  have  any.      Ro\ 


THE  LIST   SAY  CHEESE-DIGITALLY 


Digital  camera  sales  are  heating  up.  This  year's  top  sellers,  ranked  by  researchers  Nl 


03 


« 
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OLYMPUS  D-510 

HP  PHOTOSMART  318 

OLYMPUS  C-3020 

SONY  DSC-P50 

SONY  MVC-FD75 

FUJI  FINEPIX  2 1 

WZ3 

$300 

$195 

$490 

$288 

$333 

$288 

FEATURES 

Special  battery 
lasts  through  5,400 
photos 

Not  much  in  the 
way  of  frills,  but 
relatively  cheap 

Has  panoramic, 
black-and-white,  and 
four  scene  modes 

Can  apply 
color-reverse  effects 
to  images 

Boasts  an 
impressive  10X 
zoom  lens 

Can  record  a 
20-second  silenfl 
video 
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Up  Front 


DRAWN  &  QUARTERED 


VACATION  NATION 

NOT  YOUR  FATHERS 
WINNEBAGO 

WITH     AMERICAN'S     CUTTING 

back  on  flying,  it  seems 
they're  turning  to  comfy  road 
travel  instead. 

Recreational  vehicles  are 
hot,  with  sales  and  rentals 


ALL  SET:  For  land,  sea,  cyberspace 


booming,  rv  sales  nationwide 
are  up  20%  over  last  year, 
and  manufacturers  are  see- 
ing a  huge  backlog  in  orders 
this  year.  "I  wish  I'd  ordered 


more,"  says  Larry  Johnson, 
sales  manager  at  Palm  rv 
Centers  in  Fort  Lauderdale. 
Sales  at  his  dealership  are  up 
25%  over  last  year,  to  $2  mil- 
lion. A  leading  RV  manufac- 
turer, Monaco  Coach,  says  it 
has  seen  a  surge  in  better- 
performing  diesel  rvs  in  the 
§150,000  to  $200,000  range. 
The  buyers — mostly  baby 
boomers — seem  to 
want  it  all.  Besides 
icemakers  and 
washer-dryers,  con- 
sumers are  asking 
for  convection  and 
microwave  ovens. 
computer  worksta- 
tions, and  even  sur- 
round-sound CD 
systems  and  satel- 
lite dishes. 

And  if  they  get 
to  feeling  claustro- 
phobic? No  prob- 
lem: Among  the 
"  most  popular  fea- 
tures are  movable  walls  that 
allow  users  to  open  up  the 
vehicle  and  expand  the  space 
once  the  motor  home  is 
parked.        Aixa  M.  Pascuai 


BOARDS  WITH  BITE 


HOW  TO  PINCH  A  CEO'S  PAYCHECK 


ONE    WAY    TO    GET    CEO    PAY 

under  control?  Make  sure  the 
boss  knows  he's  being 
watched  by  someone  who 
owns  a  good  chunk  of  the 
company  stock.  A  recent 
study  examined  the  CEO  pay 
of  1,648  companies.  It  found: 

12.5%  That's  the  average 
cut  in  ceo  pay  when  the 
amount  of  stock  held  by  the 
largest  outside  shareholder  is 
doubled. 

5%  That's  the  average  re- 
duction in  ceo  pay  that  re- 
sults from  doubling  the  stock 
held  by  the  board's  compen- 
sation committee. 

"Once  the  board  becomes  a 
stakeholder  in  the  firm,  rising 
ceo  compensation  starts  to 
personally  pinch  the  board 
members,"  says  study  co-au- 
thor Praveen  Kumar  of  the 
University  of  Houston.  "Worst- 


off  are  going  to  be  firms  with 
no  directors  with  shareholding 
stakes.  Their  ceos  feel  rela- 
tively unconstrained." 

Kimberly  Weisul 


PIRACY  PATROL 

UPPING  THE  PRICE 
OF  DOWNLOADING 

THE  MUSIC  BIZ  MAY  SOON  GAIN 

an  unlikely  ally  in  its  crusade 
against  piracy:  the  cable  guy. 
Several  cable  companies,  in- 
cluding AT&T  Broadband, 
Charter  Communications,  and 
Cox  Communica 
tions,  are  moving 
away  from  old 
fixed-rate  pric- 
ing plans  that 
allowed  users 
to  download 
endless  data. 
Instead, 
they're  replacing 
them  with  limited  billing  op- 
tions that  could  end  up  curb- 
ing how  much  time  users 
spend  swapping  files  on  Nap- 
ster successors  such  as 
KaZaa  and  Morpheus  and  re- 
sult in  fewer  songs  available 


THE  BIG  PICTURE 


OUT  FROM 

THE 

SOURCE 

About  90%  of 

CFOs  report 

outsourcing 

nonessential 

business 

operations  to 

specialized 

companies. 

The  top  five 

categories: 

ONLINE  SURVEY  OF  521  CFOs.  RELEASED  APR.  '02 
Data.  Hewitt  Associates 


DRIVE-THRU 

-.OPEN  LATE* 

INFORMATION  TECHNOLOGY 


HUMAN  RESOURCES /BENEFITS 


FACILITIES  MANAGEMENT 


FINANCE  AND  ACCOUNTING 
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We LC0ME  TO 
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for    download.    That 
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If  all  anyone  is  telling  you 

to  do  is  buy,  how  are  you 

supposed  to  know  what  to  sell? 

There's  never  been  a  better  time  for  Schwab  Equity  Ratings. 


_  what  stock  to  sell 
be  an  investors  most 
difficult  decision.  Last  year 
less  than  three  percent  of 
analysts'  recommendations  in 
the  marketplace  were  a  "'sell."* 
And  at  Charles  Schwab,  we  don't 
believe  that's  the  way  it  should  be. 

Schw  ab  Equity  Rating*. '  offer 
stem  that  helps  you  decide 
what  to  sell  as  well  as  what  to  buy. 
They  are  as  straightforward  as 

C.  D.  F.  And  because  we're 
not  focused  on  investment  banking. 
Schwab  Equity  Rating*,  provide 
you  with  a  balance  of  buy  and  sell 
ratings.  We  rank  >  •%  er  3,000  stocks 
according  to  24  carefully 
selected,  fact-based  measures 
12-month  horizon  and 
update  them  weekly. 

Schwab  Equity  Ratings  are 
available  to  select  clients  on  our 
Web  site.  Or  if  you  prefer,  you  can 
sit  down  with  a  Schwab  Investment 
Consultant  and  discuss  our  equity 
ratings  to  see  what's  right  for  your 
portfolio.  And  you  can  alw. 
be  sure  our  Schwab  Investment 
Consultants*  objective  advice 
comes  from  the  very  principles 
\  ere  founded  on. 
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THE  PRINCIPLE  OFTHE 
INDIVIDUAL  INVESTOR 

From  day  one.  the  individual 
investor  has  been  at  the  center 
or  what  we  do.  Every  investor  is 
important  to  us.  Were  not  focused  on 
investment  banking.  We  represent 
you.  the  individual  investor. 

THE  PRINCIPLE  OF 
FACTS,  NOT  HYPE 
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"hot  stock  tips."  Research  and  facts 
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And  now  with  our  Schwab 
Center  for  Investment  Research"" 


and  Schwab  Equity  Ratings,  we 
analyze  and  rate  more  U.S.  stocks 
for  the  individual  investor  than 
any  other  major  brokerage  firm. 

THE  PRINCIPLE  OF 
OBJECTIVITY 

At  Schwab,  were  not  focused  on 
investment  banking.  For  example, 
we  make  IPOs  available  but  we 
don't  receive  any  compensation 
for  their  distribution.  To  us.  it's 
a  potential  conflict  of  interest. 
We  always  strive  to  avoid  conflicts 
of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 
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To  learn  more  about  Schwab  Equity 
Ratings,  call  1-800-225-8569  and 
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Editor's  Memo 


UNCOVERING  THE  SHENANIGANS 


In  business  journalism,  there  is  no 
higher  honor  than  the  Gerald 
Loeb  Award  for  Distinguished 
Business  and  Financial  Journalism, 
presented  by  the  Anderson  School  at 
the  University  of  California  at. Los 
Angeles.  We're  pleased  to  report 
that  Business- 
Week Associate 
Editors  David 
Henry  and 
Nanette  Byrnes 
are  2002  Loeb 
Award  winners 
for  magazines. 
Their  pair  of 
cover  stories, 
"The  numbers 
game"  and  "Con- 
fused about 
earnings?"  jump- 
started  calls  for 

the  very  accounting  reforms  that  are 
being  debated  today. 

BusinessWeek  readers  were  on  to 
accounting  shenanigans  long  before 
Enron  Corp.  launched  this  year's  ex- 
plosion of  scandals.  "The  numbers 
game"  (May  14,  2001)  was  the  result 
of  an  examination  by  Henry  of 
dozens  of  corporate  financial  state- 
ments. He  exposed  pro  forma  and 
other  accounting  gimmicks  that  could 
pad  earnings  and  deceive  investors, 
naming  34  companies  in  the  process. 

On  Nov.  26,  Byrnes  and  Henry 
teamed  up  on  an  advocacy  piece, 
"Confused  about  earnings?"  They 
charged  that  the  pro  forma  legacy 
of  the  dot-com  boom  accelerated  a 
nasty  trend:  companies  making  up 
their  own  ways  to  calculate  earnings 


until  they  find  one  that  shows  p  { 
its.  Byrnes  and  Henry  provided 
road  map  for  financial  statement 
And  they  proposed  rules  for  cal 
lating  operating  earnings  and  a 
quirement  to  make 
clear  how  they  re- 


ON  THE  CASE:  Henry  and  Byrnes 


late  to  net  income. 

Accounting 
sleuths  Henry  and 
Byrnes  continue  on 
the  case,  along  with 
Senior  Correspondent  Mike  Mc- 
Namee in  Washington  (who 
contributed  to  the  Nov.  26  cover); 
nior  Editors  Mary  Kuntz  and  Johi 
Templeman  (who  oversaw  much  o] 
this  coverage);  and  correspondents 
throughout  our  bureau  system. 

Pleased  as  we  are  with  Busines 
Week's  Loeb  Award  winners,  the  r 
winners  are  you,  our  readers. 

Editor-in-Cl 
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AIG  AND  STARR  INSURANCE: 
WHAT'S  BEST  FOR  SHAREHOLDERS 

Corporate  directors  and  officers  have 
a  fundamental  obligation  to  do  what  is 
in  the  best  long-term  interests  of  their 
shareholders.  While  this  simple  precept 
is  at  the  heart  of  the  current  debate 
over  corporate  governance,  Louis 
Lavelle  missed  this  essential  point  in 
his  commentary  when  he  made  refer- 
ence to  American  International  Group 
Inc's  50-year  relationship  with  the  Stan- 
Insurance  agencies  ("When  directors 
join  CEOs  at  the  trough,"  Management, 
June  17). 

The  history  and  facts  behind  this  re- 
lationship, which  we  shared  in  depth 
with  Lavelle  before  he  wrote  his  piece, 
tell  an  exemplary  story  of  how  share- 
holders' interests  were  put  ahead  of  di- 
rectors' and  management's.  The  Starr 
managing  general  agencies  benefit  AIG 
and  its  shareholders  by  generating  at- 
tractive business  for  AIG  subsidiaries. 
AIG  companies  pay  commissions  to  the 
Starr  agencies  at  rates  no  greater  than 
those  paid  to  unaffiliated  producers  for 
comparable  business. 

Although  these  agencies  were  part 
of  the  original  operations  of  aig's 
founders,  they  were  not  sold  to  aig  with 
other  Starr  assets  over  30  years  ago 
after  AIG  went  public,  because  they 
were  small  and  not  profitable  at  the 
time,  and  management  did  not  want  to 
saddle  AIG  with  money-losing  operations. 
aig  has  done  what  is  best  for  its  share- 
holders, which  is  the  essence  of  good 
corporate  governance. 

Maurice  R.  Greenberg 

Chairman 

American  International  Group 

New  York 

DON'T  CONFUSE  CONVERSATION 
AND  CONCERTED  ACTION 

"Big  guns  aim  for  change"  ("Restor- 
ing trust  in  Corporate  America,"  Cover 
Story,  June  24)  correctly  points  out  our 
firm's  strong  interest  in  improving  the 
corrupt  system  of  executive  compensa- 
tion that  plagues  much  of  Corporate 
America.  While  our  firm  has  spoken 
with  other  like-minded  institutional  in- 
vestors and  experts  including  Bill  Miller, 
Warren  E.  Buffett,  and  John  C.  Bogle 
about  this  issue,  at  no  time  during  our 
conversations  with  them  did  they  ever 
agree  to  "sign  up"  as  a  group,  as  your 
article  implies. 

While  I  believe  that  the  formation  of 
a  group  of  reform-minded  institutional 
investors  could  serve  to  advance  the 
cause  of  corporate  governance,  and 


while  I  am  certainly  interested  in  speak- 
ing with  other  institutional  investors 
who  feel  the  same  way,  your  article  was 
mistaken  in  implying  vthat  our  firm  has 
created  such  a  group. 

Christopher  C.  Davis 

Portfolio  Manager 

Davis  Selected  Advisers 

New  York 

WHY  ONE  INVESTOR  OPTED 
OUT  OF  THE  STOCK  MARKET 

The  reasons  given  in  "Investors  are 
ignoring  all  the  good  news"  (Business 
Outlook,  June  17)  fail  to  include  what 
should  be  the  most  obvious:  Flip  the 
page  to  "What  Cleanup?"  (News:  Analy- 
sis &  Commentary,  June  17).  Indepen- 
dent investors  like  me  have  opted  out  of 
the  stock  market.  There  is  no  serious 
reform  drive  in  Washington  (Securities 
&  Exchange  Commission  Chairman 
Harvey  L.  Pitt  apparently  even  secret- 
ly meets  with  suspect  firms!),  and  CEOs 
still  reap  outrageous  salaries,  bonuses, 
and  stock  options  all  the  while  steer- 
ing their  companies  to  record  losses. 

Come  on.  Should  I  be  so  stupid  as  to 
continue  to  finance  such  shenanigans? 
I'm  out  for  as  long  as  the  system  re- 
mains unchecked.  Good  luck  to  War- 
ren Buffett  and  John  Bogle  in  their  at- 
tempt to  get  rightful  action  for  the 
investor. 

Norman  James 
Pittsburgh 

MICROSOFT:  MAKING  BUSINESS 
MORE  COMPLICATED? 

Finally  the  truth  comes  out  in  your 
profile  of  Microsoft  Corp.  ceo  Steve 
Ballmer  ("Ballmer's  Microsoft,"  Cover 
Story,  June  17).  Ballmer's  own  words 
reveal  what  many  have  thought  for 
years,  that  Microsoft's  real  business 
strategy  is  to  complicate  the  operations 
of  its  customers  and  then  sell  them  the 
solutions  to  fix  those  very  snafus. 

"If  we're  successful,"  he  says,  "busi- 
ness isn't  going  to  be  any  simpler  to 
run  five  years  from  now  than  it  is  today. 
We  better  be  thinking  about  the  tools 
we  need  to  run  that  business  now." 
Brace  yourselves:  Here  comes  a  whole 
new  generation  of  "innovations." 

Charlie  Fletcher 
Columbia,  Ky. 

DEMOCRACY  GIVES  THE  BEST 

A  HEALTHY  OUTLET 

While  terrorists  may  be  better  off 
than  their  peers,  as  Robert  J.  Barro 
says,  it's  a  long  way  from  refuting  the 


CORRECTIONS  &  CLARIFICA1 

Sterling  Financial  Investment  Group  a 
do  not  take  short  positions  in  stocks  t 
recommends  ("What  to  Bet  Against,' 
nessWeek  Investor,  July  1  in  some  edi 

"A  genome  project  against  disease"  (I 
&  Technology,  July  1)  misspelled  CI; 
Fraser's  name  in  a  sub-headline  and 

"The  danger  of  playing  it  safe"  (Ec 
ics,  June  24)  gave  an  incorrect  first  na 
Friedrich  Engels,  co-author  with  Karl  ^ 
The  Communist  Manifesto.  Also,  the 
festo  was  published  in  1848,  not  18* 


power  of  economic  advancement 
myth  that  poverty  breeds  tern 
Economic  Viewpoint,  June  10).  I 
free  markets  and  democratic  g 
ments  help  countries  improve  by 
lishing  a  healthy  path  for  intel 
success-driven  individuals.  The  be 
brightest  have  a  system  that 
them  to  amass  power  and  mone 
way  that  advances  society. 

On  the  other  hand,  terrorist  a 
is  worst  in  countries  that  lack  fre 
kets  and  democratic  government 
countries'  best  and  brightest  peor. 
strive  for  success  and  power,  t 
stead  of  building  businesses,  thej 
itate  toward  leading  through  natio 
in  radical  cells. 

Bob  Gill 
Cim 

WHAT  ARE  STATE  SECURITIES 
REGULATORS  REALLY  DOING? 


"The   Street's  new  cleanup 
(News:  Analysis  &  Commentary, 
10)  says  that  "states  formed  a  task 
to  tackle  the  analyst  issue,  one 
first  tasks  was  coming  up  with 
mula    for    divvying    up    the 
from  ...  settlements."  Why  does 
sound  like  racketeering  to  me? 
Thomas  J 
Lawren 


DECONSTRUCTING  CHINAS 
WTO  PARTICIPATION 


■ 


Some  interesting  facts  coul 
added  to  Jeffrey  E.  Garten's  c( 
"When  everything  is  made  in  C 
(Economic  Viewpoint,  June  17) 
has  three  votes  in  the  World  Trad 
ganization,  and  every  other  natio 
one.  Hong  Kong  has  a  vote  that 
ceived  prior  to  becoming  part  of  ( 
Taiwan  joined  with  status  of  a 
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Way  back  in  the  late  nineteenth  century, 
Jules  Verne,  that  master  of  science  fiction, 
foresaw  many  of  the  technological  wonders 
that  are  commonplace  today.  Yet, 
as  far-reaching  as  Mr.  Verne's 
imagination  was,  even  he 
would  be  amazed  at  the 
many  marvels  there  are  to 
be  found  in  the  Lexus  ES  300 

He'd  appreciate  the  available  rain-sensing 
windshield  wiper  system.  (Old  Captain  Nemo 
probably  would  too.)  A  special  sensor  employs 
reflected  and  emitted  light  in  order  to  detect 
the  presence  of  raindrops  on  the  windshield 


RAIN-SENSING 

WINDSHIELD  WIPERS. 

EVEN  JULES  VERNE  DIDN'T  SEE 

.  THIS  ONE  COMING.  . 


Not  only  does  the  system  switch  the  wipers 
on  and  off,  but  it  will  measure  the  degree  of 
precipitation  and  increase  the  wiper  speed 
as  necessary.  So  no  matter  what 
the  driving  conditions  may 
be,  from  a  light  drizzle  to 
a  heavy  downpour,  you're 
able  to  give  the  road  ahead 
your  full,  undivided  attention. 
This  is  one  example  of  the  new  world  of 
luxury  that  awaits  you  in  the  Lexus  ES  300. 
A  car  that  was  built  on  the  idea  that  every 
journey,  whether  it's  to  the  center  of  the  Earth, 
or  the  center  of  town,  should  be  unforgettable. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


©I 


©2002  Lexus,  a  Division  of  Ibyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  scatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly. 

For  more  information,  call  800-USA-LEXUS  (800-872-5398). 


rate  customs  territory";  and  China  itself 
has  a  vote. 

Chinese  companies  are  building  free- 
trade  ports  and  foreign  trade  zones  in 
the  Caribbean.  They  are  also  in  Mexico. 
By  using  this  system,  the  Chinese  com- 
panies can  get  around  the  tariffs,  duties, 
and  quotas. 

In  reality,  very  little  trade  actually 
takes  place  between  an  exporter  and 
importer.  The  beneficiaries  seem  to  be 
the  multinational  companies  and  cate- 
gory-killers, which  can  purchase  direct- 
ly from  manufacturers. 

Peter  T.  Milne 
Toronto 

China  has  more  incentives  to  act  re- 
sponsibly and  sensibly  in  world  affairs 
because  its  economy  is  entangled  in  the 
global  economy.  In  fact,  China's  rela- 
tions with  the  rest  of  the  world,  includ- 
ing its  neighbors  as  well  as  the  U.S. 
and  Western  countries,  are  more  pro- 
ductive, stable,  and  less  confrontational 
than  ever  before. 

Qiming  Han 
Hamden,  Conn. 
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THE  GREAT  401(10  HOAX 

Why  Your  Family's  Financial  Security 

Is  at  Risk,  and  What  You  Can  Do  about  It 

By  William  Wolman  and  Anne  Colamosca 
Perseus  •  246pp  •  $26 

PENSION  PLUNGE 

What  horrified  some  people  most 
about  the  Enron  Corp.  collapse 
was  the  way  its  employees'  retirement 
accounts  got  wiped  out.  The  increasing- 
ly popular  401(k)  is  a  pension 
plan  in  which  employees  are  re- 
sponsible for  investing  a  tax-shel- 
tered portion  of  their  earnings 
and  employers  kick  in  matching 
funds  or  stock.  In  the  booming 
1990s,  millions  came  to  see  their 
401(k)  plans  as  perpetual  wealth- 
spinners. 

They're  anything  but,  say  for- 
mer BusinessWeek  chief  economist 
William  Wolman  and  Anne  Colamosca 
in  The  Great  401 (k)  Hoax.  They  argue 
that  Americans  have  been  hoodwinked 
by  corporations  and  Wall  Street  into 
believing  that  investing  savings  in 
stocks  will  guarantee  income  enough  for 


a  comfortable  retirement.  Bi 
the  end  of  the  '90s,  a  decad* 
stock  prices  quintupled,  th> 
401(k)  account  held  just  $46,7 

Worse,  the  authors  say,  thei  s 
evidence  that  stock  market  re  m 
probably  average  less  than  2 
throughout  the  first  decade  o:|h 
century.  They  draw  parallels  t 
bubbles  that  peaked  in  1901, 
1966  and  were  followed  by  ye; 
dining  or  stagnating  stock  pri 
Along  the  way,  they  explain 
why  employers  wiggled  out  of  i 
commitments  to  provide  pensic 
on  defined  benefits  in  favor  o 
contributions — the  es 
the  401(k)  system.  A 
skewer  Democrats  a 
Republicans  for  policies 
Americans  to  become 
to  the  stock  market. 

What  to  do?  Many 
ers  will  contribute  only 
plans,  and  Congress  ca 
to  agree  on  even  mo 
forms.  Wolman  and  Colamosc 
investors  to  load  up  on  high-( 
stocks  and  bonds,  particular 
Treasuries  whose  yields  are  inc 
inflation,  and  shut  out  the  "noi 
Wall  Street's  ever-optimistic  p 
cators.  The  go-go  years  are  go 


KING  OF  CAPITAL 

Sandy  Weill  and  the  Making  of  Citigroup 

By  Amey  Stone  and  Mike  Brewster 
Wiley  306pp.  $24.95 

CITI  PLANNER 

When  Travelers  Group  Inc.  merged 
with  Citicorp  in  1998,  the  result 
was  a  sea  change  in  the  financial 
world — or  as  BusinessWeek  dubbed  it  at 
the  time,  "Weill  Street."  The  architect  of 
the  merger,  Sanford  I.  Weill,  is  the  sub- 
ject of  King  of  Capital  by  Amey  Stone, 
a  staff  editor  at  BusinessWeek 
Online,  and  journalist  Mike 
Brewster.  This  is  a  rags-to-rich- 
es-to-greater-riches story,  re- 
counting Weill's  rise  from  a  mid- 
dle-class Brooklyn  boyhood  to 
primacy  on  Wall  Street. 

The  book  focuses  on  Weill  as 
a  dealmaker,  and  there  is  plenty--" 
of  grist  for  that.  Weill  got  his 
start  in  1960,  as  a  partner  in  the  small 
brokerage  firm  of  Carter,  Berlind,  Po- 
toma  &  Weill.  The  firm  grew  steadily 
and  in  1970  acquired  the  troubled  retail 
brokerage  Hayden,  Stone  &  Co.  The 
acquisition  was  the  prototype  for  the 
many  deals  that  would  follow.  Four 
years  later,  the  merged  firm  bought  an- 


other financially  strapped  outfit 
son  Hamill.  The  result  was  S3 
Loeb  Rhoades  Inc.,  Wall  Stree 
ond-largest    brokerage — follo\ 
Weill's  biggest  mistake,  the 
Shearson  to  American  Express 

The  1981  Shearson-American  1\ 
merger  seemed  on  the  surface 
good  idea.  "The  truth  is  thai! 
would  have  been  crazy  not  to  j 
the  deal,"  say  the  authors.  But  it  I 
to  be  a  hard  marriage.  Thert 
strains  from  the  very  start,  and 
had  a  tough  time  playing  second 
to  American  Express  Chi 
ecutive  James  D.  Robins! 
Weill  left  the  company  il 
and  bought  a  strugglinjl 
Baltimore  firm  called  Co| 
cial  Credit  Co.  Then  he 
an  impressive  comeback| 
ing  Primerica  in  1988, 
back  Shearson  from  Ami 
Express  in  1993,  and  mak 
grand  move,  the  Travelers  buyou 
With  the  subsequent  purchase 
lomon  Brothers,  Weill  was  back  wh 
was  before  he  signed  his  ill-fated  . 
ican  Express  deal — and  then  some 
result  of  the  Citigroup  merger,  tl 
migrants'  kid  from  Brooklyn  was 
top  of  the  heap  on  Wall  Street. 


Y  WEILL 
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THE  RUSSIA  HAND 

A  Memoir  of  Presidential  DiDlomacy 

By  Strobe  Talbott 

Random  House  •  478pp  •  $29.95 


DID  BILL  FORGIVE  BORIS 
TOO  MICH? 


Boris  Yeltsin  is  in  his  underwear, 
roaring  drunk,  demanding  pizza. 
He's  spending  the  night  at  Blair 
House,  the  stately  Lafayette  Park  guest 
quarters  for  foreign  leaders  visiting 
Washington.  It's  the  fall  of  1994,  and 
Yeltsin,  Russia's  first  post-Soviet  Presi- 
dent, has  come  to  meet  with  Bill  Clinton 
to  discuss  the  future  of  nato.  Clinton 
was  never  much  bothered  by  such 
episodes — and  there  were  many  involv- 
ing Yeltsin.  "At  least  Yeltsin's  not  a 
mean  drunk,"  Clinton  tells  Strobe  Tal- 
bott, his  top  adviser  on  Russia  and  a 
friend  from  their  days  as  Rhodes  Schol- 
ars and  housemates  at  Oxford  Univer- 
sity in  the  late  1960s. 

Clinton  has  a  point,  but  Deputy  Sec- 
retary of  State  Talbott  is  appalled  any- 
way. And  he's  disturbed  by  Clinton's 
"indulgence  of  Yeltsin's  misbehavior,"  as 
he  writes  in  The  Russia  Hand,  his  per- 
ceptive, if  a  bit  self-justifying,  memoir  of 
his  Clinton  Administration  days.  A 
savvy  insider's  account  of  the  diplomat- 
ic twists  and  turns  of  U.  S.-Russia  rela- 
tions in  the  '90s,  Talbott's  anecdote- 
stuffed  book  is  a  treasure  trove  for 
Russia  specialists.  But  it  will  also  fasci- 
nate anyone  with  an  interest  in  the  per- 
sonal dynamics  of  statecraft.  An  ex- 
Tvme  magazine  Washington  bureau  chief 
who  specialized  in  writing  about  White 
House-Kremlin  brinkmanship  during  the 
Cold  War,  Talbott  sees  Clinton  and 
Yeltsin  as  a  curious  and  rather  worri- 
some pair  of  psychological  twins. 

After  all,  both  dipsomaniac  Yeltsin 
and  alley  cat  Clinton  could  be  said  to  be 
in  thrall  to  obsessions  that  occasionally 
sent  them  reeling.  "I  suspected  there 
was  more  to  his  affinity  with  Yeltsin 
than  being  approximately  the  same 
height  and  shape  and  shoe  size,  or  being 
the  leaders  of  two  countries  that  could 
blow  up  the  world,  or  being  fellow 
politicians  who  had  to  contend  with  ob- 
streperous legislatures  and  hostile  me- 


dia," Talbott  observes.  "The  key,  as  I 
saw  it,  might  be  that  Yeltsin  combined 
prodigious  determination  and  fortitude 
with  grotesque  indiscipline  and  a  kind  of 
genius  for  self-abasement.  He  was  both 
a  very  big  man  and  a  very  bad  boy,  a 
natural  leader  and  an  incurable  screwup. 
All  this  Clinton  recognized,  found  easy 
to  forgive,  and  wanted  others  to  join 
him  in  forgiving." 

The  question  is  whether 
Clinton  forgave  too  much. 
True,  when  he  was  first 
elected  President,  in  Novem- 
ber, 1992,  there  were  com- 
pelling reasons  for  hinging 
his  Russia  policy  on  Yeltsin. 
At  that  time,  Yeltsin  was  a 
popular  figure  with  ordinary 
citizens  but  was  hated  by 
Communist  Party  leaders 
who  blamed  him  for  the  So- 
viet Union's  crack-up  and  op- 
posed his  pro-market  reforms.  "I  get 
the  feeling  he's  up  to  his  ass  in  alliga- 
tors," Clinton  tells  Talbott  shortly  af- 
ter the  election.  "We've  got  to  try  to 
keep  Yeltsin  going." 

In  gaining  Yeltsin's  trust,  partly 
through  U.  S. -championed  credits  for 
Russia  from  the  International  Monetary 
Fund,  Clinton  smoothed  the  path  for 
important  U.  S.  policy  accomplishments, 
such  as  the  expansion  of  nato  to  in- 
clude Poland,  Hungary,  and  the  Czech 
Republic.  On  that,  Yeltsin  resisted  pow- 
erful opposition  from  his  own  generals 
to  strike  a  deal  with  Clinton. 

Nevertheless,  along  the  way  Yeltsin 
deteriorated  badly.  As  his  bouts  of 
drinking  and  depression  worsened,  in- 
flaming insecurities  that  led  to  baffling 
shakeups  of  his  Kremlin  team,  his  polit- 
ical star  plummeted.  The  very  people 
who  in  1991  had  applauded  his  heroic 
stance  against  kgb  coup  plotters  came  to 
see  "Czar  Boris"  as  a  national  embar- 
rassment. Average  citizens  sensed,  cor- 


RUSSIA 
HAND 


rectly,  that  Yeltsin,  also  sapped 
disease,  had  lost  control  of  the 
state.  The  real  stewards  were  a  I 
band  of  Big  Business  titans — l 
called  oligarchs — to  whom  the 
dispensed  massive  state  proper 
the  cheap  in  return  for  their  ba 
of  Yeltsin's  1996  reelection.  Yeltsil 
was  no  longer  the  cure  to  Russia] 
lems  but  a  key  feature  of  its  ailij 
Talbott,  by  his  own  telling,  wa[ 
to  the  dangers  of  the  oligarchs 
no  better  alternative  to  continue 
House  backing  for  Yeltsin.  But 
even  by  his  friend's  charitable  aj 
comes  off  as  seriously  deluded. 
Russia's  financial  crisis  in  Augusil 
he  tells  aides:  "I've  got  to  convinj 
[Yeltsin]  that  for  the  next  twol 
he's  got  to  come  to  work  every  d| 
be  a  bureaucrat  and  make  the 
ment  work."  But 
point,  Yeltsin  was  alrJ 
political  corpse.  Wound 
his  own  gathering  s{ 
over  Monica  Lewinst 
ton  may  have  felt  cor 
to  stand  by  a  fellow 
leader.  Nevertheless 
imagined  powers  of 
tation  of  Yeltsin  come  | 
political  narcissism. 

Yeltsin  seems  to  ha^l 
derstood  more  clearly 
was  finished.  He  turned  his  pr 
tial  powers  over  to  Vladimir  V. 
on  New  Year's  Eve,  1999 — a  sv 
move  that  protected  Yeltsin  and 
members  from  prosecution  over 
cial  scandals  and  assured  Putin's 
tion  victory  just  three  months  lat 
cool  Putin's  first  move  was  to  stiffl 
duck  Clinton  on  the  tetter's  bid 
deal  on  national  missile  defense, 
ton  searched  for  a  way  to  manage 
as  he  had  Yeltsin,  but  came  up  er 
Now,  Clinton's  successor,  Geor 
Bush,  has  forged  what  appears 
tight  bond  with  Putin.  So  Bush  ne 
take  care  that  he  himself  doesn'l 
come  overly  committed,  as  Putin 
down  on  press  freedom  even  while 
suing  an  economically  liberal  cot 
guess  is  that  Bush,  a  better-grou 
character  than  Clinton,  will  do 
Let's  hope  so:  U.  S.-Russia  relatior 
tough  enough  without  the  complic 
of  psychologically  handicapped  le 
BYPAULSTAF 
Starobin  is  Moscow  bureau 


TALBOTT  SEES  CLINTON  AND  YELTSIN  AS 
A  WORRISOME  PAIR  OF  PSYCHOLOGICAL  TWINS 
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GLOBAL  ENERGY  AWARDS  2002 

Nominations  Are  Being  Sought  for  the  Platts/BusinessWeek  Global  Energy  Awards 


platts 


PRESENTED  BY 

Deloitte 

Touche 

Tohmatsu 


Help  us  identify  those  businesses  and  individuals  who 
are  leading  us  into  one  of  the  energy  industry's 
greatest  periods  of  innovation. 

Nominate  Your  Company  or  CEO  Today 

■  Most  Promising  Pre-Commercial  Technology  of  the  Year 

■  Most  Innovative  Commercial  Technology  of  the  Year 

■  Community  Development  Program  of  the  Year 

■  Successful  Entrepreneurial  Investment  of  the  Year 

■  Strategic  Merger  of  the  Year 

■  Renewable  Company  of  the  Year 

■  Most  Successful  Strategy  Shift  of  the  Year 

■  Energy  Engineering  Project  of  the  Year 

■  Oil  Company  of  the  Year 

■  Gas  Company  of  the  Year 

■  Coal  Company  of  the  Year 

■  Power  Company  of  the  Year 

■  Energy  Trading  Company  of  the  Year 

■  CEO  of  the  Year 

■  Energy  Company  of  the  Year 

Nominations  Are  Due  August  30,  2002. 

The  winners  will  be  announced  at  a  gala  celebration  Monday, 

November  18,  2002,  at  the  Plaza  Hotel  in  New  York  City. 

FOR   MORE    INFORMATION, 

VISIT   WWW.GLOBALENERGYAWARDS.PLATTS.COM 

OR   CALL   +1-720-548-5552 
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COULD  A  NOTEBOOK  BE 
BEST  FOR  YOUR  DESK? 


These  cut-rate 
computers 
aren't  very 
portable,  but 
they  can  be 
stashed  in 
a  drawer 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Ever  since  Compaq  Computer  brought  out 
the  first  notebook  PC  in  the  late  1980s, 
the  goal  of  the  design  has  been  mobility. 
And  the  demand  for  mobility  continues  to  drive 
a  notebook  market  that  now  features  powerful 
pes  that  weigh  under  3  lb.  and  are  less  than  an 
inch  thick.  But  one  of  the  fastest-growing  seg- 
ments of  the  notebook  industry  today  consists  of 
products  that  seem  to  defy  all  historical  trends. 
They're  big  and  heavy  and  offer  short  battery 
life,  often  under  two  hours. 

The  secret  of  these  products  is  that  they  are 
mobile  in  name  only.  Generally,  buyers  who 
choose  them  are  looking  for  a  computer  that  will 
spend  most  of  its  time  living  on  a  desktop  but  can 
be  closed  and 
tucked  away 
when  not  in  use. 
Portability  is  a 
bonus,  not  a 
driving  force. 
Recently,  design- 
ers of  these  lap- 
tops have  gone 
the  logical  next  | 
step  and  substitut- 
ed a  Pentium  4 
processor  designed 
for  desktops  for  the 
substantially  more 
expensive  Pentium 
4-M  chip  designed  for 
notebook  use.  Industry 
sources  say  using  the 
desktop  chip  knocks  about 
$100  off  the  cost  of  materi- 
als, though  recent  Intel  price  cuts  have  narrowed 
the  gap. 

This  means  that  the  retail  cost  of  a  laptop  us- 
ing the  desktop  Pentium  4  is  likely  to  be  $150 
to  $200  less  than  a  similar  product  using  a  mo- 
bile chip.  The  WinBook  J4  I  tested  starts  at 
$1,599,  including  a  high-resolution  15-in.  dis- 
play. There  is  a  price  to  be  paid,  though.  The 
desktop  chips  lack  the  circuitry  that  reduces 
the  power  consumption  and  heat  output  of  the 
chips  designed  for  laptops. 

The  short  battery  life  of  these  mostly  sta- 
tionary notebooks  is  not  a  huge  issue.  The  Win- 
Book  achieves  decent  battery  life  of  about  three 
hours  by  using  a  massive  23  oz.  battery.  But 
getting  the  heat  out  of  the  tight  confines  of  a 
laptop's  case  is  a  major  engineering  challenge. 
At  45  watts,  the  desktop  Pentium  4  generates 


PROCESSOR 
HARD  DRIVE 


about  50%  more  heat  than  the  mobile 
Keeping  the  insides  of  the  notebook  from 
heating  requires  lots  of  cooling.  The  fans 
the  WinBook,  including  a  unit  with  a  diarra 
about  2^>-in.  located  just  above  the  keyl 
make  the  J4  a  lot  noisier  than  most  lapto 
though  still  quieter  than  a  typical  deskto 
also  not  a  laptop  you'll  want  to  use  on  yo' 
Between  the  weight  and  the  toasty  bott^ 
the  case,  resting  it  on  your  knees  quick] 
comes  unpleasant. 

Some  relatively  obscure  Asian  and  Eur 
laptop  makers  started  the  notebook  Pent 
trend  about  a  year  ago.  At  the  time,  Inte 
not  yet  making  a  mobile  version  of  the 
and  the  performance  gap  between  desktop 
portables  had  grown  to  the  widest  point 
cent  years.  Intel,  which  gets  much  healthier 
gins  on  the  mobile  chips  than  on  their  de 
counterparts,  tried  to  discourage  the  prs 
But  the  company  failed  to  stop  Toshiba 
becoming  the  first  top-tier  manufacturer 
troduce  a  laptop  with  a  desktop  processor, 
every  major  maker  of  notebooks  either 
such  models  or  plans  to  introduce  them 
Choices  range  from  sub-$  1,500  models  to  $ 
plus  machines  designed  to  appeal  to  gamer 
serious  power  users.  When  shopping,  the  s 
a  desktop  chip  is  that  the  "Intel  Inside" 
er  lists  the  processor  as  a  Pentium  4  r 
than  a  Pentium  4-M. 

Intel  still  doesn't  like  the  practice.  "I 


1 


The  WinBook  J4 


Intel  Desktop  Pentium  4,  1.7-2.4 
"20  to  40  GB 


15",  1400  x  1050  pixels 
_>__._„__ 

8.4  lb. 

WITH  CHARGER 

Data:  WinBook 

recommend  using  des 
processors  in  mobile 
ucts,"  says  Don  McDonald,  din 
of  worldwide  marketing  for  Intel's  mobile 
grams.  "Realistically,  the  reason  manufacti 
are  doing  it  is  pricing."  McDonald  estin 
that  20%  of  consumer  notebooks  contain  des 
processors.  "Buyers  are  less  educated  abou" 
difference,  and  they  are  seeing  these  proc 
from  big  brand  names."  Rival  Advanced  A 
Devices,  whose  market  share  in  portabl* 
less  than  in  desktops,  is  more  enthusiastic  a 
the  practice.  "There  are  applications,  like  1 
notebooks,  that  a  45-watt  processor  is  just 
for,"  says  Pat  Moorhead,  vice-president  for 
sumer  advocacy. 

Are  these  computers  right  for  you?  I  w 
think  that  lugging  a  9-lb.-plus  notebook  tcK 
to  fit  in  most  briefcases  to  the  office  and 
would  get  old  fast.  But  if  you  want  a  com] 
hideaway  PC  for  home  or  a  small  office,  o» 
these  desktop-based  notebooks  could  be 
the  thing. 
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UNISYS 


Peter  Bendor-Samuel 

is  CEO  of  The  Everest 
Group,  a  Dallas-based 
consulting  firm  specializ- 
ing in  outsourcing.  He  is 
also  the  editor  of  The 
Outsourcing  Journal  and 
The  BPO  Journal,  and 
is  the  author  of  "Turning 
Lead  Into  Gold:  The 
Demystification  of 
Outsourcing"  (Executive 
Excellence,  2000).  We 
asked  Mr.  Bendor-Samuel 
to  explain  the  new  busi- 
ness process  outsourcing 
model  and  the  benefits 
that  it  offers  to  today's 
business  enterprises. 


For  more  information,  call 
1-800-874-8647x474 
or  visit 
www.unisys.com/outsourcing 


Imagine  it.  Done. 


Ask 


presents 


THE 


Experts 


Topic:  BUSINESS  PROCESS 
OUTSOURCING 
Q.  What  is  business  process 
outsourcing,  and  how  does  it 
differ  from  IT  outsourcing? 
The  two  terms  mean  very  much 
what  they  appear  to  mean.  IT 
outsourcing  is  the  outsourcing 
of  the  technical  IT  management 
and  maintenance  function, 
whereas  business  process  out- 
sourcing, or  BPO  for  short,  is 
the  outsourcing  of  an  entire 
business  process,  like  account- 
ing, payroll,  or  logistics.  The 
key  distinction  between  the 
two  is  that  while  IT  outsourcing 
can  lower  costs  and  introduce 
new  efficiencies  (as  well  as 
more  advanced  technologies), 
IT  outsourcers  do  not  take  on 
the  direct  responsibility  for 
accomplishing  the  business 
results.  For  example,  an  IT  out- 
sourcer  could  provide  a  state- 
of-the-art  accounting  system 
but  would  not  perform  the  actu- 
al accounting. 

With  BPO,  however,  the  out- 
sourcing firm  gains  a  whole  new 
role.  Rather  than  merely  taking 
over  administrative  responsibili- 
ty for  a  relatively  narrow  techni- 
cal function,  as  IT  outsourcers 
typically  do,  the  business 
process  outsourcer  assumes 
strategic  responsibility  for  the 
execution  of  a  complete,  busi- 
ness-critical function.  This  step 
can  introduce  new  efficiencies 
and  cost  savings,  of  course.  But 
it  also  makes  it  possible  for  the 
outsourcer  to  deliver  a  variety  of 
important  strategic  benefits  to 
its  customers. 


Q.  What  kind  of  strategic  value 
can  business  process  out- 
sourcing promote? 

Beyond  the  cost  savings  and  effi- 
ciencies, a  central  benefit  of  out- 
sourcing is  that  it  frees  up  corpo- 
rate resources,  including  scarce 
personnel  resources,  to  focus  on 
the  enterprise's  core  business  or 
competency.  As  is  well  known,  if 
business  managers  have  to 
worry  less  about  non-core  func- 
tions, they  can  spend  more  time 
concentrating  on  core  functions— 
that  is,  on  functions  that  deliver 
real  value  to  the  enterprise. 

With  traditional  IT  outsourcing, 
only  a  very  narrow  range  of  man- 
agement resources  are  freed  up— 
principally,  the  time  and  energies 
of  senior  IT  managers.  Now,  even 
this  much  is  beneficial  to  compa- 
nies that  outsource  their  IT  func- 
tions, but  the  strategic  value  to  the 
enterprise  is  limited.  With  the 
outsourcing  of  one  or  more  com- 
plete business  processes,  an 
enterprise  begins  to  release  the 
time  and  energies  of  a  much  larg- 
er group  of  business  executives, 
many  of  whom  play  key  roles  in 
the  company's  strategic  direction. 
Freed  from  much  of  their  day- 
to-day  tactical  responsibilities, 
they  can  devote  more  time  and 
attention  to  matters  affecting  the 
enterprise's  long-term  business 
results,  including  corporate  posi- 
tioning, market  penetration,  and 
product  development. 

Q.  How  is  outsourcing  going  to 
evolve  over  the  next  five  years? 

The  migration  of  outsourcing  from 
the  IT  model  to  the  full-fledged 


BPO  model  is  still  in  its  ir 
That  trend  will  continue  to 
over  the  next  five  years.  In<j 
ingry,  though,  as  companies  j 
the  strategic  benefits  av^ 
from  business  process  ol 
ing,  they  will  learn  that  the 
magnify  those  benefits  by  I 
the  outsourced  processes.  E 
ing  a  more  enterprise-wide 
of  outsourcing  opportunttie 
may  even  find  themselves 
sourcing  entire  departmen 
business  units  responsible  fo 
tiple,  integrated  business  pro 
es.  Indeed,  within  five  yean 
very  notion  of  IT  outsourcing  i 
ly  to  be  subsumed  by  the 
model,  so  that  outsourcing  ir 
will  be  defined  as  the  outsoi 
of  business  processes. 

Q.  What  should  an  enter 
look  for  in  a  business  pr 
outsourcer? 

Experience  is  critical:  comp^ 
should  look  for  outsourcer 
have  successfully  execute 
the  targeted  functions  prevk 
They  should  also  look  for 
ity  and  dependability— m« 
that  it  is  vital  for  a  company) 
sidering  an  outsourcer  to  den] 
and  check  references.  Fii| 
enterprises  should  look 
outsourcer  that  can  add  st 
value  beyond  the  limited  f| 
meters  of  the  function  beir 
sourced.  For  instance,  a  re 
al  manufacturer  that 
with  a  global  outsourcer  fcl 
logistics  function  may  be  abl 
secure  cost-effective  accesj 
world  markets  that  it  coulcl 
afford  to  develop  on  its  own 
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Systems  Integration 


Outsourcing. 


Infrastructure. 


Server  Technology. 


Consulting. 


Imagine  it: 

A  world-renowned  authority  extending  its 

coverage  by  pushing  its  deadlines. 

The  Wall  Street  Journal  envisioned  a  system 

that  integrated  the  news  gathering  process 

to  print  at  the  last  possible  moment. 


Done:  A 

Unisys  integrated  a  large-scale  system  for 
shorter  lead  times.  And  its  deployment  was  the 
fastest  in  history  for  a  newspaper  project  of 
this  scope.  Unisys  bought  the  Journal  valuable 
extra  time  before  close,  and  shortened  time 
to  print  at  1 7  plants  in  the  US,  even  letting 
them  print  an  extra  edition. 

Systems  Integration  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forward. 


ACT 


Imagine  it.  Done. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


TAX  CUTS  FOR  THE  RICH 

ARE  EVEN  MORE  WRONG  TODAY 


MISTAKE: 

As  the 
public 
recoils  at 
corporate 
greed,  Bush 
is  still 
pushing 
huge  cuts 
for  the 
wealthy- 
and  stiffing 
the  poor 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


This  is  a  moment  of  national  soul-searching. 
September  11  and  the  crisis  within  the 
business  community  have  Americans  re- 
flecting on  the  dangers  of  greed  and  the  need  for 
values  that  reflect  more  than  self-interest.  Yet 
the  Bush  Administration  seems  oblivious  to  the 
new  spirit.  It's  pushing  ahead  with  enormous 
tax  cuts  for  the  very  rich,  while  depriving  poor 
children  of  the  help  they  need  to  get  a  fair  start. 

Despite  the  Administration's  protestations  to 
the  contrary,  the  Bush  tax  cuts  are  both  expen- 
sive and  biased  toward  the  wealthy.  According  to 
a  new  analysis  by  Citizens  for  Tax  Justice  and 
the  Children's  Defense  Fund,  in  2010  the  tax 
cuts  passed  by  Congress  last  year  will  shower 
$121  billion  in  tax  relief  on  the  wealthiest  1%  of 
American  taxpayers,  who  will  have  average  in- 
comes of  around  $1.5  million.  That's  more  than 
half  of  the  total  tax  relief  planned  for  that  year. 
By  contrast,  the  poorest  20%  of  American  tax- 
payers will  receive  about  1%  of  the  total  relief. 
On  average,  the  Bush  tax  cuts  will  add  a  paltry 
$98  to  their  discretionary  income — clearly  not 
enough  for  that  ticket  to  the  middle  class  trum- 
peted by  the  Bush  Administration  as  a  rationale 
for  cutting  taxes  in  the  first  place. 

For  most  Americans,  three-quarters  of  the 
Bush  tax  cuts  have  already  occurred.  In  con- 
trast, 80%  of  the  cuts  for  the  wealthiest,  who  al- 
ready got  an  average  tax  reduction  of  $12,000 
this  year,  are  scheduled  to  take  effect  after  2005. 
Over  the  decade,  these  Americans  will  enjoy  an 
average  tax  cut  of  $342,000  per  taxpayer,  drain- 
ing $500  billion  from  the  federal  budget. 

What's  worse,  the  cuts  come  after  a  quarter- 
century  during  which  both  pretax  and  aftertax 
income  and  wealth  have  become  less  equal.  Ac- 
cording to  Kevin  Phillips  in  a  disturbing  new 
book  on  the  threats  to  democracy  posed  by  in- 
creasing inequality,  Wealth  and  Democracy:  A 
Political  h  tory  of  the  American  Rich,  aftertax 
incomes  for  the  bottom  60%  of  Americans  de- 
clined, with  the  bottom  losing  12%,  while  aftertax 
incomes  for  the  top  1%  more  than  doubled  be- 
tween 1977  and  1999. 

Some  argue  that  we  shouldn't  worry  about 
such  trends  on  the  grounds  that  there  is  a  high 
degree  of  income  mobility  in  our  society.  Ac- 
cording to  this  Pollyanna  belief,  many  of  this 
decade's  rich  are  likely  to  become  next  decade's 
poor,  and  vice  versa.  But  as  data  in  Phillips' 
book  reveal,  the  facts  don't  support  this  argu- 
ment. Others  say  that  since  the  wealthiest  shoul- 
der the  heaviest  tax  burden,  they  deserve  the 
most  generous  tax  relief.  But  their  share  of  the 


total  tax  burden  is  about  26%,  while  their 
of  the  Bush  tax  cuts  is  more  than  50%. 

While  President  Bush  waxes  eloquent 
need  to  wage  war  against  terrorism,  he  is| 
waging  a  political  war  to  repeal  the  estate 
which  affects  only  the  wealthiest  2%  ofl 
households.  While  the  President  is  urging  c| 
graduates  to  eschew  a  culture  of  selfishnea 
embrace  a  cause  larger  than  personal  profit.! 
trying  to  accelerate  tax  breaks  for  the  wt| 
on  the  grounds  that  it  is  their  money. 

Children  stand  to  lose  the  most.  Dv 
Presidential  campaign,  President  Bush  emt 
the  motto  of  the  Children's  Defense  Fuj 
"Leave  No  Child  Behind."  But  his  Adr 
tion's  budgetary  choices  have  consistent^ 
millions  of  children  behind.  One  out  of  fivt 
dren  in  America,  most  in  working  famili 
poor  during  the  first  three  years  of  life.  If 
jority  of  American  fourth-graders  still 
read  or  do  math  at  age-appropriate  lev< 
proficiency.  And  only  one  of  seven  eligible 
dren  is  currently  covered  by  the  federal  I 
ernment's  block  grant  program  to  support  f 
ify  child  care  for  poor  working  families. 

Yet  under  the  2003  Bush  budget  proposa 
a  single  additional  child  will  be  enrolled  in 
Start  despite  the  fact  that  the  program  si 
only  three  in  five  eligible  preschoolers  and 
than  5%  of  the  infants  and  toddlers  eligib] 
early  Head  Start.  Bush's  2002  budget  pro)f 
40  times  more  money  for  tax  cuts  than  for 
cation.  Shortly  after  signing  his  "No  Childl 
Behind"  education  reform  bill,  Bush  propol 
2003  budget  with  the  smallest  increase  inj 
cation  spending  in  seven  years. 

Making  the  child-care  tax  credit  fully  re 
able  and  expanding  the  earned-income  tax 
it  could  lift  every  poor  family  with  children 
the  official  poverty  level  at  a  cost  of  $34  bill 
year — half  the  tax  cut  for  the  wealthies| 
when  fully  phased  in.  This  is  a  sound  ir 
ment,  because  every  year  a  child  spen«| 
poverty  costs  an  estimated  $12,000  in  lostj 
nomic  output  over  his  or  her  lifetime.  Everl 
ditional  dollar  invested  in  quality  early  <| 
hood  care  and  education  saves  $7  by  incref 
the  likelihood  that  a  child  will  be  literate! 
rolled  in  post-secondary  education,  and  empl 
during  his  or  her  lifetime. 

Most  Americans  sense  that  it's  both  m(j 
wrong  and  economically  wasteful  to  heail 
cuts  on  the  rich  while  skimping  on  help  fori 
families.  What  will  it  take  for  the  Bush  A(| 
istration  to  get  the  message? 
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Server  Technology. 

Consulting. 

Imagine  it: 

Scaling  up  to  a  server  for  mission-critical 

Ipplications  that's  stable,  easy  to 
lanage  and  delivers  enterprise-class 
erformance.  All  in  a  server  that  maximizes 
ie  benefits  of  your  enterprise  operations. 


Done: 

Unisys  has  made  it  all  real  with  our  ES7000 

server.  It  harnesses  32  Intel®  Xeon™  Processors 

for  scalability  and  grown-up  enterprise-class 

performance.  Unisys  has  created  a  server 

with  advanced  systems  management  for  less 

babysitting  and  rock-solid  reliability  running 

Microsoft®  Windows®  2000  Datacenter  Server 

software.  It  all  adds  up  to  reduced 

total  cost  of  ownership  and  a  mature  server 

environment  to  simplify  your  operations. 


Server  Technology  with  precision  thinking, 
relentless  execution  to  drive  your  vision  forward. 
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CHINAS  BANG 
FOR  THE  BUCK 

It  will  gain  from  the  dollar's  fall 

The  falling  dollar  could  be  bad  news 
for  many  countries  that  count  on 
the  U.S.  as  a  prime  export  market.  A 
depreciating  dollar  will  make  imports 
more  expensive,  while  U.S.  exports  to 
the  rest  of  the  world  become  compara- 
tively cheaper. 

Surprisingly,  however,  the  decline  in 
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the  dollar  could  greatly  benefit  China, 
says  Stephen  L.  Jen,  chief  currency 
economist  at  Morgan  Stanley.  Since 
early  1998,  China  has  unofficially 
pegged  its  currency,  the  yuan,  to  the 
dollar  at  an  exchange  rate  of  about 
8.28  to  1.  That  means  as  the  dollar  has 
deteriorated  against  the  yen,  euro,  and 
other  currencies  this  year,  the  yuan 
has  declined  as  well. 

The  implication:  If  Beijing  continues 
to  tie  the  yuan  to  the  dollar,  a  depreci- 
ating dollar  won't  slow  U.S.  imports 
from  China,  says  Jen.  Nor  is  it  likely  to 
narrow  America's  trade  deficit  with  Chi- 
na, the  largest  for  the  U.S.  among  its 
trade  partners  in  2001. 

And  riding  the  depreciation  of  the 
dollar,  China's  exports  to  the  rest  of  the 
wTorld  will  become  more  competitive  as 
well.  After  the  U.S.,  China's  biggest 
destinations  for  its  goods  and  services 
include  Japan,  South  Korea,  and  the 
euro  zone.  Already,  both  the  Japanese 
yen  and  Korean  won  have  climbed  bet- 
ter than  8%  against  the  dollar  this  year, 
while  the  euro  has  gained  10%.  The 
stronger  currencies  will  only  add  to  Chi- 
na's already  growing  global  trade  sur- 
plus (chart). 

Jen  forecasts  a  20%  depreciation  in 
the  dollar  by  the  end  of  2003.  If  that 
is  matched  by  a  similar  decline  in 


the  yuan,  China's  improving  trade  bal- 
ance might  not  be  the  country's  only 
bright  spot.  More  foreign  corporations 
may  take  advantage^  the  weakening 
yuan  and  already  inexpensive  cost  of 
labor,  sending  even  more  business  Chi- 
na's way. 

By  James  Mehring 


BONDS  MAY  BE  A 
ROCKY  HARBOR 

They're  volatile  and  pricey,  too 

When  bears  overrun  the  stock  mar- 
ket, investors  traditionally  seek 
safety  in  bonds.  But  this  time  around 
bonds  may  not  offer  the  safe  haven  in- 
vestors are  looking  for,  says  a  study  by 
Tobias  M.  Levkovich,  a  senior  institu- 
tional equity  strategist  at  Salomon 
Smith  Barney. 

A  big  fear  of  equity-shy  investors  is 
that  all  the  air  still  hasn't  been  squeezed 
out  of  the  stock  market  bubble.  They 
note  that  the  Standard  &  Poor's  500- 
stock  index  is  trading  at  20  times  pro- 
jected 2002  earnings,  w-ell  above  the 
average  multiple  of  15.7  that  the  index 
has  maintained  over  the  past  42  years. 
That's  a  22%  premium  to  the  historical 
average. 

Unfortunately  for  investors,  bonds 
are  also  trading  at  a  premium,  Lev- 
kovich notes.  Since  1960,  the  average 
yield  on  the  10-year  Treasury  note  has 
been  7.25%.  That  makes  the  current 
yield  of  around  4.75%  more  than  one- 
third  belowT  this  average. 

In  part  that's  because  of  lowr  infla- 
tion. But  bond  yields  respond  to  more 
than  just  inflation,  so  interest  rates 
could  rise  even  as  inflation  stays  quiet, 
causing  bond  prices  to  plummet.  "In- 
vestors think  they're  safe  in  bonds,  but 
this  bond  market  is  not  risk-free."  says 
Levkovich.  Fears  of  terrorism,  a  weak- 
ening dollar,  and  surging  U.S.  govern- 
ment budget  deficits  affect  bonds  at 
least  as  much  as  stocks.  Moreover, 
every  day  skittish  institutional  investors 
are  moving  large  amounts  of  money 
back  and  forth  between  stocks  and 
bonds.  As  a  result,  bond  prices  have 
been  swinging  widely. 

This  riskiness  of  bonds,  combined 
with  the  fears  in  the  equity  market, 
may  help  explain  why  money  is  flow- 
ing out  of  the  financial  markets  and  into 
housing.  When  both  equities  and  fixed- 
income  investments  seem  uncertain,  the 
solidity  of  real  estate  becomes  more  and 
more  attractive. 

By  Margaret  Popper 


CALL  IT  THE 
FIRST-WORLD  C 

Richer  countries  have  a  leg  i 


It's  often  suggested  that 
teams  in  richer  cities  have  a 
edge.  Franchises  such  as  the  Ne 
Yankees,  bolstered  by  strong  re 
can  afford  to  pay  for  better  trai 
cilities  and  the  best  players,  th 
ment  goes. 

Something  similar  could  be  ha 
in  soccer,  where  richer  countri 
have  a  growing  advantage.  A  st 
Goldman,  Sachs  &  Co.'s  Londo 
economists  notes  that  in  terms  o  1 
wins,  "the  more  successful  natll 
Europe  and  Latin  America  [ail] 
the  most  prosperous."  The  GoldiM 
port  also  showred  some  correlatld 
tween  per  capita  income  and  thfl 
ings  of  fifa,  the  international  m 
federation. 

Richer  countries  did  seem  tc 
a  better  showing  in  this  year's 
Cup,  at  least  in  the  earlier  roun 
32  nations  in  the  2002  tourna 
eluded  9  of  the  biggest  10  eco 
Among  them  wTere  the  U.  S.  and 
the  world's  two  largest  economies 
only  recently  have  begun  to  fie 
quality  teams.  By  comparison,  1 
of  32  in  the  1998  World  Cup 
only  7  of  the  biggest  10  economi 

It's  difficult  for  poor  countries 
for  the  best  coaches  and  team  t 
Out  of  the  countries  that  made 
the  round  of  16  this  year,  only 
Paraguay,  Senegal,  and  Turkey 
per-capita  income  belowT  the  glol 
erage  of  $6,693. 

But  national  wealth,  while  im 
didn't  have  the  final  say  in 
tries  fared  in  this  year's  contes 
average  per  capita  income  of  the 
tries  in  the  round  of  16  was  $ 
(chart).  The  eight  winners  in  the  q 
finals  had  an  aver- 
age income  of 
$15,238.  By  the 
time  the  tourna- 
ment wras  down  to 
four,  the  coun- 
tries' average  wTas 
$12,011.  Neverthe- 
less, if  rich  nations 
keep  improving,  it 
may  become  hard- 
er for  poor  coun- 
tries to  compete 
in  the  World  Cup 
on  equal  terms. 
By  Margaret 
Popper 
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IE  TWIN  DEFICITS  ARE  BACK 
1ND  AS  DANGEROUS  AS  EVER 

jening  budget  and  trade  gaps  could  jeopardize  growth 


IS.  ECONOMY 


IY  THE  BUDGET  GAP 
BALLOONING  AGAIN 


The  twin  deficits  have  re- 
turned. A  ballooning  federal 
•  >t  shortfall  and  a  widening  trade  gap  are  towering, 
'ilia-like,  over  the  nascent  recovery.  These  two 
Its.  if  unchecked,  could  cause  trouble  for  the  fi- 
j'al  markets,  the  U.S.  dollar,  monetary  policy,  and 
ri  growth. 

}e  U.S.  shouldered  these  twin  burdens  before.  In 
inid- 1980s,  the  federal  and  trade  deficits  mush- 
;ed,  with  serious  consequences.  Interest  rates  were 
r  than  they  should  have  been,  and  massive  foreign 
\vs  boosted  the  dollar  to  a  level  that  clobbered 
exporters.  Consequently,  U.  S.  businesses  had  lit- 
acentive  to  invest.  Spending  on  new  equipment 
^lat  from  the  end  of  1984  until  the  start  of  1987. 

A    similar    outcome    could 
spell  danger  for  the  economy, 
which  is  looking  vulnerable 
right  now.  New  allegations  of 
accounting  fraud  at  WorldCom 
have  further  heightened  in- 
vestor uncertainty  and  pushed 
stock  indexes  to  new  lows  for 
the  year  (page  36).  Consumers 
are  feeling  less  confident  about 
the  recovery  and  job  prospects. 
Real  gross  domestic  product 
ihave  grown  at  less  than  a  2%  annual  rate  in  the 
■id  quarter.  And  while  the  Federal  Reserve  Board 
[interest  rates  unchanged  at  the  June  25-26  meeting, 
.{warned  the  lift  from  "inventory  investment  and  the 
|th  in  final  demand  appear  to  have  moderated." 
(onomists  are  betting  on  a  turnaround  in  capital 
g  to  give  the  recovery  the  extra  oomph  needed 
wer  it  into  2003  and  beyond.  But  less  foreign 
y  coming  into  the  U.  S.  and  a  bigger  government 
nee  in  the  bond  market  means  funds  for  new 
^al  projects  will  not  be  as  plentiful.  Access  to  cheap 
sy  fueled  the  New  Economy  boom.  But  thanks  to 
win  deficits  (charts),  financing  the  economy  may 
e  as  easy  in  the  future  as  it  was  in  the  1990s. 

180-DEGREE  TURN  in  Washington's  finances  has 

particularly  stunning.  The  budget  for  fiscal  2002, 

h  will  end  on  Sept.  30,  is  on  track  to  post  its  first 

it  since  1997.  Total  spending  from  October  to  May 

10%  from  the  same  period  the  year  before,  while 

lues  have  sunk  by  11.7%.  The  Congressional  Bud- 
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get  Office  projects  a  shortfall  well  above  $100  billion, 
and  private  forecasters  put  the  total  at  more  than 
$150  billion  in  both  2002  and  2003,  a  sharp  reversal 
from  the  $127  billion  surplus  for  2001.  Indeed,  the  $277 
billion  swing  would  be  the  largest  on  record. 

But  while  some  of  the  rise 
in  outlays  and  fall  in  revenues 
is  due  to  the  economy's  cycli- 
cal slowdown,  some  is  struc- 
tural, created  by  permanent 
tax  cuts  and  new  defense  and 
security  priorities.  According 
to  the  cbo,  a  rise  in  unem- 
ployment insurance  is  leading 
the  spending  jump.  Once  the 
economy  is  strong  enough  to 
generate  a  healthy  pace  of 
new  jobs,  these  expenditures  will  shrink.  But  Wash- 
ington will  spend  more  on  the  war  against  terrorism, 
homeland  security,  and  perhaps  a  military  initiative 
against  Iraq.  As  a  result,  Washington's  outlays  will 
continue  to  rise,  but  growth  probably  will  slow  back 
down  to  the  4%  to  5%  pace  of  the  last  few  years. 

AT  THE  SAME  TIME,  the  White  House  wants  to  make 
a  permanent  and  significant  cut  to  revenues.  To  be 
sure,  in  this  fiscal  year,  much  of  the  loss  in  tax  revenues 
was  the  result  of  layoffs,  pay  cuts,  fewer  exercised 
stock  options,  and  a  fall  in  capital  gains.  But  the  CBO  es- 
timates that  between  "$35  billion  and  $40  billion  of 
the  $161  billion  decline  in  total  receipts  through  May, 
2002,  resulted  from  changes  in  tax  laws."  The  stimulus 
plan  now  before  Congress  will  reduce  tax  rates  for 
upper-income  households  even  further.  So  even  when 
the  economy  gathers  momentum,  Washington  won't 
see  a  commensurate  pickup  in  tax  revenues. 

The  dangers  to  the  economy  from  these  fiscal  woes 
are  twofold.  First,  to  fund  outlays,  Washington  will 
have  to  draw  more  deeply  on  the  credit  markets.  That 
means  the  U.S.  Treasury  will  take  funds  away  from 
corporate  borrowers.  This  crowding-out  could  result 
in  higher  interest  rates  paid  on  all  types  of  borrowing, 
from  U.  S.  bonds  to  business  loans  to  mortgages. 

Second,  Washington  has  lost  its  ability  to  respond 
rapidly  to  economic  swings.  A  major  reason  for  the 
mildness  of  last  year's  slump  was  the  tax  rebate  quick- 
ly enacted  by  the  White  House  and  Congress.  Those 
checks  were  possible  because  the  government  had  piled 
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up  cash  during  four  years  of  surpluses.  Without  that 
cushion,  the  government  will  not  be  able  to  react  nim- 
bly if  the  economy  stumbles. 

THE  OTHER  DEFICIT  clouding  the  expansion's  future 
is  the  trade  gap — along  with  its  much  broader  cousin, 
the  current-account  deficit,  which  also  includes  the  bal- 
ances for  portfolio  income  and  foreign  transfers.  The 
gaping  current-account  deficit  reflects  both  the  1990s 
boom  in  investment  and  consumption  and  the  foreign 
funds  that  helped  to  finance  it. 

Now,  though,  fewer  foreign  funds  are  available  just 
when  the  U.  S.  needs  them  the  most.  U.  S.  external  fi- 
nancing requirements  ballooned  in  the  first  quarter,  as 
the  current-account  deficit  hit  a  record  $112.5  billion. 
The  gap  may  swell  further  as  the  year  progresses. 
The  April  trade  gap  increased  to  $35.9  billion  after 
averaging  $31.6  billion  per  month  during  the  first  quar- 
ter. A  wider  trade  deficit  will  subtract  a  percentage 
point  or  more  from  second-quarter  gdp  growth. 

The  longer-term  problem  is  that  less  abundant  foreign 
financing  could  limit  the  U.  S.  expansion.  Foreign  financ- 
ing in  the  late  1990s  allowed  the  U.  S.  to  consume  more 
than  it  produced,  and  it  helped  provide  investment  funds 
for  tech  startups  and  productivity-enhancing  systems  at 
nontech  companies.  From  1995  to  early  2001,  foreign 
net  purchases  of  stocks  and  corporate  bonds  increased  al- 
most tenfold,  and  foreign  direct  investment  rose  sixfold. 


FOREIGNERS  ME  II 

LESS  IN  U.S.  ASSI 

500  ■ 


400 


NET  FOREIGN 
INVESTMENT - 


'DIRECT 


But  in  the  past  year,  foreign  purchases  of 
and  bonds  are  down  24%,  and  foreign  direct  inve 
is  off  63%  (chart).  Geopolitical  risks  and  mist: 
Corporate  America  take  some  blame  for  this  n 
inflow.  And  a  key  victim  is  the  dollar,  down  12% 
euro  and  10%  vs.  the  yen  since  late  February. 

The  dollar  will  decline  fur- 
ther, but  it  should  do  so  in  a 
gradual  and  orderly  fashion. 
Why?  U.S.  prospects  for 
growth,  productivity,  and 
profits  remain  better  than 
those  in  either  Japan  or  Eu- 
rope. Unit  labor  costs  in  Eu- 
rope are  rising,  while  in  the 
U.  S.  they  are  falling.  A  lower 
dollar  will  make  the  country's 
producers  more  competitive, 
lift  the  earnings  of  its  multinationals,  and  redu 
dependence  on  foreign  funds  by  narrowing 
trade  gap. 

The  price  of  that  narrowing,  however,  could  be 
er  growth  in  U.S.  investment  and  consumption, 
daily  if  Uncle  Sam  skims  off  more  private  sa 
which  could  lift  interest  rates.  The  U.S.  weatfa 
the  effects  of  the  twin  deficits  in  the  mid-1980s, 
given  the  new  uncertainty  of  the  stock  market,  bat 
them  this  time  around  could  be  tougher. 
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GERMANY 


WHAT'S  PUTTING  A  DAMPER  ON  GROWTH 


Recovery  in  Germany  will  re- 
main halting  through  the  year. 
The  economy  barely  grew  in  the 
first  quarter  after  two  quarters  of 
contraction,  and  while  export-ori- 
ented businesses  are  making 
headway,  domestic  de- 
mand remains  stymied. 
The  economy  will 
struggle  to  grow  1% 
this  year. 

Consumer  spending 
and  business  invest- 
ment both  declined  in 
the  first  quarter,  and 
neither  is  gaining 
ground  in  the  second. 
Retail  sales  in  May  fell 
for  the  second  month  in  a  row,  as 
May  unemployment  posted  the 
largest  rise  in  five  years.  The 
jump  resulted  in  part  from  new 
legislation,  strike  activity,  and  hol- 
idays, but  it  also  reflected  a  large 
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number  of  job  losers  and  poorer 
prospects  of  finding  a  job.  Eco- 
nomic growth  won't  be  strong 
enough  to  improve  the  labor  mar- 
ket significantly  until  2003. 

Business  sentiment  is  improving 
slowly.  The  closely 
watched  index  from 
the  ifo  institute 
dipped  in  June,  and 
attitudes  are  mixed. 
Big  exporters  seem 
more  confident,  but 
builders  and  retailers 
are  more  pessimistic. 
On  June  24,  Ger- 
many's retail  trade  as- 
sociation slashed  its 
sales  forecast  for  this  year. 

Manufacturers'  orders  in  April 
offered  some  hope  as  domestic  or- 
ders gained.  But  April  industrial 
production  posted  only  a  small 
rise.  Output  of  export-sensitive 
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capital  goods  rose,  but  productic 
of  consumer  goods  fell.  With  a 
self-sustaining  recovery  nowhei 
in  sight,  companies  are  cutting 
their  investment  and  hiring  plaril 
for  this  year,  says  a  recent  surv{ 
of  20,000  executives  by  the  dihkJ 
industry  and  trade  association. 

On  the  plus  side,  weak  domes 
demand  and  falling  oil  prices 
moderating  inflation  and  delaj 
the  urgency  for  the  European 
Central  Bank  to  raise  interest 
rates.  The  euro's  12%  rise  vs.  thl 
dollar  since  February  is  an  adctfj 
tional  inflation  dampener. 

Eventually,  rising  exports 
boost  capital  spending,  and  con- 
sumers will  benefit  from  rising 
pay — helped  by  recent  wage 
deals — along  with  low  inflation 
and  interest  rates  and  planned 
tax  cuts.  But  that  is  next  year's 
story. 
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vette  returns  from  Le  Mans  with  a  1-2  finish  and  a  serious  case  of  deja  vu. 

the  best   in  the  world  met  at  the  famous  24-hour  endurance  race  at  Le  Mans.  And  once  again  the  Corvette     racing  team 
the  GTS  class. The  victory  is  the  latest  of  several  best-in-class  wins  that  include  the  12  Hours  of  Sebring,  Sears  Point  and  last  years 


is.  It's  been  quite  a  run  for  the  Chevrolet   Corvette.  Of  course,  with  such  a  long  racing  heritage  what  would  you  expect?  corvette.com 
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BE  THERE 


CAN 
TRUST 

BE 
REBUILT? 


America  is  in  shock,  but 

the  corporate  clean-up  is 

well  under  way 


BY  BRUCE  NUSSBAUM 


Are  we  fools?  Have  we  jeopardized  our  futures  by 
buying  into  Corporate  America's  idea  of  a  mar- 
ket-driven society  only  to  be  deceived  by  corrupt 
and  unethical  behavior  on  an  unimaginable  scale? 
As  July  4  approaches,  millions  of  Americans,  al- 
ready jittery  about  possible  terrorist  attacks,  are 
now  worrying  about  their  financial  security.  With 
stocks  sinking  and  the  dollar  swooning,  they're  wondering 
what  they  should  do  to  protect  themselves.  They  want  to  be 
safe.  What  they  do  in  the  months  ahead  will  determine  not 
only  the  course  of  the  economy  but  also  the  political  direction 
of  the  country. 

Even  President  Bush,  who  has  been  reluctant  to  speak  on 
the  subject — and  only  then  to  blame  individual  "bad  ap- 


Special  Report 


REBUILDING  TRUST  Page  32 

How  to  get  investors  to  start  believing  again 


COMMENTARY:  BUSH         35 

Will  he  really  speak  out? 

COMMENTARY:  ECONOMY  36 

Fallout  of  a  falling  dollar 

WORLDCOM  38 

Where  does  it  go  from  here? 


Q&A  41 

WorldCom's  modus  operandi 

Who  gets  hurt  42 

It's  no.,  the  big  boys 

ADELPHIA  44 

The  Shockwaves  spread 


32  BusinessWeek  /  July  8,  2002 


1 


A  New  Image 
Problem  for 
Big  Business 

According  to  the 
latest  Gallup  Poll, 

the  public  has 

less  confidence  in 

Corporate  America 

than  in  any  year 

since  1981.  Even 

television  news  and 

organized  labor 

scored  higher. 


RESPONDENTS  WITH  A  "GREAT  DEAL" 

OR  "QUITE  A  LOT"  OF  CONFIDENCE  IN 

BIG  BUSINESS 


pies" — has  broken  his  silence  (page  35)  on  corporate  corrup- 
tion. "I  am  deeply  concerned  about  some  of  the  accounting 
practices  that  take  place  in  America,"  he  said  at  an  interna- 
tional meeting  in  Canada.  Bush  called  revelations  about 
WorldCom's  bookkeeping  "outrageous"  and  vowed  to  "fully  in- 
vestigate and  hold  people  accountable There  is  a  need 

for  a  renewed  corporate  responsibility  in  America." 

Well,  yes.  The  simple  truth  is  that  people  are  walking 
around  in  a  state  of  shock  this  summer.  Talk  to  them  on 
the  beach  or  on  the  road,  and 
they  are  anxious,  angry,  and  not 
sure  what  to  do.  It  has  never 
occurred  to  them  to  question 
the  basic  truthfulness  of  compa- 
nies or  their  corporate  leaders. 
That  trust  is  now  coming  un- 
done. It  was  one  thing  to  see 
the  blowup  in  dot-coms  as  an 
anomaly.  Even  Enron  Corp. 
could  be  perceived  as  a  rogue. 
But  the  daily  drip  of  scandal  is 
spreading  to  all  parts  of  the  cor- 
porate scene.  At  Tyco  Interna- 
tional Ltd.,  there  are  major  ac- 
counting problems  and  its  ceo  is 
charged  with  cheating  on  sales 
taxes — even  tampering  with  ev- 
idence. There's  Merrill  Lynch  & 
Co.  paying  $100  million  in  fines 
for  misleading  investors.  People 
scratch  their  heads  at  main- 
stream companies  such  as  Stan- 
ley Works  trying  to  evade  taxes 
by  setting  up  sham  headquar- 
ters in  Bermuda.  (Ordinary  tax- 
payers know  they  must  make 
up  the  shortfall  to  pay  for  home- 
land defense  and  education.) 
They  see  trusted  companies 
such  as  Merck  &  Co.  booking 
questionable  revenues.  Finally 
there's  Martha  Stewart,  the 
doyenne  of  domesticity,  tarnished  by  allegations  of  insider 
trading  and  obstruction  of  justice.  Martha  Stewart! 

The  latest  financial  bomb — and  potentially  the  most  dam- 
aging to  investor  confidence — is  WorldCom  Inc.  It  may  turn 
out  to  be  the  biggest  fraud  in  American  economic  history — 
and  the  biggest  bankruptcy.  WorldCom  appears  to  have  sul- 
lied the  one  credible,  true  measure  of  company  health  left, 
cash  flow,  throwing  doubts  on  practically  all  financial  state- 
ments. Few  companies  ever  used  the  esoteric  strategems 
that  got  Enron  into  trouble.  But  all  corporations  use  cash  flow 
and  earnings  before  interest,  taxes,  depreciation,  and  amor- 
tization (EBITDA)  as  a  measure  of  well-being.  If  WorldCom 
could  fake  nearly  $4  billion  in  operating  cash  flow  (its  auditor 
was  none  other  than  now-convicted  Arthur  Andersen  LLC), 
then  how  can  people  be  sure  of  any  company?  Where  are  the 
rest  of  the  cockroaches? 

So  people  everywhere  are  asking:  Who  and  in  what  can 
you  trust?  Public  confidence  in  Big  Business  is  at  its  lowest 
since  1981,  according  to  the  latest  Gallup  Poll.  Indeed,  people 
are  so  alarmed  they  are  poised  to  flee  the  markets  entirely. 
The  danger  is  that  if  investors  and  consumers  run,  they  will 
take  down  the  economy  and  the  dollar  with  them.  A  growing 
buyers'  strike  in  the  stock  market,  the  flight  of  money  into 
housing,  and  the  rising  price  of  gold  all  indicate  that  the 
early  stages  of  a  panic  may  be  building. 

The  timing  couldn't  be  worse.  The  U.  S.  economy  is  show- 
ing signs  of  recovery.  Momentum  is  building.  Even  corporate 
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profits  seem  to  be  making  a  decent  comeback.  But  the  cloud 
over  the  credibility  of  all  financial  numbers  is  undermining  in- 
vestors' confidence  in  proclaimed  earnings.  Are  they  real 
or  fake?  By  the  fall,  the  economic  upturn  could  be  in  full 
swing.  But  if  the  corporate  crime  wave  leads  people  to  pull 
back  from  the  stock  market,  the  economy  could  sink  into  a 
double-dip  recession. 

What  worries  Americans  most  is  that  they  might  find 
themselves  stuck  in  a  long  period  of 
stagnation,  like  the  U.S.  in  the  1970s 
or  Japan  in  the  '90s:  Growth  would 
slow,  jobs  would  become  scarce,  un- 
employment would  rise,  stocks  would 
stay  flat,  families  would  suffer  deep 
stress.  For  baby  boomers  facing  re- 
tirement, this  is  a  frightening  prospect. 
Most  have  bet  just  about  everything 
on  a  rising  stock  market  to  finance 
their  old  age.  With  their  401(k)s  flat  for 
the  past  two  years  and  going  nowhere 
fast  today,  fifty  somethings  are  scared. 

Perhaps  too  scared.  The  U.  S.  is  not 
Japan.  Pessimism  is  so  rife  now  that 
people  are  blinded  to  how  much  eco- 
nomic reform  is  under  way.  Japan  was 
paralyzed  for  nearly  10  years,  unable  to 
cope  with  its  problems.  In  America,  an 
enormous  cleansing  has  already  started. 
Boards  of  directors  are  firing  CEOs  left  and  right.  The  turnover 
for  chief  executives  has  never  been  higher.  The  market  is  re- 
calibrating, sending  capital  to  companies  with  transparent, 
easy-to-understand  financial  statements  while  causing  the  rest 
to  tank.  Taking  the  hint,  neai'ly  1,000  companies  have  restat- 
ed their  previous  earnings,  establishing  more  credible  financial 
base  lines.  Pushing  them  along,  the  Justice  Dept.  has  just  giv- 
en a  death  sentence  to  Arthur  Andersen  and  is  likely  to 
teach  Enron  a  severe  lesson,  sending  a  crystal-clear  message 
about  the  consequences  of  corporate  malfeasance. 

More  reform  is  on  the  way.  On  June  26,  Securities  &  Ex- 
change Commission  Chairman  Harvey  L.  Pitt,  once  the  re- 
luctant reformer,  filed  civil  fraud  charges  against  WorldCom. 
More  important,  he  ordered  the  ceos  and  cfos  of  the  1,000 
largest  U.  S.  companies  to  attest  personally  to  the  accuracy  of 
financial  statements,  starting  with  their  most  recent  annual  re- 
port. The  New  York  Stock  Exchange  has  also  proposed  new 
rules  on  corporate  governance,  requiring  that  a  majority  of 
corporate  board  members  be  independent  and  that  share- 
holders get  the  right  to  vote  on  executive  compensation 
(they  are  the  owners,  after  all).  The  nonprofit  Conference 
Board  may  soon  propose  an  "oath"  for  CEOs  to  take,  requiring 
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RUNNING  SCARED  Americans' 
financial  anxiety  is  threatening 
an  otherwise  promising  recovery 


them  to  sign  off  on  a  range  of  issues,  from  truthful  audi 
clean  accounting  for  stock  options.  The  Senate  Banking 
mittee  just  passed  a  tough  accounting  oversight  bill 
goes  a  good  deal  of  the  way  toward  reforming  the  accoi 
profession — and  widespread  outrage  over  the  WorL 
fraud  makes  it  much  more  likely  that  strong  legislatio 
emerge  from  Congress.  Even  a  few  CEOs,  such  as 
Paulson  of  Goldman  Sachs,  are  beginning  to  speak  ou 
knowledging  Corporate  America's 
ibility  problem  and  demanding  re 
But  will  it  be  enough?  The  A 
can  people  appear  to  be  longing 
new  Age  of  Reform,  such  as  th< 
Teddy  Roosevelt  advanced  at  the 
of  the  century  following  a  simila 
cline  in  public  trust  and  confiden 
the  economic  system.  People  want 
matic  action  before  it  is  too  late 
are  shocked  by  the  contrast  beV 
the  values  exhibited  by  working- 
firefighters,  police,  and  soldiers  on 
tember  11  and  those  on  parade  t 
by  much  of  the  Corporate  Elite 
feel  that  many  of  the  most  we* 
educated,  and  privileged  managers 
professionals  in  society  have  betr 
their  fiduciary  trust  to  the  natior 
To  most  Americans,  this  goes 
beyond  being  an  ethical  issue.  The  high-growth  '90s,  v 
generated  so  many  jobs,  was  based  on  financial  innovatior 
deregulation.  Millions  accepted,  for  the  first  time  in 
fives,  the  conservative  argument  that  they  could  control 
own  destinies  and  prosper  by  tying  their  lives  to  the  mar 
They  were  convinced  that  they  could  manage  the 
through  better  information  and  thus  garner  more  oi 
profits  as  well. 

It  worked.  From  1995  to  2000,  a  New  Economy  deliy 
enormous  prosperity  to  millions  of  people.  Huge  product 
gains  were  made,  pushing  up  real  wages  and  creating 
portunities  for  mobility.  Now,  people  are  discovering  ths 
the  bubble  years,  starting  around  1999  or  2000,  some 
began  to  fake  this  information  and  corrupt  the  mar' 
Checks  and  balances  failed,  and  professional  account; 
lawyers,  and  analysts  became  greedy.  The  truth  is  that 
kets  can  work  only  if  information  is  honest,  rules  of 
game  are  clear,  and  people  follow  them.  Realizing  that 
isn't  the  case  today  has  left  many  Americans  doubting  1 
own  futures  and  jeopardizing  the  future  of  the  economy 
So  are  we  fools?  For  the  sake  of  the  America's  future 
had  better  not  be. 


EROSION  OF  CONFIDENCE 


INVESTORS  ARE  BAILING  OUT AS  THE  DOLLAR  SLIDES... 
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COMMENTARY 


By  Lee  Walczak  and  Richard  S.  Dunham 

WILL  THE  CHIEF  EXECUTIVE 
REALLY  SPEAK  OUT? 


r  a  White  House 
hat's  warily  eyeing 
he  widening  ripples  of 
ite-collar  crime  wave, 
uestion  has  come 

to  this:  What  should 
'resident  say,  and 

should  he  say  it? 
orge  W  Bush  has 
led  for  months  as 

tales  of  accounting 
s,  tax  avoidance,  and 
ngs  manipulation 
id  through  Corporate 
rica.  As  investigations 
pmed,  Bush's  aides 
i  grown  increasingly 
■rned  that  disillu- 
d  investors  might  un- 
ine  the  recovery,  lose 
in  Bush's  probusiness 
>mic  policies,  or — 
e — start  taking  re- 
e  on  Republican 
dates. 

i  the  heels  of  World- 
Inc.'s  announcement 
it  inflated  operating 
flow  by  $3.8  billion, 
ense  that  things  are 
lg  unhinged  in  the 
tess  sector  is  rising, 
clearly  calls  for  lead- 
p  from  the  top.  And 
e  exemplar  of  what 
tils  the  "Responsibility  Era,"  Bush 
)een  surprisingly  reticent.  On  June 
le  President,  at  the  global  eco- 
ic  summit  in  Canada,  gave  his 
detailed  comments  on  the  crime 
t  to  date. 

i8h  called  WorldCom's  conduct 
•ageous,"  and  vowed  hot  pursuit  of 
ling  financiers.  "We've  had  too 
1  cases  of  people  abusing  their  re- 
sibilities,"  he  said  at  a  photo  ses- 
with  Britain's  Tony  Blair.  "We  will 
ae  within  our  laws  those  who  are 
ponsible."  Despite  the  tortured 
ix,  he  made  his  point, 
ill,  it's  an  open  question  whether 
J  flashes  of  Presidential  frustration 
eassure  the  public  that  Washing- 
s  on  top  of  the  problem.  Bush  has 
little  since  Mar.  7,  when  he  rolled 

largely  voluntary  corporate-gov- 


tives  resist.  More  troublesome  for  the 
gop,  focusing  attention  on  the  scandals 
only  serves  to  reinforce  an  emerging 
Democratic  line  of  attack  for  the  fall 
campaign:  Republicans'  deregulatory 
fervor  and  Bush's  chumminess  with 
powerful  business  interests  created  the 
conditions  for  the  financial  abuses  that 
are  now  breaking  into  the  open. 

"Bush  has  to  speak  up,"  says  one 
top  gop  strategist.  "Democrats  are  go- 
ing to  go  on  the  offensive  about  Re- 
publicans' laissez-faire  attitude  toward 
business.  But  the  President  also  needs 
to  restore  confidence  in  the  system." 
Some  Wall  Streeters  agree.  "The  Pres- 
ident should  use  the  bully  pulpit 
more,"  says  Mark  P.  Vitner,  senior 
economist  at  Wachovia  Corp.  "If  peo- 
ple don't  have  trust  in  Corporate 
America,  they  won't  invest." 

Bush,  however,  seems  to  prefer  pri- 
vate arm-twisting.  On  June  20,  he  met 
with  Business  Roundtable  reps  and 
said  ceos  must  take  strong  steps  to 
restore  confidence  in  their  financial  re- 
ports. Bush's  message,  according  to  In- 
ternational Paper  Co.  ceo  John  T.  Dil- 
lon: "I  want  you  fellows  to  lead." 

Going  one-on-one  with  the  corporate 
elite  can  be  effective.  But  it's  not 
enough,  reformers  say.  "Bush  may  feel 
he  can  have  more  impact  by  directing 
his  comments  to  movers  and  shakers," 
says  DePaul  University  Professor  Lau- 
ra P.  Hartman.  "But  these  are  the 
same  people  who  are  going  to  fund  his 
reelection,  so  he  seems  conflicted — like 
an  Arthur  Andersen  auditor." 

As  federal  prosecutors  zero  in  on 


WHERE'S  GEORGE?  A 

critique  of  business 
could  spook  investors,  harm  the  expansion- 
and  aid  Democrats  pressing  for  reforms 


ernance  plan  that  reformers  contend 
falls  well  short  of  the  sweeping 
changes  that  are  needed.  True,  Bush  is 
preoccupied  with  other  weighty  con- 
cerns, like  the  war  on  terrorism  and 
the  Middle  East.  But  the  fact  is,  he's 
deeply  torn  on  the  corporate  crime  is- 
sue because  political  advisers  tell  him 
it's  a  no-win  situation  for  the  gop. 

A  Presidential  critique  that  sum- 
mons up  images  of  systemic  abuses, 
aides  fear,  could  spook  investors  even 
more  and  harm  the  fragile  expansion. 
It  also  would  aid  Hill  Democrats  who 
insist  that  permanent  legislative  re- 
forms are  needed — a  stance  conserva- 


Enron  Corp.,  the  freewheeling  energy- 
trading  outfit  intimately  linked  to  both 
Bush  and  Veep  Dick  Cheney,  chances 
are  that  the  President  will  finally  be 
compelled  to  speak  out  at  length  on 
the  roots  of  the  current  mess  and  on 
his  "let  business  clean  up  its  own  act" 
approach.  Will  his  speech  be  driven  by 
lofty  moral  imperative — or  represent 
cold  political  calculation?  The  singed 
members  of  the  Investor  Class  will 
have  to  judge  for  themselves. 

Washington  Bureau  Chief  Walczak 
arui  Senior  Correspondent  Dunham  cov- 
er politics  and  policy. 
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COMMENTARY 


By  Peter  Coy 


THE  DOLLAR  IS  FALLING 
BUT  THE  SKY  ISN'T 


The  U. S.  dollar  suddenly  looks  like  a 
98-pound  weakling.  The  accounting 
scandal  at  WorldCom  Inc.  has 
added  to  foreign  investors'  fears  that 
U.  S.  profit  figures  aren't  to  be  trusted. 
On  June  26,  the  dollar  hit  98.3<2  per 
euro,  the  weakest  level  against  that 
currency  since  February,  2000.  The  dol- 
lar bought  only  120  yen,  the  fewest 
since  last  September.  Since  Apr.  1, 
when  the  dollar's  slide  began,  it  has  lost 
more  than  11%  of  its  value  against  each 
major  currency. 

Some  respected  economists  and  mar- 
ket analysts  worry  that  the  dollar's 
slide  could  turn  into  a  tailspin.  Two  of 
the  preconditions  for  a  dollar  crash  are 
in  place:  a  giant  trade  deficit  and  a  cri- 
sis of  investor  confidence.  Such  a 
downward  spiral  could  mean  big  prob- 
lems for  the  economy:  Inflation  would 
surge,  export-led  foreign  economies 
would  suffer,  and  there  wouldn't  be 
much  the  Federal  Reserve  could  do. 
Any  Fed  attempt  to  stop  a  dollar 
crash  by  raising  rates  would  kill  the 
healthy  housing  market,  stall  the  econ- 
omy— and  probably  fail  to  bring  back 
foreign  investors  anyway  "I'm  con- 


cerned," says  Edward  E.  Learner,  an 
economist  at  the  University  of  Califor- 
nia at  Los  Angeles'  Anderson  School 
of  Management.  "The  speed  of  the  ad- 
justment is  the  critical  issue." 

But  things  don't  have  to  turn  out  for 
the  worst.  And  most  likely,  they  won't. 
The  dollar  loses  altitude  every  few 
years,  but  it  hardly  ever  takes  a  nose- 
dive. Because  the  dollar  floats  freely, 
there  isn't  the  kind  of  pent-up  selling 
pressure  that  afflicts  currencies  pegged 
to  the  dollar.  More- 
over, even  if  global  in- 
vestors are  skeptical 
about  the  U.  S.,  they 
have  few  better  op- 
tions: Europe  is  soft 
and  Japan  nearly 
comatose. 

Indeed,  despite  the 
current  market  jit- 
ters, the  dollar  has 
some  strong  props  un- 
der it.  The  productivi- 
ty of  the  U.  S.  econo- 
my continues  to 
improve,  rising  at  a 
4.3%  annual  rate  in 


A  LIMITED  DROP-SO  FAR 

While  the  dollar  has  weakened  in 

recent  weeks,  it's  still  up  from 

long-term  averages 
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the  first  quarter.  Eventually,  the 
nomic  recovery  should  revive  prof 
and  stocks.  "A  return  to  profits  is  I 
minent,"  predicts  Carl  B.  Weinberg 
chief  economist  of  High  Frequenc 
Economics  Ltd.  in  Valhalla,  N.Y. 

You  wouldn't  guess  it  from  the  l| 
lines,  but  the  dollar's  decline  to  datf 
has  been  modest.  It  has  dropped 
8%  since  February  against  a  baske| 
rich-country  currencies.  Measured 
against  a  trade-weighted  index  of  tl 
26  most  important  currencies,  it's  cl 
less  than  2%  this  year,  after  adjusti 
for  inflation.  Harriett  M.  Richmond! 
head  of  currency  management  for  l| 
don-based  J.  P.  Morgan  Fleming  Asl 
Management,  says  that  she  believej 
the  dollar's  recent  tumble  has  left 
fairly  valued,  and  that  its  long-tel 
trend  is  up,  not  down:  'The  lonJ 
term  relative-productivity  treni 
for  the  dollar  are  still  favorabl 
says  Richmond. 

Suppose  the  dollar  does  goj 
down  some  more.  What's  the 
problem?  As  long  as  the  declii 
orderly  and  doesn't  continue  tol 
spook  foreign  investors,  it  will  bef 
good  thing  for  the  U.  S.  economy,  aa 
Bush  Administration  quietly  recognl 
A  cheaper  dollar  would  give  a  fight| 
chance  to  U.  S.  manufacturers 
farmers  who  have  been  pric 
of  global  markets.  And  it  woil 
push  other  nations  to  do  whai 
they  should  have  done  long  ago:  Loj 
interest  rates  and  reform  hidebound! 
nancial  systems  to  stimulate  domest 
demand  instead  of  counting  on  Ame| 
can  consumers  to  keep  their  econor. 
afloat.  Sure,  a  weaker  dollar  will 
import  prices  in  the  U.  S.,  but  that'sfl 
small  problem,  with  inflation  so  low.f 
To  close  the  trade  gap,  the  dollarl 
needs  to  keep  falling.  Exports  are  s| 
much  lower  than  imports  that  they  - 
must  climb  40%  faster  than  impor 
just  to  keep  the  deficit  from  gro\ 

Economists  at  Gol 
man,  Sachs  &  Co. 
diet  that  even  if  I 
dollar  falls  another 
to  10%,  the  trade 
deficit  will  climb  tc| 
record  5%  of  U.  S. 
output  by  late  2C 
Far  from  fretting 
about  dollar  weak- 1 
ness,  people  ought  I 
worry  that  the  doll| 
still  isn't  weak 
enough. 


FEDERAL  RESERVE  TRADE-WEIGHTED 

INDEX  OF  DOLLAR  A6AINST  EURO  AND 

SIX  OTHER  CURRENCIES 
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WHAT  KIND  OF  DECISIONS  DO  YOU 

MAKE  IN  HOLLYWOOD? 

IF  YOU'RE  FOX,  ENTERTAINING  ONES. 


-eed  the  right  information 
med  Entertainment 
"nat's  how  the . 
one  of  the  most 
ators  and  distributors 
er  films  in  the  world. 


And  that's  why  they  chose 
Crystal  Decisions  eb- 

based  reporting,  analysis  and 
information  delivery  technology 
helps  Fox  track  critical  business 
information  through  distribution 


channels  and  leverage  that 
information  to  make  smarter 


deliver  information,  cut  costs 
and  improve  product 


decisions.  With  over  10  million       Want  to  learn  more?  Visit:  www. 


licenses  shipped,  and  par 
including  SAP "  and  Microsoft", 
we've  proven  our  solutions 


: 
1-866-821-3525. 


:ess.  Analyze.  Report.  Share." 


crystal  decisions 
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WORLDCOM'S 
SORRY  LEGACY 

Its  downfall  may  hurt  rivals  and  kill  telecom  competition 


On  Wall  Street,  Bernard  J. 
Ebbers  enjoyed  his  reputation 
as  the  "telecom  cowboy,"  the 
cocksure  executive  who  suc- 
cessfully lassoed  more  than  70 
acquisitions  to  build  World- 
Com Inc.  into  the  nation's  second-largest 
telecommunications  firm.  But  behind  the 
scenes,  Ebbers  never  made  a  move 
without  the  approval  of  Scott  D.  Sulli- 
van, an  accounting  whiz  kid  who  served 
as  WorldCom's  chief  financial  officer. 
Over  the  years,  as  Wall  Street  bankers 
and  WorldCom's  own  managers  pitched 
deal  after  deal  to  Ebbers  at  his  favorite 
barbecue  joint  near  WorldCom's  Jackson 
(Miss.)  headquarters,  Ebbers  always  de- 
ferred to  Sullivan  to  "see  if  the  numbers 
work."  Even  after  Ebbers  was  uncere- 
moniously ousted  in  late  April  as  World- 
Com's financial  problems  mounted,  Sul- 
livan was  given  a  promotion  by 
incoming  ceo  John  W  Sidgmore  as  the 
best  hope  for  persuading  bankers  to  re- 
finance the  company's  groaning  debt 
burden.  "After  Ebbers  left.  Sullivan  was 
the  only  one  who  understood  the  com- 
pany's finances  inside  and  out,"  recalls 
one  WorldCom  senior  executive. 

But  in  the  end,  Sullivan's  aggressive 
financial  maneuvers  could  prove  to  be 
WorldCom's  downfall.  The  company's 
disclosure  late  on  June  25  that  it  had 
uncovered  more  than  $3.8  billion  in  ac- 
counting irregularities  puts  WorldCom 
in  violation  of  some  debt  covenants.  The 
news,  and  the  Securities  &  Exchange 
Commission's  filing  of  fraud  charges 
against  the  company  a  day  later,  will 
likely  put  an  end  to  any  hope  Sidgmore 
had  of  pulling  the  troubled  telecom  giant 
out  of  its  financial  death  spiral. 

And  there  may  still  be  more  skele- 
tons in  the  closet:  Sources  close  to 
WorldCom  say  internal  auditors  are  un- 
covering further  troubles.  Those  include 
double-counting  of  revenue  as  far  back 
as  1999,  debt  that  may  not  have  been 


previously  disclosed,  and  booking  of  rev- 
enues that  haven't  yet  been  received 
from  long-term  contracts — issues  that 
could  push  the  ultimate  re- 
statement to  $5  billion  or 
more.  "What  we're  seeing 
may  be  the  tip  of  the  ice- 
berg," says  Susan  Kalla,  a 
telecom  analyst  at  Friedman, 
Billings  &  Ramsey. 

For  his  part,  Sidgmore  re- 
mains hopeful  that  he  can 
turn  WorldCom  around,  as- 
suring employees  in  a  June 
26  e-mail  that  "there  is  ab- 
solutely no  impact  to  our 
company's  cash  position  for 
2001  and  2002.  We  continue 
to  have  significant  cash  on  hand."  In 
reality,  a  WorldCom  bankruptcy — which 
could  eclipse  that  of  Enron  Corp.  as  the 
largest  corporate  failure  ever — sudden- 


FIRED:  Fo 

CFO  Sull 


ly  seems  inevitable.  "It  will  be 
tough  to  keep  the  holding  company 
of  bankruptcy,"  said  one  World< 
banker.  As  a  result,  Wc 
Corn's  best  hope  may  b 
remake  itself,  like  En 
into  a  smaller  company 
cused  on  providing  data 
Internet  service  to  1; 
companies  worldwide. 

That  may  depend  on  £' 
more  remaining  above 
fray.  Both  he  and  Ebb 
along  with  Sullivan  and 
execs,  are  being  investig 
by  the  sec.  If  it  turns 
that    Sidgmore,    who 
vice-chairman  during  2\ 
knew  what  was  going  on,  or  that 
rubber-stamped  Sullivan's  accountl 
he  too  could  be  forced  out.  Sidgnj 
declined  comment,  but  released  a  st| 


I 


WorldCom's  Rise  and  Shocking  Fall 


SEPTEMBER,  1983  Bernie  Ebbers  and  oth- 
ers launch  Long  Distance  Discount  Service. 
In  '95,  Ebbers  changes  name  to  WorldCom. 

AUG.  26.  1996  WorldCom  announces  $12 
billion  merger  with  MFS  Communications,  an 
operator  of  networks  for  businesses. 

MOV.  10,  1997  WorldCom  announces  $42 
billion  merger  with  MCI  after  winning  a 
bidding  war  with  British  Telecom. 

OCT.  5,  1999  Ebbers  and  Sprint  CEO  Will- 
iam Esrey  announces  $129  billion  merger. 

JULY  13,  2000  Ebbers  calls  off  Sprint  merg- 
er in  face  of  opposition  from  regulators. 


MIM.11 
$1.32 


NO  DEAL:  Ebbers  and  Sprint's  Es\ 

APR.  30,  2002  Ebbers  resigns  as  Worl 
Com  CEO  after  SEC  launches  inquiry  il 
the  company's  accounting  practices  ar| 
loans  to  Ebbers.  Vice-Chairman  John 
Sidgmore  takes  over  as  CEO. 


WORLDCOM  STOCK  PR| 

MONTHLY  CLOSE 
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t:  saying,  "I  have  committed  to  driv- 
gundamental  change  at  WorldCom, 
I  his  matter  will  not  deter  the  man- 
fient  team."  Neither  Ebbers  nor 
Ian  could  be  reached  for  comment. 
I  the  near  term,  WorldCom's  woes 
i  spell  opportunity  for  the  rest  of 
industry,  as  rivals  like  AT&T  and 
lit  Corp.  scramble  to  steal  World- 
I  customers.  "The  message  we're 
|ig  from  management  is  *We've  got 
jdCom  on  the  mat.  It's  time  to  kick 
r ,' "  boasts  one  sales  rep  at  AT&T, 
p  reacted  with  offers  of  broad  dis- 

s  to  such  WorldCom  customers  as 

Reynolds  Tobacco. 
^  the  long  term,  the  WorldCom 
Hal  may  force  a  fundamental  re- 
hturing  of  the  telecom  industry, 
rie  Ebbers  was  more  than  just  an- 
r  telecom  executive.  He  came  to 
psent  the  competitive  industry  that 
hg  up  in  the  1980s  and  1990s  to 
ton  the  old  Ma  Bell  monopoly.  Now 
wCom's  collapse  could  spell  trouble 
|hose  few  remaining  upstarts.  Ana- 

fear  that  financing  could  dry  up,, 
prs  may  begin  calling  in  loans  to 
r  phone  companies,  and  asset 
rs  could  plunge  as  WorldCom  joins 
ilong  list  of  companies  dumping 
lerties.  Scott  Cleland,  president  of 
Precursor  Group,  says  that  24  of 
K9  telecom  firms  he  tracks  are  al- 
v  technically  at  risk  of  bankruptcy. 
L  WorldCom's  woes  are  "creating  a 
ion  that  pulls  others  into  the 
s." 

tat  could  spell  the  death  of  telecom 
petition.  The  regional  Bell  opera- 


tors may  be  the  only  large  players 
to  emerge  from  the  current  fiasco 
in  solid  financial  shape.  As  new 
comers  collapse  for  lack  of 
funding,  and  WorldCom  is 
forced  into  a  fire  sale  to 
raise    cash,    the    Bells 
may  be  able  to  buy 
some  of  WorldCom's 
plum  assets  for  pen- 
nies on  the  dollar. 
Some  analysts  ex- 
pect them  to  ac- 
quire    AT&T    and 
Sprint  eventually, 
too.  If  that  occurs, 
the  Bells  will  end  up 
with  nearly  complete  con-    I 
trol  of  many  communications 
services. 

And  WorldCom's  troubles    ^^ 
will  ripple  far  beyond  telecoms. 
Banks    and    hedge    funds    have 
scooped  up  its  bonds,  betting  that 
its  business  is  healthy  enough  to  give 
them  a  solid  return  even  if  its  stock 
continues  to  fall.  But  the  accounting 
scandal  hammered  WorldCom  bond 
holders.  On  June  26,  its  bonds 
plummeted  73%,  to  trade 
between  12<2  and  150 
on  the  dollar.  'Telecom 
bonds  have  been  in    M 
trouble    for    some 
time,  and  it  looks 
like  they  will  con- 
tinue to  be,"  says 
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25,  2002  CFO  Scott  Sullivan  tired  as  World- 
announces  $3.8  billion  accounting  error. 
;t  halts  trading  in  WorldCom  stock. 
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LOST  CAUSE?  Sidgmore  still  hopes  to  lead  the  company  in  a  turnaround 


Gina  Haas,  a  spokesperson  for  High 
Yield  Advantage  Data. 

It  wasn't  supposed  to  end  this  way 
for  WorldCom.  Despite  Ebbers'  image 
as  a  wheeler-dealer,  analysts  had  always 
viewed  WorldCom  as  a  cut  above  go-go 
rivals  such  as  Qwest  International  and 
Global  Crossing  Holdings  Ltd.  Their 
business  models  required  investors  to 
bet  that  the  huge  upfront  outlays  re- 
quired to  gain  scale  would  eventually 
lead  to  big  profits.  WorldCom,  by  con- 
trast, already  possessed  a  stable  of  real 
assets  such  as  MCI  as  well  as  blue-chip 
customers  such  as  Nasdaq  and  AOL  Time 
Warner  Inc.  When  its  market  capital- 
ization peaked  at  $115  billion  in  1999, 
WorldCom  was  the  fifth  most  widely 
held  stock  in  the  country. 

Now,  the  allegations  of  fraud  are 
calling  into  question  WorldCom's  earli- 
er performance.  Simon  Flannery,  a  tele- 
com analyst  at  Morgan  Stanley,  esti- 
mates that  as  a  result  of  the 
restatement,  WorldCom's  operating 
margin  is  just  16.8% — a  fraction  of  the 
30%-plus  margins  it  boasted  as  recent- 
ly as  2000  and  the  21%  that  it  still 
claimed  prior  to  the  disclosure.  In- 
vestors now  wonder  whether  World- 
Com's outsized  profits  in  the  1990s 
were  nothing  more  than  accounting  fic- 
tion. WorldCom  "was  a  momentum- 
growth  scam,"  says  Cleland. 

At  the  center  of  the  storm  is  Sulli- 
van. A  graduate  of  the  State  Universi- 
ty of  New  York  at  Oswego,  he  signed 
on  to  kpmg's  Albany  office  in  1983, 
where  he  saw  the  mergers  and  acqui- 
sitions game  firsthand  while  helping  to 
audit  the  General  Electric  Co.  account. 
Sullivan  showed  up  on  Ebbers'  radar  in 
1992,  when  WorldCom  acquired  Ad- 
vanced Telecommunications  Corp.,  a 
small  long-distance  provider  in  Atlanta 


where  Sullivan  was  then  serving  as 
CFO.  Ebbers  quickly  promoted  Sullivan 
through  the  ranks,  and  named  him 
WorldCom's  CFO  in  1994.  But  as  popular 
as  he  was  with  Ebbers,  Sullivan  quick- 
ly rankled  division  managers  by  send- 
ing junior  accountants  to  double-check 
their  books — which  the  managers 
viewed  as  unnecessary  and  demeaning. 
Over  time,  some  division  managers  be- 
gan to  suspect  that  Sullivan — with 
Ebbers'  support — was  increasingly 
pushing  the  envelope  with  his  hyper- 
aggressive  accounting.  "We'd  send  in 
one  set  of  numbers  and  then  see  dif- 
ferent numbers  in  the  final  financial  re- 
ports," sighs  one  executive  in  World- 
Com's MCI  division  who  recently  left. 
"No  one  would  listen  to  us  when  we 
complained." 

Now  it  appears  that  Sullivan's  ac- 
counting may  prove  to  be  the  last 
straw  for  WorldCom.  After  Sidgmore 
took  the  helm  in  April,  he  ordered  a 


sweeping  assessment  of  World 
businesses — including  a  thorou 
amination  of  the  company's  boo! 
part  of  a  30-day  review  that  he 
would  rebuild  momentum  at  Worl 
But  questions  were  already  st; 
build.  According  to  WorldCom 
ers,  the  company's  lenders  be 
conclude  its  financial  picture  was 
worse  than  imagined.  As  they  rev 
the  books  in  preparation  for  tou 
gotiations   over   new   financing 
bankers  began  to  find  that  so 
WorldCom's  myriad  divisions  an 
sidiaries  were  holding  debt  that 
been  consolidated  on  the  company 
ance  sheet.  When  they  confronte 
livan  about  it,  they  were  troubl 
his  answers — and  negotiations  s 
sharply.  "The  banks  began  to  see 
van  as  shady,"  says  an  executivt 
has  talked  with  members  of  W 
Corn's  internal  auditing  team. 

The  real  shocker  came  in  early 
One  of  Sidgmore's  auditors  founa 
WorldCom  had  booked  some  ord 
expenses  as  capital  investmen 
move  that  enabled  it  to  spread 
outlays  over  many  years,  and 
made  it  appear  profitable  in  200 
the  first  quarter  of  2002  when  it  vv 
WorldCom  pointed  out  the  discn 
cies  to  investigators  from  the  SEC 
were  in  the  midst  of  their  own  j 
of  WorldCom's  accounting.  As  a  n 
on  June  25,  WorldCom  droppeo 
bombshell — along  with  news  that  i* 
fired  Sullivan,  and  that  the  comp 
controller,  David  Myers,  has  resij. 
And  with  that,  WorldCom's 
mighty  empire  may  be  remember* 
a  mirage. 

By  Charles  Haddad  and  Dean  t 
in  Atlanta  and  Steve  Rosenbush  in 
York,  ivith  bureau  reports 


What  Comes 

Next? 


Here's  how  the  WorldCom  drama  is  likely  to 
unfold  in  coming  months: 


TALKS  WITH  LENDERS  Because  of  its  financial  restatements,  WorldCom  has  violated  th 
terms  of  its  $8  billion  in  loans  and  lines  of  credit.  It's  trying  to  negotiate  fresh  credit  w 
Citi,  J. P.  Morgan  Chase,  and  other  banks. 

BANKRUPTCY  PLANNING  If  WorldCom  can't  cut  a  new  deal  with  its  banks,  it  will  likely 
seek  bankruptcy  protection. 

SALE  OF  ASSETS  WorldCom  is  also  rushing  to  raise  cash  by  selling  off  assets  such  as  il 
international  operations  and  its  MCI  long-distance  unit. 

WOOING  CUSTOMERS  WorldCom  is  struggling  to  maintain  its  quality  of  service  in  order 
hold  on  to  blue-chip  clients  such  as  FedEx  and  Providian. 

PREPARING  FOR  SALE  If  all  else  fails,  WorldCom  may  be  acquired  by  Verizon,  SBC,  or  ai 
other  phone  company.  It  must  put  its  house  in  order  so  it  can  command  the  highest  prii 
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HOW  TO  HIDE  $3.8  BILLION  IN  EXPENSES 


iMhen  WorldCom  Inc.  revealed  on 
i  June  25  that  it  had  uncovered  a 

$3.8  billion  accounting  fraud, 
one  from  the  smallest  investors  to 
\dent  George  W.  Bush  reacted  with 
i  and  outrage.  How  was  this  pos- 
1  How  could  such  an  established 
i any  have  hidden  such  huge  ex- 
is  from  tiie  investing  public? 
is  a  look  at  what  WorldCom  did 
m  the  company  did  it. 

exactly  did  WorldCom  do? 
;ring  2001  and  the  first  quarter  of 
the  company  counted  as  capital 
tments  $3.8  billion  that  it  spent  on 
'day  expenses.  This  makes  a  dif- 
ce  because  capital  investments  are 
ad  differently  from  other  expenses 
.'counting  purposes.  Capital 
ling  is  money  used  to  buy  long- 
g  assets,  like  fiber-optic  cables 
itches  that  direct  telephone 
so  the  cost  is  spread  out  over 
•al  years.  For 
pie,  if  World- 

^ spent  $10 
>n  on  switch- 
expected  to        \ 

rf.O  years,  it 
i  book  a  $1 
>n  expense  for 
•ars.  In  con- 

||  if  it  spent 
oillion  on  of- 

'  pace,  it  has  to 
all  of  that  ex- 
1  in  the  period 
rich  it  occurred, 
company  says 
xpenses  that 
counted  as  cap- 
xpenditures  in- 
i  'line  costs,"  ^ 

l  are  fees  World- 
pays  to  other  telecom  players  for 
ight  to  access  their  networks. 

does  this  affect  profits? 
unting  everyday  expenses  as  capi- 
vestments  boosts  net  income  be- 
;  expenses  that  are  supposed  to  be 
:ed  in  one  quarter  are  spread  out 
years.  WorldCom  originally  report- 
it  income  of  $1.4  billion  in  2001  and 
million  in  the  first  quarter  of  2002. 
the  company  says  it  lost  money 
vhole  time.  "You  do  this  to  make 
bottom  line  look  better,"  says 
marie  Kalinowski,  an  analyst  with 
rating  agency  Standard  &  Poor's. 


How  is  cash  flow  affected? 

Different  people  use  the  term  "cash 
flow"  to  mean  different  things.  What 
WorldCom  did  affects  cash  generated 
from  operations,  a  closely  watched  line 
in  financial  statements.  WorldCom 
originally  reported  that  its  operating 
activities  in  2001  produced  $7.7  billion 
in  cash.  Now,  it  says  that  figure  really 
was  $4.6  billion.  But  WorldCom's  over- 
all cash  flow  isn't  affected  because  the 
restatement  will  lower  the  amount  of 
cash  reported  as  used  in  investing  ac- 
tivities, which  include  capital  invest- 

Net  cash  provided  by  operating  activities 


thought.  "This  is  an  industry  where 
companies  trade  based  on  EBITDA," 
says  Robert  Willens,  an  accounting  ex- 
pert at  Lehman  Brothers  Inc.  "Capi- 
talizing expenses  has  a  direct  impact 
on  EBITDA." 

Does  this  mean  investors  can  no  longer 
rely  on  cash  flow? 

Not  necessarily.  Capitalizing  expens- 
es is  not  that  common  because  it's  so 
easy  to  detect.  While  there  are  some 
gray  areas,  it's  pretty  clear  what 
should  be  counted  as  everyday  expens- 


Net  cash  used  in  investing  activities 


(13,612) 


(773) 


Net  decrease  in  cash  and  cash  equivalents 


(86) 

one 


(29) 


(115): 


PRESTO!  By  shifting  billions  in  expenses 
from  operations  to  investing,  WorldCom 
made  its  business  look  much  healthier 


-    H|  d  52  s  ments.  So 

the  two  changes 
cancel  each 
other  out.  It 
does,  however, 
affect  another 
measure  of 
cash  flow, 
something 
called  EBITDA. 

What's  EBITDA? 

EBITDA  stands  for  earnings  before 
interest,  taxes,  depreciation,  and 
amortization.  Investors  see  this  as  a 
more  accurate  barometer  of  a  compa- 
ny's health  than  cash  flow  from  opera- 
tions. This  is  where  WorldCom's  ac- 
counting games  had  the  biggest 
impact.  The  company  originally  report- 
ed that  its  EBITDA  for  2001  was  $10.5 
billion;  now  it  says  the  figure  really 
was  $6.3  billion.  In  the  first  quarter,  it 
reported  EBITDA  of  $2.1  billion,  while 
the  real  figure  was  $1.4  billion.  In  oth- 
er words,  WorldCom  was  in  much 
worse  shape  than  investors  and  banks 


es  and  what  should  be  counted  as  capi- 
tal expenditures.  "This  is  sort  of  obvi- 
ous to  anyone  who  bothers  to  look  at 
it,"  says  Willens.  "This  doesn't  involve 
offshore  partnerships  or  special  pur- 
pose entities.  This  is  Accounting  101." 

So  where  were  the  auditors? 

Good  question.  WorldCom's  auditors 
were  from  Arthur  Andersen  LLP, 
which  says  its  work  for  the  company 
complied  with  all  accounting  standards. 
The  WorldCom  fraud  came  to  light 
when  John  W  Sidgmore  became  chief 
executive  in  April  and  ordered  an  in- 
ternal review  of  the  company's  books. 
The  probe  was  conducted  by  World- 
Com's new  auditor,  kpmg,  as  well  as 
WorldCom  employees.  At  its  com; 
tion,  WorldCom  announced  the  r 
ment  and  fired  its  chief  financr 
Scott  D.  Sullivan.  If  there  is 
lining  in  the  WorldCom  fias< 
this  sort  of  accounting  frai 
uncovered  quite  easily — , 
accountants  a  ho  are  lo< 

By  P'.ter  Elst  ■  •■    York 
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Scandals  in  Corporate  America 


SURPRISE! 
THE  LITTLE 
GUY  LOSES 

Big  banks  offloaded  their  risk 
-mostly  to  small  investors 

Stocks  of  financial  behemoths  Citi- 
group, J.  P.  Morgan  Chase,  and 
Bank  of  America  plunged  on  June 
26  on  fears  that  they'd  be  dragged  down 
by  huge  losses  from  WorldCom 
Inc.'s  collapse.  They  and  other 
banks  underwrote  $29  billion  in 
bonds  and  arranged  $8  billion  of 
credit  fines  for  it.  But  most  of 
the  pain  from  the  telecom  gi- 
ant's implosion  will  be  felt  on 
Main  Street,  not  Wall  Street. 

The  banks  have  become  mas- 
ters at  offloading  the  financial 
risks  of  their  lending  by  repack- 
aging and  selling  it  to  pension 
and  mutual  funds,  insurance 
companies,  and  even  ordinary  investors. 
That  ability  was  a  big  plus  during  the 
roaring  '90s  because  it  enabled  them 
to  bankroll  the  New  Economy.  The  out- 
standing debt  of  nonfinancial  compa- 
nies more  than  doubled,  to  $4.9  trillion 
in  the  first  quarter  of  2002  vs.  $2.4  tril- 
lion during  the  same  quarter  of  1990, 
according  to  the  Federal  Reserve. 
Trouble  is,  easy  credit  hatched  highly 
leveraged  upstarts  such  as  WorldCom 
that  are  now  floundering  under  their 
huge  debt  loads. 

Here  are  the  likely  losers  if  World- 
Com goes  bankrupt: 
Pensions  and  401(k)  plans:  Citigroup 
underwrote  WorldCom's  last  bond  deal, 
an  $11  billion  issue  in  spring  2001.  But 
the  biggest  holders  of  WorldCom's  $29 
billion  in  bonds  include  Prudential  Se- 
curities, California  Public  Employees' 
Retirement  System,  and  MetLife,  ac- 
cording to  bond  researcher  Capital  Ac- 
cess International.  Together,  the  three 
hold  $1.25  billion  worth  of  the  bonds, 
wrhich  traded  at  13<2  on  the  dollar  on 
June  26,  down  from  65(2  the  day  before. 
Also,  since  the  start  of  the  year,  World- 
Com stock  has  lost  more  than  $40.4  bil- 
lion in  value.  The  biggest  holders  are  all 
leading  asset  managers  that  run  pen- 
sion and  mutual  funds:  Alliance  Capital 
Management,  Wellington  Management, 
and  Barclays  Bank. 


CITIGROt 


MORE  TO  COME?  While  banks  such  as  Citigw 
say  they  will  avoid  big  loan  losses,  their  ana  q 
including  Grubman  (left)  of  Citi's  Salomon 
Smith  Barney,  face  scrutiny  by  the  New  Yor 
Attorney  General  for  their  WorldCom  rating! 


Bank-loan  funds:  Big 

banks  have  lent 
WorldCom  $2.65  billion  in  unsecured 
loans.  Typically,  they  keep  under  10%  of 
loans  they  arrange,  syndicating  the  rest 
to  smaller  banks,  insurers,  and  loan 
funds  sold  to  individual  investors.  Asset 
managers,  such  as  Eaton  Vance,  Van 
Kampen,  and  Fidelity  Investments,  had 
$22  billion  in  bank-loan  funds  at  the  end 
of  May,  according  to  Lipper  Inc.  Owners 
of  such  funds  tend  to  be  "individual  in- 
vestors who  thought  they  were  savvy 
and  turned  out  not  to  be"  because  the 
investments  are  turning  out  to  be  high 
risk,  says  Donald  Cassidy,  a  senior  re- 
search analyst  at  Lipper. 
Consumer  spending:  Analysts  say  that 
because  banks  have  offloaded  so  much 
risk,  a  WorldCom  bankruptcy  could  put 
a  severe  squeeze  on  consumer  spend- 
ing, one  of  the  economy's  stronger  spots. 


II 


'Teople  are  feeling  poorer,  and  tl 
have  a  statement  to  prove  it  at  t » 
of  the  quarter,"  says  Cassidy. 
Research  analysts:  New  York  St; 
torney  General  Eliot  Spitzer  s 
June  26  that  he  will  investigat 
Street  research  on  WorldCom.  FJ 
line  is  controversial  telecom  analy 
Grubman  of  Citigroup's  Salomon 
Barney,  who  issued  a  downgrade  ll 
stock  the  day  before  WorldCom's  If 
shell.  A  spokeswoman  for  Grubmay 
he  was  "just  as  stunned  as  eve 
else"  by  the  announcement. 

Oddly  enough,  even  though  b<| 

may  have  dodged  the  WorldCor 

lets  for  now,  they're  the  ones  hoi 

gun  to  the  company's  head.  Be 

WorldCom  is  in  default  on  $2.65 

in  bank  loans,  bankers  can  force  it 

for    bankruptcy.    The    company 

lenders  could  then  liquidate  World 

assets  and  pay  them: 

back  before  anyone  e 

few7  are  hesitant.  "I 

think  it's  sensible  for 

to  push  this  compan; 

Chapter    11,"    says 

lender.    But    others 

*  Stock  value  destroyed  since  Jan.  1:  $40.4  billion  gung-ho  to  do  just 

-- Says  one,  'Tneyre  no 

►  Bond  value  destroyed  since  issue:  about  $25  billion         t^~  anv  more  m0ney 

►  Unsecured  bank  loans  drawn  down:  $2.65  billion  us    unless    they    file 
out  of  an  $8  billion  credit  line  bankruptcy." 

Data:  Capital  Access,  Morgan  Stanley.  Bloomberg  Financial  Markets  "  ._     ' 

in  New 


Owners  of  WorldCom's 
stocks,  bonds,  and  loans — 
mostly  pension  and  mutual 


tVi  a  R 9  o>      mostly  pension  and  mi 
lilt;  Ddg     funds — face  big  losses 
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ependability  is  something  to  celebrate! 
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se  your  Imagistics! 

I,  orate  America  has  relied  on  Imagistics  for  office  document 
t  ions  for  more  than  25  years.  Imagistics  (formerly  Pitney  Bowes 
le  Systems)  delivers  dependable  digital  copier/printers,  faxes 

multifunction  document  equipment,  with  impressive  uptime  and 

ralleled  direct  service  from  over  1000  technicians  nationwide. 

iment  solutions  from  Imagistics  help  lower  costs  and  improve 
lictivity.  For  dependable  document  technologies... 
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SPECIAL  REP0R1     Scandals  in  Corporate  America 


ADELPHIA'S  FALL 
WILL  BRUISE  A  CROWD 

The  bankruptcy  is  hurting  rivals  as  well  as  suppliers 


Two  years  ago,  Scientific-Atlanta  Inc. 
was  so  eager  to  sell  set-top  boxes 
to  Adelphia  Communications  Corp. 
that  it  offered  to  advance  the  cable-TV 
operator  $26  a  box  to  help  market  a 
new  digital  service.  These  days,  the  deal 
doesn't  look  quite  so  enticing.  On  June 
10,  scandal-ridden  Adelphia  acknowl- 
edged that  it  never  spent  the  mar-  \ 
keting  money — using  it  instead 
to  reduce  reported  expenses. 
And  today,  with  Adelphia  in 
Chapter  11  reorganization,  *' 
Scientific-Atlanta  will  have  a 
tough  time  collecting  the  $83.8 
million  Adelphia  owes  it. 

Scientific- Atlanta  may  want 
to  take  a  number.  For  weeks, 
as  the  nation's  sixth-largest  ca- 
ble company  has  careened 
from  one  accounting  revelation 
to  another,  suppliers  of  pro- 
gramming and  technology  have 
been  bracing  for  likely  losses 
from  Adelphia  contracts.  In- 
deed, they're  gearing  up  to  ask 
the  courts  to  put  them  at  the 
front  of  the  line  by  declaring 
them  "critical  vendors,"  mean- 
ing Adelphia  couldn't  stay  in 
business  without  them. 

Walt  Disney  Co.,  which  sells 
Adelphia  its  ESPN  sports  pro- 
gramming, will  see  its  cash 
flow  cut  by  $50  million  as  a 
result  of  the  bankruptcy,  fig- 
ures Merrill  Lynch  &  Co. 
News  Corp.  officials  acknowl- 
edge they  are  owed  as  much 
as  $20  million  for  Fox  News, 
FX,  and  other  channels.  And 
pay-per-view  vendor  In  De- 
mand thought  it  had  figured 
out  a  way  to  not  get  burned: 
It  required  Adelphia  to  put  up 
$1.2  million  for  the  Mike 
Tyson-Lennox  Lewis  fight  on 
June  8.  But  In  Demand  is  still 
owed  money  for  Major  League 
Baseball  games. 

It's  not  just  suppliers  that 
will  feel  the  ripples  of  Adel- 
phia's  bankruptcy.  Rival  cable 
operators  have  been  under 
pressure  since  Adelphia  said 


it  hadn't  disclosed  some  $3  billion  in 
off-balance-sheet  loans  to  the  compa- 
ny's founders,  members  of  the  Rigas 
family.  Although  no  other  cable  com- 
panies have  been  accused  of  similar 
shenanigans,  Adelphia's  meltdown — and 
now  WorldCom's  problems — has  left  in- 
vestors  wary  of  debt.   On  June  26, 


:. 


The  Adelphia  Effect 


The  list  of  creditors  is  growing,  and  there  may  be 
more  surprises  as  probes  continue 


CONTENT 


►  Companies  that  provide  shows  to  Adelphia — from 
CNN  and  Fox  Sports  to  MTV7— will  be  stiffed  on  bills  for 
their  programming.  ESPN-owner  Disney  is  expected  to 
take  a  $50  million  hit. 


EQUIPMENT 


►  Technology  vendors  may  not  get  paid  for  services  and 
gear.  Set-top-box  maker  Scientific  Atlanta,  for  instance,  is 
owed  $83.8  million. 


COMPETITORS 


►  In  the  wake  of  Adelphia's  woes,  cable  stocks  have 
tumbled,  with  highly  leveraged  companies  such  as  Charter 
Communications  and  Cablevision  down  by  roughly  70%. 


shares  of  heavily  indebted  cable  o 
tors  Charter  Communications  Inc 
Cablevision  Systems  Corp.  fell 
and  26%,  respectively.  Since  Adelj 
woes  were  revealed  in  March,  boti 
off  by  some  70%. 

Moreover,  Comcast  Corp.'s  stoc 
by  9%  in  mid-June  in  the  wake  of 
Street  rumors  that  rating  age 
would  downgrade  the  cable  open 
debt  after  it  completes  its  $35  b 
merger  with  at&t^s  cable  unit.  N- 
Begley,  a  senior  vice-president  at  r 
agency  Moody's  Investors  Service 
counts  the  rumors  but  says  he  ui 
stands  the  hair-trigger  nerves  of 
investors.  "The  concern  is  that  1 
are  a  lot  of  founding  families  still 
ning  cable  companies,"  he  says. 

Still,  with  Adelphia's  problems 
aging  their  shares,  cable  companies 
have  trouble  completing  <3 
Charter,  which  is  looking  t 
pand  through  acquisitions 
likely  need  more  cash  from 
jority  owner  Paul  Allen  t 
so.  Cox  Communications 
considered  one  of  the  in 
try's  best  operators,  has 
its   stock  fall  by  28% 
March  even  though  it  exj 
to  reduce  capital  expendii 
and  increase  cash  flow  1 
this  year.  'We're  not  sure  \ 
we  can  try  next,"  laments 
ceo  James  O.  Robbins. 
Despite  the  troubles, 
and  technology  companies 
covet  Adelphia's  5.7  million 
scribers  in  Los  Angeles,  sc 
ern  Florida,  and  elsewhere, 
ticipating  that  Adelphia  wfl] 
some  of  its  choice  system 
get  money  from  the  court 
keep  operating,  Disney  and 
ers  have  signed  deals  to  se< 
space  on  digital  systems  A 
phia  is  planning.  Why  ci 
deal  with  a  sinking  compj 
"If  they're  long-term  contr 
with  time  to  run  on  thenv 
bankruptcy  court  could  1 
them  in  effect  when  those 
terns  are  sold  off  or  rest 
tured,"  says  Richard  B.  Lt 
a  partner  at  Skadden,  A 
Slate,  Meagher  &  Flom  LL 
That  could  be  wishful  th 
ing.  And  there  could  be  n 
surprises  as  independent  tx 
members  investigate  the  R 
family  deals.  Even  now.  h 
ever,  the  line  at  the  bankri 
cy  court  looks  plenty  long. 
By  Ronald  Grove. 
Los  Aug 
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Business  This  Week 


ED  BY  MONICA  ROMAN 


NG  GENENTEGH 
THER  LITTLE  JAB 


NTECH  WILL  TAKE  A  $500 

n  charge  against  second- 
er earnings  to  cover 
ges  that  a  Los  Angeles 
ordered  the  biotech  gi- 

0  pay  the  City  of  Hope 
r  hospital.  On  June  24, 
iry  added  $200  million  in 
ive  damages  to  the 
2  million  in  compensatory 
ges  it  had  already  levied 
st  Genentech,  after  de- 

that    the    company 

1  City  of  Hope  out  of  li- 
ng revenue  from  a  tech- 
iy  developed  by  the  can- 
enter.  The  penalty  won't 

the  bank  for  Genentech, 
has  $1  billion  in  cash, 
ntech  will  appeal  the  ver- 
a  process  that  will  prob- 
take  more  than  a  year. 


EX  DELIVERS 
IE  GRIM  NEWS 


EDEX     FORESHADOWING 

nged  pain  for  the  U.S. 


:losing  bell 


NO  RESPECT 

i  before  the  WorldCom 
idal,  AOL  Time  Warner's 
kwas  a  laggard.  On  June 
it  sank  11.49%,  to 
.63,  because,  like  World- 
),  it  uses  earnings  before 
rest,  taxes,  depreciation, 
amortization  (EBITDA)  as 
referred  financial  meas- 
Can  it  be  long  before 
lia  moguls  ditch  EBITDA? 


STOCK  PRICE 


IE  18.  02  JUNE  26 

Data:  Bloomberg  Financial  Markets 


economy?  Despite  doubled 
profits  in  the  fiscal  fourth 
quarter,  the  shipping  giant 
saw  its  stock  price  plunge 
14%,  to  $48,  on  June  25. 
FedEx  investors  are  con- 
cerned about  the  possibility 
of  weak  profits  for  the  first 
quarter  ending  Aug.  31,  and 
for  the  full  year.  The  Mem- 
phis company  said  that  it 
didn't  expect  an  economic  re- 
covery until  early  next  year. 
The  reason:  Its  customers  in 
the  manufacturing,  high-tech, 
and  wholesale  sectors  have 
yet  to  ramp  up  delivery 
spending.  Manufacturers  rep- 
resent 40%  of  FedEx'  do- 
mestic express-delivery  busi- 
ness. Meanwhile,  FedEx' 
lower-cost  ground-delivery 
operations  saw  volume  in- 
crease 21%  in  the  fourth 
quarter,  a  sign  that  its  cus- 
tomers are  remaining  cost- 
conscious. 


A  FLOTATION  DEVICE 
FOR  UNITED? 

UAL  IS  TESTING  JUST  HOW  FAR 

the  government  will  go  to  bail 
out  the  airline  industry.  The 
parent  of  United  Airlines,  the 
world's  No.  2  carrier,  asked 
the  Air  Transportation  Stabi- 
lization Board  on  June  24  to 
guarantee  $1.8  billion  in  loans. 
UAL  ended  the  first  quarter 
with  $2.9  billion  in  cash,  and  it 
won  pay  cuts  from  its  11,000 
salaried  workers  and  9,200  pi- 
lots totaling  $950  million  over 
three  years.  But  the  airline 
says  it  needs  new  loans  so  it 
can  pay  off  $1  billion  in  debt 
due  by  early  2003,  spend  $500 
million  for  spare  parts  and 
other  capital  gear,  and  cover 
losses  of  $5  million  a  day.  So 
far,  the  board  has  backed 
loans  for  only  one  major  car- 
rier, America  West  Airlines. 

BATTLING  OYER 
TRW'S  DEFENSE  BIZ 

NORTHROP   GRUMMAN'S   PLAN 

to  acquire  all  of  TRW  for  $7 
billion  was  dealt  a  blow  when 


HEADLINE!*:   MARTHA   STEWART 


ALL  THIS  FOR  CHUMP  CHANGE? 


COULD  THINGS  GET  MUCH 

messier  for  Martha  Stew 
art?  In  addition  to  ward- 
ing off  suspicions  of  in- 
sider trading  of 
ImClone  Systems 
stock,  America's 
homemaking 
queen  now  faces 
the  specter  of 
obstruction  of 
justice  charges 
from  federal 
prosecutors. 

The  latest  wrinkle 
a  Merrill  Lynch  sales  as- 
sistant who  disputes  the 
reasons  both  Stewart  and 
her  broker  give  for  selling 
the  stock  a  day  before  bad 
news  sent  it  reeling.  That 
sale  brought  her  less  than 
$230,000.  In  return,  the  do 
mestic  diva  has  lost  hun- 
dreds of  millions  on  paper 


as  the  scandal  has  almost 
halved  the  value  of  Martha 
Stewart  Living  Omnimedia 
shares  in  recent  weeks, 
to  $10.40  on  June  26. 
The  big  question 
is  whether  the 
whiff  of  impropri- 
i  ety  might  now 
jj  turn  consumers 
1  away  from  the 
'   bedsheets  and 
books  that  bear 
her  name.  Stewart 
has  dismissed  the 
various  allegations  as 
ridiculous  and  continues  to 
ply  the  cocktail  circuit  and 
toss  salads  on  TV  as  if  noth- 
ing were  wrong.  But  in- 
vestors are  clearly  worried 
that  America's  arbiter  of 
good  things  could  become  a 
symbol  of  bad  behavior. 

Diane  Brady 


three  other  bidders  emerged 
for  the  company's  prized  de- 
fense-electronics and  space 
businesses,  trw  may  seek 
higher  offers  from  the  inter- 
ested parties,  which  now  in- 
clude General  Dynamics, 
Raytheon,  and  bae  Systems. 
trw  announced  plans  on  June 
18  to  sell  its  aeronautical-sys- 
tems unit  to  Goodrich  for  $1.5 
billion.  The  company  is  con- 
sidering a  sale  or  spin-off  of 
its  third  major  business,  auto 
parts.  Northrop  and  partner 
Lockheed  Martin  meanwhile 
won  an  $11  billion  contract 
to  develop  a  new  line  of 
stealth  ships  and  aircraft  for 
the  U.  S.  Coast  Guard. 


QUEASINESS 
AT  IMMUNOGEN 

IMMUNOGEN    GOT    A    DOUBLE 

dose  of  bad  news  on  June  24 
about  its  experimental  cancer 
drugs.  First,  development 
partner  GlaxoSmithKline  an- 
nounced it  would  conduct  no 


further  clinical  trials  of  Cam- 
bridge (Mass.)-based  Immuno- 
Gen's  cantuzumab  mertansine, 
an  antibody  that  delivers 
chemotherapy  directly  to  the 
heart  of  cancer  cells.  The 
reason  wasn't  given,  and  Im- 
munoGen  says  it  will  try  to 
renegotiate  its  pact  with 
Glaxo.  Hours  later,  Genentech 
said  it  would  delay  human 
testing  of  a  similar  drug  li- 
censed from  ImmunoGen  until 
it  had  conducted  more  animal 
and  lab  tests.  The  dual  an- 
nouncements caused  Immuno- 
Gen's  stock  to  drop  46%  on 
June  24,  to  $2.15  a  share. 


ET  CETERA . . . 

■  Supervalu  will  take  a  charge 
of  up  to  $21  million  to  account 
for  inventory  misstatements. 

■  Priceline.com  said  it  ex- 
pected second-quarter  earn- 
ings of  3<2  a  share. 

■  cms  Energy  has  hired  a 
law  firm  to  review  its  energy- 
trading  operations. 
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THE  GOOD  NEWS  IS,  YOU  NOW  HAVE  MORE  VALUABLE 
INFORMATION  COMING  INTO  YOUR  BUSINESS  THAN  EVER  BEFORE. 

BUT  THEN,  THAT'S  ALSO  THE  BAD  NEWS. 


BrightStor™  Storage  Resource  Manager 

The  smart  alternative  to  managing  your  storage. 

You  never  thought  you  could  have  too  much  of  a  good  thing  when  it  came  to 
critical  business  information.  But  now  the  time  has  come.  That's  why  it's  more 
important  than  ever  to  have  the  right  software.  With  BrightStor  Storage  Resource 
Manager,  you  can  finally  get  a  firm  handle  on  all  your  assets.  BrightStor™  works 
across  multiple  platforms,  protocols,  and  applications,  so  you  can  tap  into 
information  throughout  your  enterprise,  wherever  it  may  be.  As  a  result,  you  can 
truly  leverage  your  resources,  maki  g  them  work  for  you  like  never  before.  And  the 
downside?  There  isn't  one.  To  find  c  jt  more,  go  to  ca.com/brightstor/srm  today. 
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ashington  Outlook 


ED  BY  PAULA  DWYER 


)FT  MONEY:  IS  IT 

IE  END-OR  THE  END  RUN? 


impaign-finance  reform  has  always  been  a  Sisyphean 
ask.  For  years,  special  interests,  adverse  court  rulings, 
ind  a  divided  Federal  Election  Commission  have  thwart- 
forts  to  stop  the  flood  of  money  pouring  into  the  political 
m.  Now,  all  three  are  conspiring  to  frustrate  the  intent 
sweeping  reform  measure  pushed  through  by  Senators 
McCain  (R-Ariz.)  and  Russell  D.  Feingold  (D-Wis.)  and 
d  into  law  by  President  George  W.  Bush  just  a  few 
hs  ago. 

tentially  the  most  damaging  turn  of 
s:  attempts  to  create  surrogate  parties 
would  step  into  the  void  on  Nov.  6,  when 
lational  parties  are  banned  from  raising 
money — unlimited  donations  to  political 
es  by  corporations,  labor  unions,  and  the 
;hy  Even  though  they  may  be  thinly  dis- 
d  proxies  run  by  ex-party  officials,  the 
says  it  will  treat  them  as  independent 
)s  not  constrained  by  the  soft-money  ban. 
a  license  for  federal  parties  to  evade  the 
fumes  Fred  Wertheimer,  president  of  pro- 
m  group  Democracy  21. 
e  FEC's  new  rules  make  it  easier  for  parties 
main  involved  in  raising  large  contribu- 
in  other  ways,  too.  The  agency  will  allow 
lakers  to  speak  at  state  party  functions 
e  soft  money  checks  are  collected.  It's  defin- 
oft-money  solicitation  as  an  overt  request 
ollars — thus  making  legal  a  "suggestion"  that  a  donor 
i  a  $100,000  check.  But  the  piece  de  resistance  was  a 
22  vote  to  let  the  two  political  parties  spin  off  committees 
are  no  more  than  front  groups  to  handle  soft  money. 
Ten  before  the  fec  vote,  special  interests  were  jostling  to 
me  the  parties-in-mufti  and  take  control  of  the 
noney  purses,  which  came  to  $500  million  in  2000.  Since 
I,  Michael  Lux,  a  former  Clinton-Gore  fund-raiser,  has 
meeting  with  some  150  liberal  groups,  including  emily's 


McCAIN:  Hopping  mad 


List,  the  naacp,  and  People  for  the  American  Way.  This  so- 
called  Progressive  Donor  Network  hopes  to  position  itself  as 
a  one-stop  account  for  liberal  givers  who  once  wrote  large 
checks  to  the  Democratic  National  Committee  (dnc).  A  rival 
group,  the  centrist  New  Democrat  Network,  hopes  to  draw 
corporate  donors  who  once  contributed  to  the  dnc. 

Superlobbyist  Ed  Gillespie  is  leading  a  similar  Republican 
effort.  Like  the  Dems,  Gillespie  hopes  to  concentrate  money 
and  spend  it  where  it  is  needed  most  rather  than  dilute  it 
among  dozens  of  uncoordinated  groups.  "It  is 
not  in  the  interest  of  Republicans  to  let  a  thou- 
sand flowers  bloom,"  he  says.  His  goal:  to  raise 
$15  million  to  $25  million  every  election  cycle. 
Naturally,  this  has  McCain  &  Co.  hopping 
mad.  On  June  26,  McCain  said  he  will  push 
legislation  to  overturn  the  fec  rules.  Even  dnc 
Chairman  Terry  McAuliffe  is  uneasy.  The  fund- 
raising  maestro,  unwilling  to  watch  the  soft- 
money  spigot  dry  up,  is  touring  the  country 
to  teach  donors  how  to  comply  with  the  new 
law  while  maximizing  their  giving.  McAuliffe's 
strategy:  ask  $100,000  donors  to  give  $25,000— 
the  new  legal  limit — and  persuade  the  donor's 
spouse  and  adult  children  each  to  give  $25,000 
of  their  own.  "I'm  not  trying  to  get  people  to  go 
to  auxiliary  groups,"  McAuliffe  says.  Still,  the 
dnc  and  the  Republican  National  Committee 
are  cutting  legal  ties  to  state  party  chairmen, 
freeing  them  to  act  as  national  party  fronts  by  placing  them 
beyond  the  law's  reach. 

With  just  four  months  to  go  before  campaign  reform  takes 
effect  and  with  the  Supreme  Court  set  to  hear  a  constitutional 
challenge  in  December,  the  post-Nov.  6  landscape  remains 
blurry.  But  the  purse  is  power,  and  despite  the  soft-money 
ban,  party  leaders  and  their  allies  have  no  intention  of  sur- 


rendering control. 


CAPITAL  WRAPUP 


EN  SEASON  ON  LIEUTENANTS 


Vith  state  budgets  in  crisis  and 
'ernment  services  being  slashed,  it's 
srrible  year  to  be  an  incumbent 
ernor  running  for  reelection.  It's 
m  worse  to  be  a  lieutenant  gover- 
•  seeking  a  promotion. 
3n  June  25,  Bob  Peeler  of  South 
rolina  became  the  fourth  lieutenant 
nor  elected  in  1998  to  be  defeat- 
in  a  Republican  gubernatorial  pri- 
ry  this  year.  Peeler  followed  flops  in 
nois,  Idaho,  and  Alabama.  And  act- 
Massachusetts  Governor  Jane 


Swift,  who  took  the  top  spot  when 
Paul  Cellucci  became  Ambassador  to 
Canada,  retired  rather  than  face  an 
uphill  gop  primary  slog  against  Salt 
Lake  Olympics  savior  Mitt  Romney. 

Other  current  and  former  lieutenant 
governors  face  tough  general-election 
fights.  Among  them:  Wisconsin's  acting 
governor,  Scott  McCallum,  and  Michi- 
gan Lieutenant  Governor  Dick  Posthu- 
mus,  who  will  be  an  underdog  in  No- 
vember if  he  survives  a  primary  fight. 

What's  going  on  here?  Second  ba- 
nanas often  are  blamed  when  things 
go  wrong  in  the  boss's  administration, 


By  Lorraine  WoeUert 


and  they  rarely  get  much  credit  when 
things  go  right.  With  voters  tired  of 
state  budget  woes,  "They're  all  in 
trouble,"  says  Bernadette  Budde,  sen- 
ior vice-president  for  the  Business-In- 
dustry Political  Action  Committee. 
"Lieutenant  governors  are  the  [politi- 
cal] equivalent  of  dog  meat." 

Only  two  ex-lieutenants  are  favored 
for  promotions:  Rick  Perry,  who  suc- 
ceeded George  W  in  Texas,  and  Mary- 
land's Kathleen  Kennedy  Townsend, 
whose  name  helps.  But  there's  still 
plenty  of  time  for  disaster  to  strike. 

By  Ricfiard  S.  Dunham 
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FRANCE 


FRANCE  INC. 
FOLLIES 

Two  of  its  high-profile  companies 
find  themselves  in  deep  trouble 

Tfwre  is  something  just  so  French  about  the  spectacular  rise  and 
the  messy  fall  from  grace  of  France  Telecom  chairman  Michel 
Bon  and  Vivendi  Universal  ceo  Jean-Marie  Messier.  Their  as- 
cendance demonstrated  what  could  result  when  audacity  was 
backed  by  the  collective  firepower  of  the  French  state  and  French 
finance.  And  their  humbling  is  a  reminder  of  the  increasing  lim- 
itations of  France  Inc. 

Under  French  law,  the  government  must  maintain  majority 
control  of  France  Telecom's  capital.  That  means  Bon  has  had 
to  pay  cash  rather  than  shares  for  acquisitions — building  up 
one  of  the  largest  piles  of  corporate  debt  in  the  world.  Messier, 
meanwhile,  deftly  used  the  clubby  relationships  at  the  heaH  of 
France  Inc.  to  build  his  media  empire.  Now,  the  club  fias  begun 
to  turn  against  him,  with  close  ally  Bernard  Arnault,  boss  of  lvmh  Moet 
Hennessy  Louis  Vuitton,  quitting  the  board  on  June  25. 

Both  men  are  blaming  "speculators,"  "hedge  funds,"  and  "arbs"  for  plung- 
ing share  prices.  Yet  market  rules  are  the  ones  tfiat  count.  Had  Messier  been 
more  straightforward  with  his  board,  and  had  Paris  loosened  its  grip  on 
France  Telecom,  the  two  ceos  would  be  on  a  more  solid  footing.  The  question 
is  whether  France  Inc.  is  learning  the  lesson. 


France  Telecom's  ma 


Save  for  a  nasty  cold,  Michel  Bon 
doesn't  look  like  a  man  under 
stress.  Dressed  nattily  in  a  gray 
suit,  the  chairman  of  France  Tele- 
com gamely  showed  up  for  a  mid-morn- 
ing press  show-and-tell  on  June  25  at 
the  company's  research  center  just  south 
of  Paris.  But  the  crush  of  reporters  and 
TV  camera  crews  that  greeted  Bon 
wasn't  interested  in  see- 
ing him  demonstrate  a 
new  wall-size  videocon- 
ferencing system.  All  they 
wanted  to  know  was  how 
France  Telecom's  boss  is 
going  to  solve  a  spiraling 
crisis  at  the  company. 

While  U.  S.  investors 
panic  over  the  American 
telecom  sector,  France 
Telecom  has  its  own  $60 
billion  dollar  question  to 
answer.  That's  how  much 


debt  the  telco  is  carrying — the  legacy  of 
a  spending  spree  that  turned  the 
French  company  into  the  most  debt-rid- 
den carrier  on  earth.  Until  recently,  in- 
vestors warily  accepted  that  the  phone 
giant  could  afford  to  spend  $4  billion  a 
year  on  interest  out  of  its  $12  billion 
in  operating  income.  Then,  in  mid-June, 
came  news  of  yet  another  liability: 
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AS  FRANCE  TELECOMS 
DEBT  COSTS  ESCALATE... 


...JITTERY  INVESTORS 
FLEE  THE  STOCK 
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France  Telecom  may  have  to  sht 
an  additional  $4  billion  to  protect 
vestment  in  German  telco  MobilC 
Shareholders  pressed  the  sell  b 
Their  fears  turned  to  panic  foil 
the  June  24  decision  by  Moody 
vestors  Service  to  downgrade  F 
Telecom's  debt  to  one  notch  abovt 
level,  citing  concerns  it  may  not  b 
to  find  buyers  willing  to  refinance 
ly  $15  billion  in  bonds  that  come  c 
the  first  half  of  next  year.  Standi 
Poor's  followed  suit  on  June  25.  F 
Telecom  says  the  moves  will  add 
million  to  its  annual  debt-servicing 
Market  reaction  has  been  b] 
Since  June  19,  France  Telecom's  s 
have  tumbled  40%,  and  are  now  tr 
at  only  one-third  the 
at  which  they  were 
offered  to  the  publii 
years    ago    in    Fra 
largest  privatization 
the  first  time,  ana 
are    suggesting    th 
massive  government 
out  or  sales  of  core  a 
may  be  required  to 
vage    this    Gallic 
France  Telecom's  m; 
capitalization  has  sui 
just  $10  billion— $7.J 
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ENTRENCHED 

Bon's  tenure  is 
political,  so  he's 
unlikely  to  lose  his  job, 
at  least  for  now 


lion  less  than  the 
stake  it  owns  in  European 
wireless  operator  Orange. 
Thus,  the  markets  ascribe 
negative  value  to  the  com- 
pany's S42  billion  in  annual 
revenues,  90  million  cus- 
tomers, and  S31  billion  in 
physical  asset*.  "You've  got 
to  ask:  Ts  this  reality?'." 
Bon  implored  the  press. 
"No,  it's  not." 

It  may  all  seem  unreal 
to  Bon,  but  France  Tele- 
com's travails  could  esca- 
late to  the  level  of  a 
national — if  not  Continen- 
tal— crisis.  As  France's 
most  widely  owned  stock, 
it  already  is  dragging 
down  the  entire  Paris 
bourse.  And  while  there  is 


against  state  aid  to  companies.  Besides, 
Paris  is  under  pressure  from  the  rest  of 
the  eu  to  rein  in  its  budget  deficit,  and 
so  would  find  it  hard  to  justify — much 
;>ay  for — such  a  massive  bailout. 
Even  government-guaranteed  bonds 
would  be  hard  to  get  past  Brussels. 
"They'd  flagrantly  contravene  the  Eu- 
ropean Commission,  and  France  would 
rather  come  up  with  something  more 
subtle  than  that."  says  Rick  Deutsch, 
head  of  European  credit  research  for 
bnp  Paribas  in  London. 

That  leaves  only  a  handful  of  other 
solutions.  France  Telecom  was  already 
planning  to  sell  off  about  S5  billion  in  as- 
sets this  year,  including  minority  stakes 
in  other  carriers  and  tech  companies. 
But  to  really  slash  debt,  analysts  say 
the  carrier  may  now  have  to  unload 
bigger  assets,  such  as  all  or  part  of  Or- 
ange. Yet  Orange  would  probably  fetch 
far  less  than  the  $40  billion  France  Tele- 
com paid  for  it  two  years  ago.  Besides, 
the  wireless  carrier  was  the  source  of 
92c"(  of  its  parent's  revenue  growth  and 
nearly  2Sce  of  operating  profits  last  year. 

The  most  plausible  scenario  is  recap- 
italization. The  government  could  sell 
some  of  its  France  Telecom  shares  out- 


nagging  question  is  whether  the  gov- 
ernment would  agree  to  a  rights  issue 
now.  Doing  so  would  require  coming  up 
with  cash  to  avoid  dilution;  declining  to 
participate  would  water  down  its  stake 
and  require  authorizing  legislation. 

And  what  of  Bon's  fate?  Analysts  say 
sacking  him  wouldn't  solve  the  compa- 
ny's current  crisis.  And  because  Bon's 
boss  is  the  state,  his  tenure  is  political. 
He's  friends  with  Chirac's  advisor,  for- 
mer Prime  Minister  Alain  Juppe,  and 
was  recruited  to  Telecom  by  the  new 
Labor  Minister.  Francois  Fillon,  who 
authored  the  original  legislation  to  pri- 
vatize the  company.  "For  the  current 
government  to  get  rid  of  him  would  be 
extremely  difficult."  says  Cohen.  How- 
ever, some  speculate  Bon  may  be  sent 
packing  after  the  harsh  medicine  has 
been  administered.  Then  Raffarin's  team 
can  put  its  own  exec  in  place  to  take 
credit  for  the  recovery. 

Pretty  tough  stuff,  but  these  are 
tough  times.  With  all  the  simple  fixes 
for  France  Telecom  already  exhausted, 
the  government  needs  to  be  thinking 
way.  way  outside  the  box. 

By  Andy  Reinhardt,  with  Stephen 
Baker  and  Carol  Matlack,  in  Paris 


t  has  sunk  below  that  of  its  wireless  holding,  Orange 


i  anger  the  company  will  shut  down. 

j'eakness  could  hold  back  develop- 

(t  of  everything  from  broadband  ac- 

rito  3G  wireless  systems  not  just  in 

jlce,  but  across  Europe 

:pdng  France  Telecom  is  shaping  up 

ib  the  first  major  test  for  the  in- 

i  ag  center-right  government  of  Pres- 

y  .  Jacques  Chirac  and  Prime  Minis- 

e  ean-Pierre  Raffarin.  Although  the 

i    still  owns  more  than  55%  of  the 

I  lany.  the  new  administration  insists 

p  s  no  plans  to  bail  it  out.  But  pres- 

,:|  from  shareholders,  creditors,  and 

■  tompany's  147,000  French  employees 

-ji  well  force  the  government's  hand. 

irest  of  the  Continent  will  be  watch- 

iow  Chirac  &  Co.,  who  want  to 

France  onto  a  more  free-market 

3e,  deal  with  the  mess.  "How  are 

going  to  convince  people  of  the 

for  liberalization  and  privatization 

i  you  have  France  Telecom  turning 

this  way?"  asks  Elie  Cohen,  a  for- 

board  member  and  research  direc- 

at   France's  prestigious  National 

:er  for  Scientific  Research. 

le  scope  for  government  action  is 

ed,  however.  The  newly  installed 

Brship  can't  offer  France  Telecom 

relief  or  low-interest  loans  without 

dng  afoul  of  European  Union  rules 


right  and  pump  the 
proceeds  back  into  the 
telco,  but  it  would  need 
legislative  approval  to 
reduce  its  stake  below 
.  Analysts  think 
that's  a  long  shot,  in 
part  because  the  state 
would  rather  sell  at  a 
higher  price.  Instead, 
France  Telecom  will 
likely  undertake  a 
rights  issue,  offering  ex- 
isting shareholders  a 
chance  to  buy  additional 
shares  at  a  discount. 
Bon  and  the  govern- 
ment have  repeatedly 
rejected  such  an  option, 
even  though  it  was 
used  successfully  by 
carriers  like  BT  Group 
and  Royal  KPN  to  get 
back  on  their  feet.  The 

EMBATTLED 

Messier  still  has 
some  board  support, 
but  investors  want 
Vivendi  broken  up 
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COMMENTARY 


By  Carol  Matlack 


HOW  VIVENDI  SHOULD  CLEAN  UP  MESSIERS  MESS 


We've  had  enough.  That's  what 
shareholders  have  been  telling 
Vivendi  Universal  Chief  Exec-     ^^^^^^^^_ 
utive  Jean-Marie  Messier  as  they've 
driven  Vivendi  shares  down  40%  since 
June  1.  The  embattled  ceo  still  has 
the  support  of  the  board.  But 

whether  he  stays  or  goes,  the  market     ^^^^^^^^^^_ 
is  signaling  it  wants  Vivendi  to  take  a   I 
blowtorch  to  the  global  conglomerate 
Messier  tried  to  weld  onto  the  chassis 
of  an  old  French  water  company. 
"There  is  no  logic  holding  Vivendi  to-     ^^ 
gether.  It  is  only  a  series  of  mis-  ^H  | 

takes,"  says  Michael  C.  Kraland,  a 
fund  manager  at  Trinity  Capital  Part- 
ners in  Paris  who  dumped  his  Vivendi 
stock  several  weeks  ago. 

The  company  urgently  needs  to  re- 
duce its  $19  billion  debt  and  simplify 
its  structure.  That  means  selling  off  a 
big  pile  of  assets  Messier  spent  bil-  DOWNWARD  SPIRAL 

lions  acquiring — and,  in  effect,  admit- 
ting his  vision  was  all  wrong.  After         1996  Jean-Marie  Messier  becomes 
Messier  bought  Seagram  Co.  from  CEO  of  Generate  des  Eaux  and 

Edgar  Bronfman  Jr.  and  his  family,  renames  it  Vivendi 

the  companv  was  supposed  to  be  a  '^L'^ZTn o ^>        -------- 

happy  marriage  of  content  and  distri-       ?000  ^  Sef§rf  m  £°:  a"<>  P^' 
bution.  Vivendi  units  such  as  Euro-  TV  group  Canal+ for  $34  billion 

pean  pay-TV  group  Canal+  and  2001  Runs  up  more  than  $25  bil- 

French  mobile-phone  group  Cegetel  |jon  debt  with  acquisitions  such  as 

would  provide  new  outlets  for  Sea-  USA  Networks,  Houghton  Mifflin 

gram's  Universal  film  and  music  prop-  

erties.  But  Canal+  is  losing  money  MARCH,  2002  Posts  $12  billion 

and  retreating  from  markets,  and  loss  for  2001  after  $14  billion 

snazzy  new  mobile-phone  services  asset  write-down 

remain  a  distant  dream.  mav   oaao  d^^a T«^«^ 

,,..       v        ,         •,  * ...  MAY,  2002  Board  names 

Vivendi  needs  to  dump  most  of  its  .  ... 

a-  4.  u  4.-     u  u-  I  corporate  governance  oversight 

distribution  holdings  and  reemerge  as  r ,  .      s  . .       • 

j-        .    4.  c        j  pane  to  oversee  Messier 

a  media  content  company  focused  on  "™_.J_."".._i^._.___\r- 

its  Hollywood  business  and  French  JUNE,  2002  Board  stands  by 
publishing  outfits.  It  shouldn't  be  Messier  after  shares  plunge  to 

hard.  French  media  groups  such  as  14-year  low;  board  ally  Bernard 

Lagardere  and  TFl  are  already  cir-  Arnault  quits 

cling  Canal+,  and  Vodafone  is  eager  

to  get  its  hands  on  Cegetel.  True,  Dat3: 8usinessWeek 

Vivendi  won't  be  able  to  command  and  Poland  to  Canal+  Technologies,  a 

great  prices:  Most  analysts  reckon  business  that  develops  software  for 

Cegetel's  value  at  about  $6.5  billion,  TV  set-top  boxes.  And  Vivendi  can 

half  what  it  was  a  year  ago.  It's  a  continue  reducing  its  stake  in  the 

shame — but  there's  no  good  reason  to  utilities  business,  Vivendi  Environ- 

hold  onto  these  businesses.  nement.  Recent  share  transactions 

There's  plenty  of  other  baggage  to  have  lowered  its  stake  to  42%,  mean- 
unload.  Analyst  Mark  Harrington  of  ing  Vivendi  Universal  no  longer  has 
J.  P.  Morgan  Chase  &  Co.  in  London  to  carry  the  utility's  nearly  $15  billion 
figures  Vivendi  could  raise  at  least  $5  debt  on  its  books, 
billion  by  selling  off  properties  rang-  This  is  no  ordinary  restructuring, 
ing  from  phone  companies  in  Morocco  of  course.  Vivendi  not  only  needs  to 


make  smart  moves  but  explain  then 
to  the  markets.  There,  Messier  has 
repeatedly  come  up  short.  In  March 
he  surprised  investors  by  announcin 
a  $14  billion  asset  write-down.  He 
stumbled  into  yet  another  firestorm 
on  June  12,  when  Vivendi  raised  $1. 
billion  by  parking  a  12.6%  stake  in  i 
utilities  division  with  Deutsche  Ban 
in  exchange  for  a  loan.  The  deal  mat 
sense  because  Vivendi  could  avoid 
paying  taxes  on  the  money  raised.  > 
But  Messier  made  no  announcement 
of  the  deal:  After  it  was  disclosed  bj 
French  regulators  on  June  20,  Viver 
di  shares  swooned  because  investor*- 
feared  the  company  was  desperate  t 
raise  cash. 

Given  Messier's  tin  ear  for  investc 
relations,  he  may  well  not  be  the  be: 
man  to  oversee  a  radical  restructur- 
ing. It  could  make  more  sense  for  th 
board  to  install  someone  else — most 
likely  a  respected  French  banker  or 
business  leader,  since  naming  a  non- 
French  ceo  would  certainly  spark  a 
political  firestorm  in  France. 

For  now,  Messier  is  hanging  on. 
The  most  recent  board  meeting  was 
on  June  25,  a  day  after  Vivendi 
shares  plunged  23%  on  investor  fean 
over  its  cash  position.  Although  sonv 
of  the  seven  non-French  directors 
want  Messier  removed,  a  majority  le 
by  the  eight  French  directors  outvot 
ed  them.  Even  the  patience  of  the 
French  directors  is  wearing  thin. 
Messier  was  clearly  shaken  when  his 
close  ally,  lvmh  Moet  Hennessy  Loui 
Vuitton's  Bernard  Arnault,  quit  the 
board  on  June  25. 

Certainly,  Vivendi  is  correct  in  ar- 
guing that  it  has  been  caught  in  a 
market  downdraft  and  isn't  entirely 
to  blame  for  its  recent  market  woes. 
Shares  in  its  bigger  rival,  aol  Time 
Warner  Inc.,  have  performed  just  as 
badly,  and  kept  right  on  sliding  after 
ceo  Gerald  M.  Levin  resigned.  But  a 
Messier  himself  is  fond  of  saying, 
"The  market  is  always  right,  even  if 
it's  not  right  on  every  single  day." 
Vivendi's  shares  have  been  sliding  re- 
lentlessly now  for  more  than  six 
months.  It's  high  time  for  a  change 


Matlack  covers  French  business 
and  politics  from  Paris. 
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BRITAIN 


NO  MIRACLE  YET 
AT  REUTERS 

CEO  Glocer  keeps  slicing,  but 
investors  are  starting  to  panic 


w 


[hen  Tom  Glocer's  appointment  as 
chief  executive  of  Reuters  Group 
PLC  was  announced  in  December, 
2000,  he  seemed  to  be  getting  a  dream 
job  at  the  top  of  an  organization  that 
was  not  only  admired  for  its  journal- 
ism but  also  churned  out  a  never-ending 
stream  of  cash.  Dream  job?  Dream  on. 
Since  taking  over  from  Peter  Job  last 
summer,  Glocer  has  had  to  rush  from 
one  crisis  to  another,  while  coping  with 
a  deepening  reversal  in  the  financial- 
services  industry — the  core  consumers 
of  Reuters  data.  "It's  certainly  a  big- 
ger challenge  than  I  would  have  thought 
12  months  ago,"  Glocer  says. 

That's  an  understatement.  Glocer 
seems  extraordinarily  cool  when  he  dis- 
cusses the  company's  woes.  But  there  is 
no  doubt  that  with  Reuters'  stock  hit- 
ting a  nine-year  low  in  late  June,  he  is 
under  the  gun.  In  part,  that's  because 
his  appointment  created  huge  expecta- 
tions. Glocer,  42,  a  tech-savvy  Ameri- 
can lawyer,  had  won  rave  reviews  run- 
ning Reuters'  U.S.  business.  So  he 
seemed  the  perfect  choice  to  squeeze 
fat  profits  out  of  a  company  that  ana- 
lysts thought  had 
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UNDER  THE  GUN:  Can  Glocer  move  beyond  financial  services. 


Reuters  will  spend  $680  million  on  this 
over  four  years. 

Roaring  markets  through  early  2000 
hid  a  spectrum  of  sins  at  many  compa- 
nies, Reuters  included.  Instinet  Group 
PLC,  the  company's  83%-owned  electron- 
ic-brokerage subsidiary,  contributed 
handsome  profits.  And  investors  thought 
Reuters  had  potentially  huge  businesses 
in  its  Greenhouse  Fund  venture-capital 
subsidiary  and  tibco  Software  Inc.,  a 
42%-owned  business-software  provider. 
Moreover,  the  core 
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been  too  lightly 
managed  by  a  suc- 
cession of  ex- 
journalists. 

Now  that  Glocer 
has  shown  signs 
that  he  is  not  a 
miracle  worker,  in- 
vestors are  in  a 
panic.  On  June  20, 
Glocer  announced 
650  job  cuts  on  top 
of  the  1,800 
Reuters  had  already  promised.  In- 
vestors, fearing  that  revenue  was  falling 
faster  than  expected,  pounded  the  stock. 
"It  has  been  such  a  poorly  managed 
company  for  decades,  we  were  surprised 
that  more  cost  savings  weren't  coming 
through,"  says  Michael  Nathanson,  Eu- 
ropean media  analyst  at  Sanford  C. 
Bernstein  &  Co.  in  New  York.  Analysts 
also  worry  that  development  costs  for 
new  generations  of  products  and  serv- 
ices based  on  the  Internet  are  getting 
out  of  hand.  Nathanson  estimates  that 
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business  of  provid- 
ing trading  screens 
to  the  financial- 
services   industry 

BAD  SIGN:  Profits 
are  off,  with  no 
upturn  in  sight 

was  bubbling  along 
despite  its  outdat- 
ed products. 

But  how  quick- 
ly the  world  changed.  Last  year,  oper- 
ating profits  fell  by  27%,  to  $453  million, 
on  revenues  of  $5.8  billion.  The  Green- 
house Fund  lost  $217  million  as  its  once 
hot  technology  investments  soured.  In 
recent  months,  Instinet  has  come  un- 
der severe  pressure  as  competitors 
chew  away  at  its  once  dominant  market 
share.  All  of  this  puts  more  pressure 
on  the  core  screen  business,  which  is 
weakened  by  the  downturn  in  the  glob- 
al securities  industry.  Reuters  managed 
to  increase  subscription  sales  in  the  first 


quarter  by  a  slight  4%,  to  $1.05  bi 
but  its  chief  competitor,  Bloomberj 
nancial  Markets,  is  coming  on  stro 

Glocer  insists  that  "we've  come  a 
way,"  but  that  "the  market  has  not 
en  us  credit  for  it."  He  is  not  bar 
on  any  quick  upturn,  however.  In 
he  thinks  that  subscription  reve 
will  decline  by  up  to  3%  in  the 
half,  with  the  drop  accelerating  ir, 
second,  to  5%  to  6%. 

He's  also  attacking  the  probleir 
Instinet.  In  April,  Instinet  ceo  Doi 
M.  Atkin  resigned  under  pressure.  1 
in  June,  Glocer  helped  orchestrate 
acquisition  of  Instinet's  most  forn 
ble  competitor.  Island  ecn  Inc.,  for 
million.  The  merger  gives  Reute 
hammerlock  on  the  ecn  business 
brings  Instinet  a  proven  manager  L 
land's  chairman,  Ed  Nicoll,  wTho  wil 
come  ceo  of  the  combined  comj 
when  the  deal  closes. 

Glocer  has  lots  of  other  ideas, 
wants  to  boost  Reuters'  software-^ 
and-consulting  business,  which  now 
counts  for  about  79c  of  revenues, 
wants  to  reduce  Reuters'  dependi 
on  the  financial-services  industry,  w 
accounts  for  89%  of  sales, 
selling  more  products  to  nonfinai 
companies. 

But  diversification  moves  like  t 
will  take  years  to  pan  out.  For  i 
Glocer  is  hostage  to  the  market! 
they  don't  behave,  he'll  be  force 
keep  slashing.  It's  a  role  that  could 
on  the  nerves  of  the  calmest  of  CE( 
By  Stanley  Reed  in  Lou 
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KELLY  KNOWS  HER  PRODUCT  COLD. 
KELLY  KNOWS  HER  TERRITORY  INSIDE  OUT. 
KELLY  DOESN'T  KNOW  HER  BIGGEST  CLIENT 
MADE  3  URGENT  CALLS  TO  HER  OFFICE. 
KELLY'S  COMPANY  NEEDS 
THE  PCS  CLEAR  WIRELESS  WORKPLACE. 


It  enables  employees  to  receive  calls  to  their  office  on  their  PCS  Phones 
anywhere  on  the  largest  all-digital,  all-PCS  nationwide  network  built  from 
the  ground  up,  reaching  more  than  230  million  people.  So  they  have  a  better 
chance  of  connecting. 

It  can  also  let  them  check  all  their  messages  by  calling  a  single  voicemail 
box.  So  they  can  get,  and  return,  their  messages  sooner. 

And  it'll  do  a  lot  more  to  help  them  stay  in  touch.  It's  one  part  of  the 
PCS  Clear  Wireless  Workplace  called  the  PCS  Integrated  Officer 
Get  the  whole  story  at  sprintpcs.com. 


^  Sprint 


International  Business 


i 


COMMENTARY 


By  Brian  Bremner 


RELAX:  JAPAN  WON'T  BRING  ON  FINANCIAL  ARMAGEDDON 


In  global  finance,  it  has  long 
been  the  sum  of  all  fears. 
What  if  one  of  Tokyo's  $1  tril- 
lion money-center  banks  keels 
over,  triggering  a  cascade  of  oth- 
er failures  among  Japanese  com- 
panies and  lenders.  Banks,  life 
insurers,  and  companies  franti- 
cally shore  up  their  balance 
sheets  by  cashing  out  their  U.  S. 
Treasuries  and  stocks,  causing 
the  dollar  to  crater  and  U.  S.  in- 
terest rates  to  spike.  Big  Japan- 
ese lenders  default  on  their  end 
of  complex  derivative  transac- 
tions, exposing  U.  S.  and  Euro- 
pean banks  to  horrendous  losses. 
Chaos  ensues. 

That  prospect  is  why  big  guns 
in  Washington  such  as  Treasury 
Secretary  Paul  H.  O'Neill  and 
Federal  Reserve  Chairman  Alan 
Greenspan  nag  Tokyo  about  fix- 
ing its  decade-long  banking  crisis 
before  it's  too  late.  With  signs  that 
Prime  Minister  Junichiro  Koizumi's 
government  has  lost  interest  in  re- 
form, the  calls  have  become  more 
shrill.  "The  time  for  half-measures 
and  postponement  has  passed," 
warned  O'Neill  last  month. 

But  Japan  keeps  taking  its  own 
sweet  time.  Does  that  mean  the 
global  financial  system  is  headed  to- 
ward the  cliff?  Not  a  chance.  Since 
the  late  1980s,  when  Japanese  banks 
dwarfed  Western  rivals  and  had  a 
big  international  presence,  most  have 
quietly  retrenched  from  foreign  mar- 
kets. And  foreign  banks  have  strictly 
limited  their  exposure  to  Japan.  So  a 
banking  collapse  "would  have  no  fu- 
ture impact  on  the 
global  economy,"  says 
Pascal  Nguyen,  re- 
search director  at  wbp 
Financial  Integrator,  a 
Tokyo  consulting  firm. 

Retrenchment,  of 
course,  does  not  mean 
a  return  to  health: 
Japanese  banks  are 
sick  puppies.  Koizumi's 
promise  to  clear  out 
the  lion's  share  of  their 
nonperforming  loans — 
an  estimated  $600  bil- 
lion to  $1  trillion — by 


2005  looks  like  a  nonstarter.  And  the 
big  equity  holdings  of  Japanese 
banks,  which  count  as  capital,  make 
them  vulnerable  to  market  swings, 
such  as  the  11%  drop  in  the  Nikkei 
since  mid-May.  But  if  the  debt  bomb 
drops,  "fallout  on  the  regional  and 
global  financial  system  seems  man- 
ageable," according  to  the  Interna- 
tional Monetary  Fund's  global  finan- 
cial stability  report  in  June. 

Take  U.  S.  Treasuries.  The  Japan- 
ese do  own  27%  of  the  $1.2  trillion  in 
Treasury  bills,  bonds,  and  notes  held 
by  foreigners,  but  other  big  players 
such  as  Britain,  Germany,  China,  and 
the  deep  pool  of  U.  S.  pension  and 
mutual  funds,  could  pick  up  the  slack 


WHAT  IF  JAPANS  BANKS  REALLY  COLLAPSED? 

MYTH REALITY 

«  A  massive  capital  repatriation  by  •  Japan  certainly  wouldn't  dump  its 
big  Japanese  investors  would  trigger  entire  $332  billion  in  holdings.  Other 
a  U.S.  bond-market  collapse.  investors  would  pick  up  the  slack. 


•  A  stock-market  crash  would 
wipe  out  global  investors  and  pull 
down  bourses  around  the  world. 


•  The  market  has  shrunk 
from  30%  of  the  global  equity 
market  in  1990  to  10%  now. 


if  the  Japanese  pulled  out.  Als< 
only  the  most  cash-strapped 
Japanese  banks  would  forsake 
the  healthy  returns  on  U.  S.  Tr 
suries.  And  foreign  investors  h 
only  a  measly  5%  of  Japan's  $4 
trillion  bond  market,  which  cou 
take  a  beating  if  the  Japanese 
sold  their  domestic  bond  holdin 
to  raise  cash. 

As  for  the  stock  market,  a 
bank-induced  crash  in  the  Niktt 
would  hurt  but  wouldn't  be  cat 
strophic.  Back  in  1990,  the  Japi 
ese  markets  represented  30%  o 
global  market  capitalization.  Nc 
it's  only  10%.  And  there  are  on 
36  foreign  companies  listed  on 
the  first  section  of  the  Tokyo 
Stock  Exchange,  vs.  127  in  199 
What  about  the  loans  foreigr 
banks  made  to  highly  indebted 
Japanese  companies  that  could 
get  cut  off  at  the  knees  by  thei 
cash-strapped  domestic  bankers? 
Well,  in  a  two-year  period  ending 
last  September,  international  banks 
loans  outstanding  to  Japanese  bor 
rowers  fell  by  16%,  to  about  $513 
lion,  and  the  loans  are  mostly  to  blv 
chips  with  strong  balance  sheets.  A 
for  the  big,  highly  leveraged  deriva 
tives  deals  that  might  leave  forei 
banks  burned  if  a  Japanese  counter 
party  bank  defaulted,  Japanese 
banks  represent  only  10%,  or  $100 
billion,  of  that  market. 

It's  true  that  by  dithering  over  ill 
banking  mess  and  keeping  its  econc 
my  in  low  gear,  Japan  is  robbing  th 
rest  of  the  world  of  potential  trade 
and  investment.  O'Neill  figures  that 
Japan  sacrificed  $5  tri 
lion  worth  of  economi' 
output  over  the  past 
decade  by  growing  an 
average  of  1%  instead 
of  3%.  But  forget  thos 
overwrought  predic- 
tions of  a  global  mark 
firestorm  touched  off 
by  a  failure  in  Japan's 
financial  system.  It  ju; 
isn't  going  to  happen. 


•  Foreign  investors  would  suffer  if 
the  bond  market,  the  world's 
second-largest,  collapsed. 


•  Global  investors  have  only  a 
5%  stake  in  Japan's  $4  trillion 
market. 


Bremner  covers 
Japanese  finance  from 
Tokyo. 
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iternational  Outlook 


ED  BY  ROSE  BRADY 


•NEZUELA:  WHY  CHAVEZ  GOULD 
ION  BE  GONE-AGAIN 


ft  nbattled  Venezuelan  President  Hugo  Chavez  is  taking  no 

t  hances.  Two  months  after  a  short-lived  coup  removed 

%  im  from  power  for  48  hours,  the  former  army  para- 

n  »er  has  installed  anti-aircraft  batteries  around  the  pres- 

■  ial  palace,  citing  fear  of  "bold  aerial  action"  against  him. 

i  he  has  purged  the  military  of  some  50  disloyal  officers. 
ivez  has  reason  to  worry.  Not  only  is  dissension  rife  in  the 
iry,  but  opposition  politicians  are  plotting  legal  moves  to 

tt  it  the  fiery  left-wing  populist.  They're  trying  to  change  the 

at  itution  to  shorten  Chavez'  six-year  term, 

ps  i  ends  in  2007.  They're  working  to  gather 

i  y  2  million  signatures  needed  to  call  a  ref- 

v  Jum  on  whether  newr  presidential  elections 

i  id  be  held.  And  they're  hoping  to  impeach 

i  ez  for  allegedly  misappropriating  $2  billion 
an  oil- windfall  fund,  among  other  charges. 

8  iwhile,  the  Venezuelan  bolivar  has  plunged 
against  the  dollar  this  year  and  the  econo- 
h  expected  to  contract  by  4%  by  yearend. 
ie  political  tension  could  boil  over  at  any 

.  One  trigger  could  be  the  annual  July  5 
lotion  of  military  officers,  when  Chavez  is 
cted  to  reward  those  who  helped  return 
to  power  in  April  after  the  deaths  of  18 
le  in  an  opposition  protest  sparked  his 
sr.  Another  could  be  a  massive  protest 
opposition  politicians  and  labor  leaders 
:alling  for  July  11,  the  three-month  an-  " 
rsary  of  the  failed  coup.  "The  opposition's  strategy,"  says 
t  Kelly,  director  of  the  public  policy  center  at  the  Insti- 
for  Advanced  Studies  in  Administration  in  Caracas,  "is  to 
tain  a  high  level  of  tension  and  wait  for  Chavez  to  do 
thing  stupid — like  shut  down  a  TV  station."  Such  an  au- 
tarian  move  by  Chavez  could  push  Congressional  fence- 

ij^s  to  cast  their  votes  for  his  impeachment,  or  galvanize 
ment  within  the  armed  forces  to  remove  him. 

kfcnezuela's  opposition  pols  insist  they  will  act  according  to 


CHAVEZ:  Intense  pressure 


the  constitution.  "We  are  seeking  an  institutional,  nonviolent 
exit  for  President  Chavez,"  says  Edgar  Zambrano,  an  opposi- 
tion congressman.  But  some  analysts  wonder  how  effective  that 
approach  will  be.  "The  opposition  has  to  realize  that  if  they  find 
a  constitutional  way  [to  remove  him],  the  President  won't  ac- 
cept it,"  says  retired  General  Fernando  Ochoa,  an  independent 
military  analyst  who  served  as  Defense  Minister  and  Foreign 
Affairs  Minister  in  the  early  1990s.  "Either  the  people  will  take 
to  the  streets,  or  it  will  be  the  armed  forces."  Some  Chavez 
supporters  have  joined  neighborhood  groups 
that  are  believed  to  be  armed  and  ready  to  op- 
pose another  coup. 

Is  there  a  way  out  of  the  crisis  for  Chavez? 
He  recently  asked  former  U.  S.  President  Jimmy 
Carter,  who  was  an  observer  of  recent  Venezue- 
lan elections,  to  consider  serving  as  a  mediator. 
The  Bush  Administration,  widely  criticized  for 
its  initial  acceptance  of  the  April  coup,  is  backing 
the  idea.  "We  will  not  accept  any  undemocratic 
resolution  of  this  crisis,"  says  an  Administration 
official.  If  mediation  doesn't  work,  Chavez  has 
other  cards  he  can  play.  His  Fifth  Republic 
Movement  party  holds  a  slim  majority  in  the 
National  Assembly  and  could  block  an  im- 
peachment effort.  And  with  his  rating  around 
40% — down  from  a  high  of  80%  three  years 
ago — Chavez  figures  he  could  still  win  a  refer- 
"  endum  on  his  presidency.  "I  may  even  convoke 
it  myself,"  he  declared  in  a  TV  address  on  June  23. 

Whether  Chavez  stays  or  goes,  Venezuelans  seem  anxious 
for  a  fast  resolution.  "The  uncertainty  is  killing  us,"  says 
Martha  Da  Soza,  owner  of  a  Caracas  grocery  store  that  is 
emptied  of  staple  goods  every  time  a  coup  is  rumored.  "We've 
had  enough.  Something  has  to  happen,"  she  adds.  For  more 
and  more  Venezuelans,  the  question  isn't  what,  but  when. 

By  Geri  Smith  and  Stephen  Ixer  in  Caracas,  with  Stan 
Crock  in  Washington 


GLOBAL  WRAPUP 


1HATHIR  PICKS  A  SUCCESSOR 


Uter  a  nail-biting  three  days  follow- 
Malaysian  Prime  Minister  Ma- 
im Mohamad's  attempt  to  resign  on 
ie  22,  Malaysia  learned  that  his 
Juty,  Abdullah  Ahmad  Badawi  will 
:e  over — in  October,  2003.  The  an- 
incement  by  a  government 
»kesman  ends  the  anxious  specula- 
n  of  recent  years  about  Mahathir's 
cessor.  By  planning  his  retirement 
ile  still  at  the  top  of  his  game,  76- 
ir-old  Mahathir  may  avoid  repeating 
mistakes  of  former  Indonesian 


President  Suharto  and  the  Philippines' 
Ferdinand  Marcos,  who  didn't  know 
when  to  quit.  "He  has  realized  it  is 
time,"  says  former  Philippines  Presi- 
dent Fidel  Ramos. 

After  21  years  in  power,  Mahathir 
aims  to  ensure  his  legacy  by  gradually 
handing  over  the  reins  to  62-year-old 
Abdullah,  who  is  expected  to  continue 
the  Premier's  pro-investment  policies. 
Recently  feted  by  Washington  as  a 
key  ally  in  the  war  against  terror,  Ma- 
hathir can  begin  to  devote  more  time 
to  his  self-appointed  role  as  the  Islam- 
ic world's  moderate  voice,  while  play- 


ing the  role  of  elder  statesman  back 
home. 

One  issue  for  Abdullah  is  whether 
he  will  continue  the  country's  longtime 
affirmative  action  plan  to  uplift  the 
majority  Malay  population.  Mahathir 
recently  called  the  policy  flawed,  par- 
ticularly the  promotion  of  the  Malay 
language  over  English.  As  former  Ed- 
ucation Minister,  Abdullah  understands 
the  issues.  But  he  must  balance  the 
need  to  remain  globally  competitive 
against  the  political  risk  of  leaning  too 
far  to  the  West. 

By  Frederik  Balfour  in  Hong  Kong 
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Meet  ABBY  JOHNSON 

third-generation  scion 
of  the  family  that  runs 
FIDELITY'S  $1.4  trillion 
financial  empire 

by  Geoffrey  Smith 

he  tension  had  been  building  for  months. 
Abigail  Pierrepont  Johnson,  daughter  of 
Fidelity  Investment  Chairman  Edward 
C.  "Ned"  Johnson  III,  was  biding  her 
time  as  second-in-command  of  Fidelity's 
$863  billion  mutual-fund  unit.  And  by 
early  last  year,  her  boss,  Robert  C.  Pozen, 
was  under  fire  from  some  of  his  staff.  Since 
1996,  Pozen,  Ned's  longtime  confidant,  had 

been  pushing  Fi- 

.^n^nPP  delity's  high-pow- 

lH.<*ll-v^\^  ered    fund    man- 

agers to  tone 
down  the  swing-for-the-fences  investing  style 
at  made  Fidelity  famous.  "He  was  over- 
bearing and  controlling,"  says  one  insider. 
Worse  yet,  in  the  eyes  of  some  fund  mail- 
ers, Pozen  was  a  lawyer  who  had  never 
managed  money. 

Last  May,  Pozen  resigned  abruptly  and 
Abby — as  she's  called  inside  the  company — 
took  his  job.  She  showered  Pozen  with  praise. 
And  Pozen  says  he  decided  to  leave  to  teach 
at  Harvard  University  despite  a  performance 


review  from  Ned  five  months  earlier 
"the  investment  department  has  never  1 
run  better." 

However,  sources  close  to  Fidelity  in 
that  an  artful  coup  took  place.  After  speni 
14  years  training  in  a  variety  of  Fidelity 
to  someday  take  over  the  $1.4  trillion  em 
founded  by  her  grandfather,  Abby  had  fin 
exeited  her  power  following  personalit; 
es  with  Pozen.  The  dirty  laundry  \v;i 
aired  in  public.  And,  in  Fidelity's  closed  w< 
that  matters:  The  nation's  largest  fund  c 
pany  lives  in  constant  fear  of  spooking  it.- 
million  investors. 

Now,  Abby,  41,  is  the  most  powerful 
in  U.S.  finance.  She  owns  24. .7 <  of  her  fan 
private  fund  empire,  which  analysl 
would  be  worth  at  least  $30  billion  if  it  w 
public.  Abby  won't  commit  to  whether 
succeed    her  father,  72,  when  he  retires, 
most    Fidelity   watchers   believe   she 
Friends  say  the  Johnsons  are  close-knit 
that  family  politics  won't  play  a  role  in 
succession.  Her  brother,  Edward  C.  John 
IV,  37,.  works  in  the  firm's  real-estate 
Her  sister,  Elizabeth,  39,  has  expres 
interest  in  a  job  at  Fidelity.  Elizabeth's 
band.  Robert  C.  Ketterson,  is  an  execul 
at  Fidelity's  venture-capital  unit. 
Her  new  job  propels  Abby  to  the  No.3  slo 
Fidelity,  behind  her  father  and  Chief  Ope 
ing  Officer  Robert  L.  Reynolds,  to  whom 
reports.  It  will  give  her  crucial  experie 
that  she  needs  to  move  up  Later. 
She  is  responsible  for  over- 
seeing Fidelity's  280  mutual 
funds — the  biggest  of  the 
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BIRTH  Dec.  19, 
1961  in  Boston. 

EDUCATION  BA, 

art  history,  Hobart 
and  William  Smith, 
1984;  MBA, 
Harvard,  1988. 

MARRIED  to 

Christopher 
McKown,  two 
daughters,  7  and  3. 

HOBBIES  Running, 
skiing,  gardening, 
"playing  tea  party 
with  my  daughters." 

WORK  HABITS  In 

by  7:15,  out  by 
6:30,  five  days  a 
week. 

WHY  SHE  WORKS 

"It's  really  gratify- 
ing to  find  some- 
thing to  fix  or  try 
to  improve  and 
actually  see  it 
happen." 

ON  PUBLICITY 

"Anyone  who  has 
run  money  knows 
that  blowing  your 
own  horn  is  usually 
a  way  of  calling  a 
top  on  your  own 
performance." 

ON  FIDELITY'S 
UPS  AND  DOWNS 

"This  business  will 
always  be  bumpier 
for  us  because  we 
have  such  a  broad 
range  of  products. 
I'm  not  trying  to 
pick  on  Janus, 
but... when  growth 
equities  were  in 
favor,  they  gained 
tons  of  share. 
Bond  funds  were 
in  favor  last  year, 
and  they  don't 
have  any  value 
funds.  It. ..went  the 
other  way." 
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THE  TRADING 
FLOOR  IN  BOST( 


FIDELITY'S  FRUSTRATION 


ITS  FUND  RANKINGS 
HAVE  BOUNCED  BACK... 


STEMMING  A  THREE-YEAR 
SLIDE  IN  ASSETS... 


POSITION  AMONG  21  LARGEST  FIRM  FAMILIES 
YEAR-TO-DATE             1998 
CATEGORY                                 RANK                  RANK 

U.S.  DIVERSIFIED 

3 

12 

GROWTH  FUNDS 

5 

5 

VALUE  FUNDS 

4 

7 

ASSETS 


.YET  MARKET  SHARE 
KEEPS  SLIPPING 


SHARE  OF  EQUITY 
FUND  ASSETS 


A  BILLIONS  OF  DOLLARS 


'02*       '99 

A  PERCENT 


Data:  Financial  Research  Corp..  Morningstar  Inc..  and  Fidelity  Investments 


company's  six  operating  units — and  is  also  closely  involved  in 
their  marketing.  Abby  puts  in  an  average  10-hour  day  and 
spends  most  of  her  free  time  with  her  daughters,  aged  7  and 
3.  "Minding  the  store  is  just  what  we  [Johnsons]  do,"  she  says 
in  a  rare  interview. 

Right  now.  there's  plenty  to  mind.  Fidelity  has  been  mauled 
by  the  two-year  bear  market,  which  wiped  billions  off  its  big 
funds — the  Magellan  Fund  alone  lost  nearly  $30  billion  since 
the  market  peaked  in  2000.  Some  other  funds  have  turned  in 
lackluster  performance.  And  there  has  been  a  wave  of  defec- 
tions by  fund  managers,  including  three  who  left  for  American 
Express  Co.  in  Febru- 
ary. Obsessive  secrecy 
about  Fidelity's  activi- 
ties and  investments, 
largely  at  Ned's  behest, 
has  hobbled  the  compa- 
ny for  years.  "No  one  in 
the  fund  industry  has 
done  a  worse  job  of 
telling  their  story,  and 
that  has  got  to  be  hurt- 
ing their  fund  flows"  of 
new  money  coming  in 
from  investors,  says 
Don  Phillips,  managing 
director  of  mutual-fund 
researcher  Morningstar 
Inc.  The  result:  Fideli- 
ty's share  of  U.  S.  equity 
funds — its    core    busi- 
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ness — has  been  in  steady  decline,  hitting    14.8%  in  the 
quarter  this  year  from  18.5%  at  the  end  of  1995. 

Rivals  throughout  Wall  Street  are  circling,  stepping 
sales  of  small  mutual  funds  with  better  returns:  and  h 
funds,  so-called  "separately  managed  accounts,"  aime 
wealthy  clients.  Vanguard  Group  Inc.'s  popular  low-cost  ir. 
funds  have  been  selling  more  than  twice  as  fast  as  Fideb 
funds  for  over  a  year.  Vanguard  founder  John  C.  Bogle  cr 
'it's  only  a  matter  of  time"  before  Fidelity  loses  its  top  pe 
Abby  doesn't  give  a  hoot  about  market-share  wars.  Her 
priority  is  to  boost  Fidelity's  fund  performance  and  re« 

ture  some  of  the 
magic  from  the  time 
ter  Lynch  and  ot 
stars  ran  them,  ove 
decade  ago.  As  befit 
Boston  brahmin, 
four-pronged  strateg; 
low  key.  She's  trying 
revive  the  best  of  Fie 
ty's  old  stockpick 
culture,  telling  fund  rr 
agers  she  wants  then 
take  "smart  risks" 
considering  a  wi< 
range  of  investm 
possibilities,  such  as 
eign  stocks,  to  be 
returns. 

She's  promising  to 
managers  bigger  bor 


U If  you  keep 
saying,  Til 
never  [invest 
in  one  part  of 
the  market], 
the  odds  you'll 
do  well  will  be 
limited" 

—PETER  LYNCH 
Fidelity  vice-chairman 


they  beat  stock-market  indexes  and  their  peers  over  the 
haul — a  move  that"  could  also  stem  defections — and  to  cut 
>  of  underperformers.  She's  planning  to  market  value, 
,  and  international  funds  more  heavily  to  round  out  Fi- 
y's  growth  offerings.  And  managers  will  be  allowed  to 
more  often  with  the  press  about  individual  stocks — a 
l  in  Fidelity's  bunker  mentality. 
Ithough  Abby  is  no  Howard  Hughes-style  recluse,  her 
inging  has  made  her  one  of  the  world's  most  self-effacing 
naires.  The  reserve  is  in  the  genes  of  a  blue-blood,  New 
and  Yankee  family  with  roots  in  Boston  commerce  going 
to  the  early  1800s.  She  was  raised,  says  James  C.  Cur- 
a  Fidelity  vice-chairman  who  has  counseled  her  since  she 
a  teenager,  to  keep  out  of  the  public  eye  and  let  the  re- 
speak  for  themselves. 
Tiile  top  executives  of  lesser  companies  live  in  mansions 
fly  around  in  private  jets,  Abby  lives  in  her  grandfather's 
est,  two-story  colonial-style  home  on  a  well-traveled  road 
burban  Boston.  Her  husband,  Christopher  J.  McKown,  is 
dent  of  Health  Dialog  Inc.,  an  online  health-care  company 
blocks   from   Fidelity. 

own  a  second  home  on 
tucket  island,  a  four-bed- 
i  antique  squeezed  between 
other  houses  on  a  narrow 
;t,  which  they  bought  in 
for  $1.3  million.  "The  fam- 
philosophy  is:  'Why  be 
vyl  It  will  only  draw  at- 
ion  to  yourself,'"  says 
es  H.  Lowell  III,  whose 
ly  owns  a  summer  home 
Ned's  three-bedroom  Cape 
he  beach  in  Nahant,  north 
oston. 
though  she  now  commutes 

Mercedes  wagon,  Abby 
e  herself  to  work  each  day 
n  old  Dodge  Durango  on 
on's  Southeast  Expressway 
fears.  Once,  when  she  was 

months  pregnant,  she 
d  aide  Bart  A.  Grenier  to 
she  had  a  flat  on  the  high- 

"I  was  incredulous — I 
d  her  why  she  didn't  just 
BostonCoach  [a  big  limou- 
service  owned  by  by  Fi- 
ll," Grenier  says.  "Abby 
said  she'd  be  late  to  a 
ting." 

le  eldest  of  three  children, 
y  got  her  first  taste  of 
ting  at  Fidelity  answering 
omer-service  phones  after 
luating  from  high  school  in 

Earlier,  she  had  summer 
as  an  assistant  waitress 
says  she  never  made  full 
ress)  and  T-shirt  vendor, 
joined  Fidelity  full-time  at 
28  after  earning  an  mba 
larvard  Business  School. 
e  then,  she  has  followed 
ely  in  her  father's  foot- 
Like  Abby,  he  appren- 
d  at  Fidelity  for  years  un- 
his  father,  Edward  C. 
nson  II,  who  founded  the 
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THE  HIERARCHY 


ROBERT  L.  REYNOLDS 

Vice-Chairman  and  COO 


Built  Fidelity's  401(10 

business  into  the 

nation's  largest.  Now 

all  major  operating 

units  report  to  him. 

Says  Abby,  "He's  been 

a  tremendous  ally." 


) 
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company  in  1946,  taking  over  when  he  retired  in  1977. 
She  began  as  an  analyst  covering  the  industrial-  equipment 
industry.  Dozens  of  models  of  trucks  and  bulldozers,  memen- 
tos of  that  time,  still  litter  her  corner  office  in  the  building 
that  houses  equity  managers,  two  blocks  from  Fidelity's 
downtown  Boston  corporate  headquarters.  Apart  from  pic- 
tures of  her  children,  they're  the  only  decorative  touches. 
From  the  get-go,  she 
put  in  long  hours  and 
was  chided  by  high- 
ranking  fund  managers 
if  she  picked  a  poor  stock — a  hazing  every  young  analyst  at 
Fidelity  undergoes,  says  a  former  colleague.  "She  put  her 
nose  to  the  grindstone  and  got  into  the  mud  with  the  rest  of 
us,"  the  colleague  says. 

Abby  sharpened  her  talents  managing  a  series  of  six  dif- 
ferent mutual  funds  over  the  next  nine  years.  After  her 
three-year  stint  at  the  Select  Industrial  Equipment  Fund,  her 
assignments  included  running  the  Dividend  Growth  Fund, 
the  otc  Portfolio,  and  the  Fidelity  Trend  Fund.  Her  funds 

produced  strong,  but  not  spec- 
tacular, results. 

As  a  manager,  Abby  shares 
her  father's  "intense,  paranoid 
drive  to  make  sure  the  stan- 
dards of  excellence  at  Fidelity 
are  unattainable  by  any  other 
fund  family,"  says  Lowell,  who 
also  publishes  the  Fidelity  In- 
vestor newsletter.  Like  her  fa- 
ther, she  shuns  publicity.  De- 
spite her  wealth  and  power, 
she  is  almost  unknown  to  the 
outside  world.  While  Pozen  en- 
joyed the  limelight,  Abby  nev- 
er speaks  at  public  events.  And 
although  she  has  received  hun- 
dreds of  interview  requests, 
she  rarely  talks  to  the  press — 
or  directly  with  Fidelity  in- 
vestors. "For  me,  trying  to  run 
this  organization  takes  all  of 
my  time,"  she  says. 

That  busy  schedule  doesn't 
leave  space  to  entertain  Fideli- 
ty's troops  as  her  dad  does  on 
occasion.  For  the  company's  an- 
nual Christmas  "follies"  a  cou- 
ple of  years  ago,  the  elder 
Johnson  put  25  live  frogs  on 
his  desk  and  videotaped  a  spoof 
ad  for  a  fictitious  Internet  com- 
pany called  Frog.com.  The 
name  was  a  reference  to  a  fa- 
mous Fidelity  symbol.  Little 
frog  statues  grace  the  lobby  of 
Fidelity's  executive  suite  be- 
cause the  animal  was  once  used 
as  the  advertising  symbol  for 
Fidelity  money  market  funds 
with  the  acronym  "Fidit."  Al- 
though Abby  once  sang  in  a 
follies  choir,  she  prefers  to  take 
a  backseat. 

In  her  personal  dealings, 
Abby  is  quick  with  a  smile,  ex- 
ceedingly polite,  and  articu- 
late— though  she  plays  her 
cards  close  to  the  vest  even 


EDWARD  C.  JOHNSON  III 

Chairman  and  CEO 

The  72-year-old  is  still 
firmly  in  control  of 
the  family  empire.  He 
has  no  plans  to  retire 
soon  but  has  been 
grooming  daughter  Abby 
to  succeed  him. 


P.  JOHNSON 

ident,  Fidelity 
Management  &  Research 

Spent  14  years  prepar- 
ing to  take  over  from 
her  father,  but  there  has 
been  no  official  decision 
yet:  "Looking  ahead 
isn't  going  to  help  me 
do  my  job  now." 
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GET  MORE  SIMPLICITY  IN  YOUR  LIFE  WITH  THE  FIRST  BLACKBERRY  THAT'S  ALSO  A  PHONE. 
Get  the  new  BlackBerry  with  an  integrated  phone  and  you  get  nationwide  e-mail  and  voice  service. 
Something  only  VoiceStream  can  offer.  How  do  you  get  it?  Go  to  voicestream.com  or  call  I -866-VSTRB2B. 
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Abby  part  <*  company  with  her  father's  aggressive 
management  style:  She  prefers  to  exert  gentle  pressure 


Finance 


around  her  closest  colleagues.  She  exerts  gentle  pressure  to 
get  what  she  wants,  while  her  father  can  be  downright  vin- 
dictive. For  example,  earlier  this  year,  when  American  Ex- 
press stole  four  of  Fidelity's  top  fund  managers,  he  retaliated 
by  dropping  Fidelity's  corporate  credit-card  and  travel-serv- 
ice business  with  AmEx.  She  prefers  one-on-one  meetings  and 

small      groups      and 

mostly   listens,    says 

Grenier.    She    never 

barks  orders,  but  can 
be  forceful.  Despite  objections  from  her  staff,  Abby  insisted 
that  Fidelity  should  allow  customers  to  access  their  money- 
market  funds  the  day  after  September  11  even  though  the 
stock  market  was  closed  and  the  securities  the  funds  held 
could  have  lost  value. 

Where  she  really  parts  company 
with  her  dad  is  over  management  style. 
Ned,  a  collector  of  Asian  art,  follows 
the  precepts  of  kaizen,  a  Japanese  phi- 
losophy of  gradual  but  steady  im- 
provement. Abby,  who's  into  contem- 
porary art,  sports  a  modern  skepticism 
about  such  ideas.  "Sometimes,"  she  ex- 
plains, "you  can  gradually  improve 
things.  But  sometimes,  they  don't  work, 
and  you've  just  got  to  just  say:  Let's 
grind  this  baby  to  a  halt."  Nor  does 
she  share  her  father's  tendency  to  ob- 
sess over  details,  such  as  choosing 
lighting  fixtures  for  a  new  building. 
"It's  a  mistake  for  any  manager  to 
delve  into  the  details  on  everything," 
she  says. 

All  the  same,  Abby  has  yet  to  show 
the  same  entrepreneurial  skills  as  her 
father.  "Ned  has  great  insight — the 
ability  to  see  things  in  the  market  and 
figure  out  where  Fidelity  should  go, 
but  I  haven't  seen  her  ability  to  see 
things  yet,"  says  a  senior  Fidelity  ex- 
ecutive. Although  she  has  a  huge  pool 
of  seasoned  managers  to  fall  back  on, 
that  may  eventually  become  a  prob- 
lem for  Abby. 

In  her  first  year  overseeing  Fidelity's  -w^    .  <•  a  1  i_ 

fund  unit,  Abby  is  attempting  to  set  a  rrivate  by  nature,  Abby 

new  direction.  Under  Pozen,  Fidelity    .  «  ,  ,      , 

developed  an  investment  approach  that   IS  UIlCOITnOrtaDle  Deillg 

was  a  reaction  to  blowups  in  many  of   .        .  ,  ,   ,  . 

its  big  funds  in  1995.  Then,  some  high-   111  the  pilDllC  eye 

profile  funds,  including  Magellan,  took  

huge  bets  in  bonds  and  cash  that  failed   WITH  HER  HUSBAND  AT  A  GALA 

to  pay  off.  But  the  changes  were  also  a 
concession  to  the  demands  of  401(k)  plan  investment  advisers, 
who  account  for  more  than  half  of  Fidelity's  business  and  who 
want  funds  to  stick  to  their  announced  investing  style.  Pozen 
divided  Fidelity  funds  into  "go-anywhere"  funds  and  style-spe- 
cific funds  that  had  to  hew  closely  to  their  mandates.  Blue 
Chip  Growth  fund,  for  example,  could  buy  only  blue-chip 
stocks  instead  of  picking  up  no-name  small  caps,  as  its  former 
manager,  Michael  Gordon,  had  done. 

Pozen  also  tried  to  tackle  problems  associated  with  running 
funds  with  billions  of  dollars  in  assets.  Large  funds  can't 
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make  much  money  buying  small  and  illiquid  securities  beca 
they  can't  own  enough  of  them  to  make  a  big  difference 
their  performance.  So,  many  wrere  targeted  towrard 
cap  stocks,  and  managers  were  given  new  tools  to  n 
sure  they  knew  where  they  stood  against  market  inde 
such  as  the  s&p  500 — a  system  called  benchmarking.  Says 
uity  Income  fund  manager  Stephen  Petersen:  "The  last  hall 
the  1990s  wTas  all  about  looking  at  how7  you  wrere  positior 
relative  to  your  benchmark." 

Though  Pozen  brought  discipline  to  the  funds,  many  q 

siders  still  wrorry  that  Fidelity's  gigantic  size  condemns  itj 

making  middle-of-the-road  returns  over  the  long  haul.  For 

ample,  the  $72  billion  Magellan  fund,  Fidelity's  flagship, 

beaten  the  s&P  500  in  just  two  out  of  the  past  five  years! 

it's  again  trailing  this  year.  "Fidelity  funds  are  not  getting 

trouble  the  way  they  did  in  the  pi 

but  they're  also  not  the  performai 

leaders,"  says  A.  Michael  Lipper,  pn 

dent  of  Lipper  Consulting  Services  I 

Rival  Bogle  adds:  "The  old  Fidelity 

gone  forever — they  just  can't  do  V9 

nearly  $1  trillion  what  they  did  w 

$100  million." 

Some  investors  avoid  Fidelity  fur 
because  they  think  they  have  a  bet 
chance  of  making  more  money  throii 
smaller  investment  firms.  "I  don't  r 
ommend  them  anymore  for  any  of  i 
clients,"  says  Minneapolis  financial ; 
\iser  Michael  Hellfrich.  He  invests 
funds  that  don't  face  the  same  pn 
lems  of  size,  such  as  Longleaf  Partro 
International  and  Tweedy  Brow 
Global  Value. 

Despite  the  sniping,  Abby  isn't  abc 
to  dump  Pozen's  benchmarking  systel 
Rather,  she  wants  to  have  her  cake  a 
eat  it,  too,  by  keeping  the  discipline 
imposed  but  revitalizing  it  with  a  bit 
Fidelity's  old  stockpicking  flair.  Her 
her  push  for  managers  to  take  mc 
risks,  but  smart  ones.  She  concecj 
that's  quite  a  tall  order.  "It's  never  < 
vious  what  a  smart  risk  is,  which  is  w 
wre  hire  smart  people,"  she  says.  Ess 
tially,  say  aides,  she  wants  managers 
consider  a  broader  range  of  investme 
options  than  before,  including  emerg« 
market  stocks,  precious  metals,  casin 
or  other  types  of  equities  they  mig 
otherwise  not  have  considered. 

The  approach  is  hardly  radical, 
wouldn't  say  there  have  been  hu 
changes,"  says  Dividend  Growth  fund  manager  Char! 
Mangum.  Indeed,  many  outsiders  say  that  apart  from  higr 
cash  levels  in  some  funds,  Fidelity  funds  have  made  no  big 
vestment  shifts  in  the  past  year. 

But  Peter  Lynch,  now  a  Fidelity  vice-chairman,  fir 
trustee,  occasional  adviser  to  Abby,  and  tutor  for  newT  anal} 
recruits,  thinks  she's  on  the  right  track.  The  flexibility  Ab 
wants  to  build  back  into  stockpicking  is  "the  single  mc 
important  thing"  fund  managers  need  to  be  able  to  beat  t 
market.  "If  you  keep  saying  111  never  [invest  in  a  certain  pi 
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of  the  market],  the  odds  you'll  do  well 
will  be  limited." 

Certainly,  some  of  Fidelity's  fund  re- 
turns have  perked  up  a  bit  compared 
with  the  competition.  Although  its  22 
signature  growth  funds  have  lost  an  av- 
erage of  13.09%  in  the  year  to  date,  that 
was  the  third-best  performance  among 
the  top  21  fund  families  and  up  from 
third  place  for  the  12  months  ending 
June  21,  according  to  Morningstar.  Fi- 
delity's 81  diversified  domestic  equity 
funds  were  down  9.18% — placing  Fideli- 
ty fifth  among  the  top  21  this  year. 

But  Abby's  plans  to  win  back  cus- 
tomers by  emphasizing  Fidelity's  prod- 
uct range,  including  value,  bond,  and 
international  funds,  have  run  into  some 
flak.  Skeptics  question  her  timing,  since 
such  funds  have  been  popular  for  the 
last  year.  Starting  to  push  them  now 
would  be  "the  Pentagon  approach  of 
fighting  the  last  war  brilliantly  rather 
that  looking  ahead,"  Lipper  says. 

But  to  Fidelity  executives,  it's  just 
part  of  the  company's  constant  crusade 
to  broaden  its  business,  coo  Reynolds 
says  Fidelity's  fund  business  is  just  one 
piece  of  the  firm's  giant  investment  and 
marketing  machine.  Last  year,  less  than 
half  of  Fidelity's  $1.3  billion  in  profits 
came  from  Fidelity  managed  funds.  The 
rest  came  from  selling  other  funds — in- 
cluding Vanguard's — through  its  bro- 
kerage business,  plus  a  broad  array  of 
services  that  are  not  dependent  on  the 
direction  of  the  market. 

Fidelity's  fastest-growing  business  is 
human-resources  outsourcing,  which  in- 
volves handling  the  back-office  comput- 
er work  for  corporate  benefits  plans. 
Philip  Morris,  Hughes  Electronics,  Ford 
Motor,  and  Shell  are  among  its  top  cus- 
tomers. "Many  people  just  watch  our 
fund  flows,  but  our  business  model  gives 
us  far  more  growth  drivers  than  anyone 
realizes,"  says  Fidelity  Chief  Financial 
Officer  Stephen  P.  Jonas.  Reynolds  and 
Jonas  profess  to  care  less  about  Fideli- 
ty's equity-market  share.  "In  this  busi- 
ness, market  share  constantly  ebbs  and 
flows,"  Jonas  says. 

It  may  be  that  Fidelity's  funds  are 
not  as  central  to  the  core  business  as 
they  once  were.  Still,  they  are  crucial  to 
the  firm's  future.  Abby  Johnson  has  a 
tough  balancing  act  trying  to  restore 
some  of  the  old  Fidelity  bravado  with 
the  need  for  caution  demanded  by  a 
huge  customer  base  frightened  by  the 
bear  market.  However,  her  biggest  risk 
may  be  forgetting  what  made  Fidelity 
Investment  great:  creative,  aggressive, 
high-profile  funds.  She  needs  to  make 
sure  Fidelity's  funds  don't  just  become 
obscure  cogs  in  a  huge  machine.  The 
pressure  is  on.  Fidelity's  14-year  reign 
as  the  nation's  largest  fund  company  is 
on  the  line.  ■ 
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ORBITZ' 
HEAVY  BAGGAGE 

Why  it's  unprofitable-and  why  the  IPO  may  have  to  waii 


When  Orbitz  Inc.,  the  Web  trav- 
el agency  owned  by  five  of  the 
nation's  biggest  airlines,  filed 
financial  documents  with  the 
Securities  &  Exchange  Commission  to 
go  public  in  May,  investor  reaction 
ranged  from  respectful  to  giddy.  After 
all,  Net  travel  site  Expedia  Inc.  and 
discount  hotel-room  player  Hotels.com 
have  shown  that  the  business  can  be 
solidly  profitable.  "Expedia  has  been  a 
really  hot  company  and  a  good  invest- 


ment," says  William  Smith,  preside] 
ipo  Plus  Fund  in  Greenwich,  Conn, 
bitz  is  a  nameplate  IPO,  and  it  will 
hot  deal." 

Maybe  not.  An  examination  of  Or 
newly  disclosed  financial  information 
es  questions  about  the  comps 
prospects.  For  starters,  it  still  loses  j 
ey— $8.9  million  in  the  first  quarte 
sales  of  $32.2  million — even  though  e 
other  public  Web  travel  company  is 
itable.  And  Orbitz  could  have  tro 


a 
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.wing  its  way  to  the  level  of  prof- 
bility  that  Expedia  and  Hotels.com 
'e.  The  sec  filings  reveal  that  Orbitz' 
tracts  with  the  company's  five  found- 
airlines  call  for  the  per-ticket  com- 
sion  rates  the  airlines  pay  Orbitz  to 
15%  to  30%  annually  through  2007. 
Norse,  Orbitz  is  running  low  on  cash. 
had  only  $39  million  as  of  Mar.  31. 
company  expects  to  raise  $125  mil- 
in  its  offering,  but  the  IPO  market 
cooled  considerably  since  Orbitz  filed 
h  the  sec.  Without  new  money,  Or- 
;  could  face  a  cash  crunch  as  early  as 
;t  year.  "I  think  the  reason  Orbitz  is 
ng  an  IPO  is  that  it  has  no  other 
ice,"  says  Philip  Wolf,  president  of 
b  travel  consulting  firm  PhoCus- 
ight  Inc. 

Nonsense,  says  Orbitz.  Jeffrey  G. 
,z,  the  company's  chairman  and  chief 
cutive,  makes  the  case  that  Orbitz  is 
ty  healthy.  He  says  the  summer 
ve\  season  and  Orbitz'  rising  sales  of 
el  rooms  will  head 
any  cash  squeeze, 
h  or  without  the  of- 
ng.  He  also  says 
t  Orbitz  will  have  at 
it  one  or  two  more 
iters  of  financial  re- 
s  to  show  its 
wth  plans  are  work- 
before  it  goes  pub- 
"When  we're  on  our 
d  show,  we'll  have 
a  to  answer  ques- 
is"  about  growth,  he 


site,  consumers  are  finding  that's  typi- 
cally not  the  case  these  days.  In  a  June  6 
report,  Consumer  Reports  wrote  that 
Expedia,  not  Orbitz,  is  now  the  low- 
price  leader  for  airfare.  A  BusinessWeek 
analysis  of  10  hypothetical  weekend 
jaunts  reached  a  similar  conclusion:  In- 
cluding the  $5  fee,  Expedia  was  cheaper 
than  Orbitz  for  eight  trips,  while  Orbitz 
was  less  expensive  in  two  cases.  That's 
dangerous  because  Forrester  Research 
Inc.'s  analysis  shows  that  6  out  of  10 
customers  aren't  loyal  to  any  one  travel 
site.  "You're  only  as  good  as  your  last 
deal,"  says  Forrester  analyst  Henry  H. 
Harteveldt.  Katz  says  the  fee  has  not 
cost  Orbitz  market  share. 

A  more  important  strategic  lapse  is 
Orbitz'  failure,  so  far,  to  enter  the  most 
profitable  part  of  the  travel  business.  In- 
stead of  simply  selling  airline  tickets  and 
hotel  rooms  for  commissions,  successful 
sites  such  as  Expedia  also  use  what  they 
call  a  "merchant  model."  They  negotiate 


ENGINE  TROUBLE 

At  first  blush,  the  Orbitz  IPO  seems  likely  to  benefit  from  the  success 
of  Expedia  and  other  online  travel  players.  But  Orbitz  is  losing  money 
A  look  at  where  it  gets  its  revenues  tells  the  story: 


AGENCY  FEES  AND  COMMISSIONS 

Orbitz'  IPO  filing  shows  that  the  per-ticket  fees  it  gets  from 
airlines  will  fall  in  coming  years.  Orbitz  hopes  to  make  that 
up  with  new  businesses,  such  as  running  Web  sites  for  airlines. 


till,  Katz  may  face 

ough  sell  once  in- 

tors  understand  how 

)itz'  corporate  gov- 

ance  is  structured. 

i  company  was  set 

by  United,  Ameri- 

I  Delta,  Northwest, 
Continental,   and 

airlines  will  control 

of  nine  board  seats 

sr  the  ipo.  Katz  says  the  airlines  have 

ested  interest  in  Orbitz'  success.  But 
partners'  control  raises  questions 

ut  possible  conflicts  of  interest.  If 

interests  of  the  airlines  and  Orbitz' 

r  shareholders  diverge,  which  group 
Orbitz  try  to  satisfy? 
flpie  sec  filings  suggest  that  so  far, 

airlines  are  the  top  priority.  Exam- 
Orbitz's  decision,  implemented  last 

:ember,  to  begin  charging  consumers 

5  per  ticket  reservation  fee — a  charge 

t  rivals,  such  as  Expedia,  don't  levy. 
)a  it  fee  serves  a  long-standing  goal  of 

airlines  to  shift  more  of  their  distri- 

ion  costs  to  consumers. 

iut  the  $5  fee  could  hurt  Orbitz'  pop- 

rity.  While  the  company  has  posi- 

ied  itself  as  the  lowest-cost  travel 
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RESERVATION  FEES  FROM  CONSUMERS 

In  December,  Orbitz  added  a  minimum  $5-per-ticket  fee  on  air 
travel,  up  to  $10  per  reservation.  The  fees  often  make  tickets 
from  Orbitz  more  expensive  than  those  from  Expedia,  undercut- 
ting the  marketing  message  that  it  is  the  low-cost  travel  site. 


MERCHANT  BUSINESS 

Expedia  makes  most  of  its  money  by  buying  hotel  rooms  and 
vacation  packages  at  a  bulk  rate  and  reselling  them  at  a 
higher  price,  leading  to  much  higher  profits.  Orbitz  hasn't 
gotten  into  this  part  of  the  business  yet. 


ORBITZ 


Figures  are  the  percent  of  revenues  in  the  first  quarter  of  2002   Data:  Securities  &  Exchange  Commission  filings 

discount  prices  for  large  blocks  of  hotel 
rooms  or  vacation  packages,  then  mark 
up  the  prices  and  sell  them  to  consumers. 
Although  travel  agencies  forego  com- 
missions, the  merchant  model  is  far  more 
profitable  because  a  typical  $6  airline 
ticket  commission  is  dwarfed  by  markups 
that  can  hit  $500  on  a  vacation  package. 
Orbitz  had  no  merchant-model  revenue  in 
the  first  quarter,  though  it's  inching  into 
the  business.  "That  decision  came  back  to 
bite  them  on  the  tuchus,"  says  Phil  Car- 
penter, vice-president  of  travel-shopping 
service  SideStep. 

Analysts  chalk  up  Orbitz'  slow  entry 
into  the  merchant  business  to  airlines' 
resistance.  Why?  The  key  to  success  in 
the  merchant  model  is  for  the  travel 
agency  to  force  down  the  price  it  pays 


for  hotel  rooms  or  airline  tickets.  "The 
merchant  business  is  not  so  great  for 
•airlines,"  says  analyst  Mark  Rowen  of 
Prudential  Securities  Inc.  Katz  says  Or- 
bitz will  get  into  the  merchant  business 
eventually.  Meantime,  the  company  start- 
ed into  the  business  indirectly  in  June:  It 
began  listing  hotel  rooms  on  its  Web 
site  that  are  offered  by  Travelweb.com,  a 
hotel-industry-backed  merchant  site  that 
pays  Orbitz  a  commission  for  each  sale. 
Certainly,  there  are  reasons  to  like 
Orbitz'  prospects.  Launched  last  June, 
the  Chicago-based  site  sold  $542  million 
worth  of  travel  in  the  first  quarter,  mak- 
ing it  the  third-largest  online  agent,  be- 
hind Expedia  and  Travelocity.com  Inc. 
Orbitz  began  with  one  big  advantage: 
access  to  special  low-cost  fares  that  were 
available  only  on  Orbitz  and  the  airlines' 
own  Web  sites.  Those  "Web  fares"  terri- 
fied rivals,  who  are  trying  to  get  them 
declared  an  antitrust  violation.  The 
Transportation  and  Justice  Depts.  are 
evaluating  the  claims, 
and  a  report  from 
Transportation  is 
due  by  July  1.  But, 
analysts  say,  Expe- 
dia and  Travelocity 
now  get  most  of  the 
Web  fares  that 
Orbitz  does. 

Katz  argues  that 
Orbitz    can    over- 
come the  business 
and  antitrust  chal- 
lenges it  faces.  He 
has  high  hopes,  in 
particular,     for     a 
technology,   set  to 
be  introduced  later 
this  year,  that  will 
overhaul  the  arcane 
economics  of  selling 
airline  tickets.  Right 
now,  travel  agencies 
rely  on  technology 
from  companies  such 
as  Sabre  Holdings 
Corp.  to  sift  through  the  airlines'  ever- 
changing  fare  schedules  to  find  itiner- 
aries. Airlines  pay  about  $10  per  ticket 
to  let  travel  agencies  conduct  such 
searches.  Katz  says  that  Orbitz'  new 
technology,  called  supplier  link,  will  let 
the  airlines  cut  out  Sabre  and  its  peers. 
Orbitz  and  the  airlines  plan  to  split  the 
savings  from  such  fees,  which  total 
about  $1.5  billion  each  year. 

With  all  its  challenges,  Orbitz  may 
have  a  hard  time  living  up  to  its  billing 
as  a  hot  ipo.  Even  Katz  says  he  may  not 
rush  to  go  public.  "When  we  go  public  is 
a  function  of  when  the  timing  is  right," 
he  says.  Holding  off  may  make  the  most 
sense  for  Orbitz — and  for  investors. 

By  Timothy  J.  Mullaney 
in  New  York 
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Cover  Story 


It's  the  world's  most 

prestigious  consulting  firm. 

But  it  helped  create  Enron's 

high-risk  business  model. 

Some  of  McKinsey's  other 

clients  haven't  fared  so 

well,  either:  Kmart,  Swissair, 

and  Global  Crossing. 

What's  happening? 

by  John  A.  Byrne 


Shortly  after  Enron  Corp.  tumbled  into  bankruptcy 
last  December,  McKinsey  &  Co.  Managing  Partner 
Rajat  Gupta  was  worried.  It  wasn't  only  because 
former  Enron  ceo  Jeffrey  K.  SkQling  was  once  a 
McKinsey  &  Co.  partner  and  loyal  alum.  Or  that  his 
firm  had  advised  the  giant  energy  trader  for  near- 
ly 18  years  on  basic  strategy,  even  sitting  in  on  boardroom 
presentations  to  Enron's  directors.  Or  even  that  many  of 
the  underlying  principles  of  Enron's  transformation,  including 
its  "asset-light"  strategy,  its  'loose-tight"  culture,  and  the  se- 
curitization of  debt,  were  eagerly  promoted  by  McKinsey 
consultants. 

Gupta  was  worried  about  something  much  more  immediate: 


Had  McKinsey  crossed  a  legal  line  that  would  drag  it  into  the 
unfolding  morass?  In  a  stunning  exercise  for  the  world's 
whitest  of  white-shoe  management  consultants,  Gupta  dis- 
patched his  chief  legal  counsel  to  McKinsey's  offices  in  Hous- 
ton to  review  the  firm's  work  at  Enron.  The  mission  was  to 
find  any  evidence  linking  McKinsey  to  the  massive  fraud  be- 
hind Enron's  business  model. 

The  lawyer  came  back  with  good  news:  There  were  no 
shredded  documents,  a  la  Arthur  Andersen  LLP,  and,  more 
important,  says  Gupta,  there  was  nothing  in  the  files  to  show 
that  McKinsey  ever  helped  Enron  engineer  its  controver- 
sial off-balance-sheet  financing  or  its  financial  reporting  strat- 
egy. "In  all  the  work  we  did  with  Enron,"  maintains  Gupta, 
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"I feel  very  proud 
of  where  we've  come  out" 

-  Rajat  Gupta,  managing  partner 


u 
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Could  they  have  seen  [Enron]  malfunction^ 


"we  did  not  do  anything  that  is  related  to  financial  structur- 
ing or  disclosure  or  any  of  the  issues  that  got  them  into 
trouble.  We  stand  by  all  the  work  we  did.  Beyond  that,  we 
can  only  empathize  with  the  trouble  they  are  going  through. 
It's  a  sad  thing  to  see." 

Still,  outsiders  marvel  that  the  secretive  partnership  has 
not  been  drawn  into  the  debacle,  given  its  extensive  in- 
volvement at  Enron.  "I'm  surprised  that  they  haven't  been 
subpoenaed  as  a  witness,  at  least,"  says  Wayne  E.  Cooper, 
ceo  of  Kennedy  Information,  a  research  and  publishing  firm 
that  keeps  tabs  on  consultants.  "There  was  so  much  smoke 
coming  out  of  the  Andersen  smoking  gun  that  all  the  fire- 
fighters went  after  that  one.  McKinsey  was  lucky.  They 

dodged  a  bullet." 

The  bad  news,  however, 

is  that  Enron,  which  was 
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McKinsey 

OVER  THE 
YEARS 


1933  Marvin  Bower,  a  lawyer  and  Harvard  MBA,  joins  the 
New  York  office  and  essentially  invents  the  discipline  of 
modern  management  consulting. 

1935  Marshall  Field  &  Co. 

becomes  the  firm's  first  big 
client  and  eventually  hires 
James  McKinsey  to  be  CEO. 


1926  University  of  Chicago 
accounting  professor  James 
"Mac"  McKinsey  founds  the 
firm.  First  client:  meatpacker 
Armour  &  Co. 

paying  McKinsey  as  much  as 
$10  million  in  annual  fees,  is 
just  one  of  an  unusual  number 
of  embarrassing  client  failures 
for  the  elite  consulting  firm. 
Besides  Enron,  there's  Swiss- 
air, Kmart,  and  Global  Cross- 
ing— all  McKinsey  clients  that 
have  filed  for  bankruptcy  in 
relatively  short  order.  And 
those  are  just  the  biggest. 
McKinsey  also  finds  itself  im- 
probably lining  up  with  other  creditors  to  collect  unpaid  fees 
from  recently  bankrupt  companies  that  soared  during  the 
late  '90s  only  to  crash  later.  Battery  maker  Exide  Technolo- 
gies and  NorthPoint  Communications  Group  Inc.,  an  upstart 
telecom  provider,  are  two  such  examples. 

All  of  which  raises  uncomfortable  questions  about  the 
world's  most  prestigious — and  enigmatic — consulting  firm. 
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Did  McKinseys  partners  get  caught  up  in  the  euphoria  o] 
late  '90s  and  suffer  lapses  of  judgment?  And  if  so,  what 
that  say  about  the  quality  of  its  expensive  advice?  D 
stray  from  its  core  values?  What  accountability  does  it 
any  consulting  firm — have  for  the  ideas  and  concepi 
launches  into  a  company? 

After  all,  McKinsey  was  a  key  architect  of  the  strai 
thinking  that  made  Enron  a  Wall  Street  darling.  In  books 
tides,  and  essays,  its  partners  regularly  stamped  their  in 
matur  on  many  of  Enron's  strategies  and  practices,  helpir 
position  the  energy  giant  as  a  corporate  innovator  wortr 
emulation.  The  firm  may  not  be  the  subject  of  any  inves 
tions,  but  its  close  involvement  with  Enron  raises  the  que 
of  whether  McKinsey,  like  some  other  professional  firms 
nored  warning  flags  in  order  to  keep  an  important  accoui 
The  breakdowns  of  such  visible  clients  could  not  1 

come  at  a  more  tr.1 
time.  Instead  of  cele 
ing  the  end  of  his  t; 
and  final  three-year  t 


MID-1970S  New  strz 
consulting  boutiques 
Consulting  Group  an<| 
offer  first  intense 
competition  in  high-jf 
strategy  consulting. 
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becomes  CEO  of  RJR 
Nabisco  and  IBM.  Ot 
alums  head  some  of 
world's  biggest  comp 

1964  Launches  The 
sey  Quarterly,  which 
the  foremost 
journal  of 
manage- 
ment ideas 
produced  by 
a  consulting 
firm. 


1959  Opens  first  non-U. S. 
office  in  London  and  wins 
landmark  assignment  with 
Bank  of  England. 

1960s  Successful  expansion 
overseas  throughout  Europe 
and  Australia. 


as  managing  director,  Gupta,  53,  finds  his  firm 
roiled  by  a  rare  and  potentially  disruptive 
downturn  in  its  business.  Like  most  other  con- 
sulting firms,  McKinsey  rode  the  e-business  wave  to  ret 
revenues — and  record  partner  payouts — in  2000.  When 
boom  turned  to  bust,  the  firm  was  stuck  with  far  too  m 
consultants  and  not  nearly  enough  assignments.  The  utiliza 
rate,  or  billable  time,  of  its  consultants  has  fallen  to  its  lov 
level  in  more  than  32  years:  just  52%,  vs.  the  heady  64% 
el  during  the  dot-com  boom. 

That's  not  to  say  that  McKinsey  has  lost  its  standing, 
firm  remains  the  high  priest  of  high-level  consulting,  with 


/  spoken  up?  The  answer  is  yes.  J  J 


-  a  former  McKinsey  consultant 


fet  formidable  intellectual  firepower,  the  classiest  client 

itfolio,  and  the  greatest  global  reach  of  any  adviser  to 

_t-ment  in  the  world.  Most  of  the  firm's  top  clients  pay 

million  a  year  and  up  in  fees,  while  McKinsey's  largest 

nt — which  it  declines  to  name — doled  out  $60  million  for  its 

ice  last  year.  McKinsey  serves  147  of  the  world's  200 

corporations,  including  80  of  the  top  120  financial- 

«s  firms,  9  of  the  11  largest  chemical  companies,  and  15 

he  22  biggest  health-care  and  pharmaceutical  concerns. 

(IcKinsey  partners  learn  early  on  to  protect  and  cultivate 

It  client  relationships.  The  firm  says  that  it  has  served 

.-[•e  than  400  active  clients  for  15  years  or  longer.  It  may  be 

priciest  of  the  management  consultants,  but  longtime 

ts   say  it  gives  top 

Ivice.     "McKinsey  will 

Iig  its  most  senior  peo-  ^*"      ^^^ 

;   in    to    discuss    the  m  ^ 

{jigs  they  would  do  if  m     ES^MlV 

Jy  were  in  our  shoes,"  |     ^5.-        * 

-  Klaus  Kleinfeld,  ceo 
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growth  while  ensuring  that  size  would  not  destroy  the  ethos 
of  the  close-knit  partnership  or  undermine  the  firm's  guiding 
principles.  McKinseyites  refer  to  these  precepts,  laid  down  by 
the  firm's  early  leader,  Marvin  Bower,  with  near-religious 
conviction.  Among  the  high-minded  goals:  Hire  the  best  peo- 
ple and  urge  them  to  always  put  the  client  first — ahead  of  the 
interests  of  the  firm. 

In  Gupta's  early 
days  as  managing 
partner,  some  col- 
leagues argued  for  keeping  McKinsey  small,  to  safeguard  its 
culture  and  quality.  Gupta  wTas  of  another  mind:  He  ag- 
gressively expanded  abroad,  opening  up  far-flung  branches 
throughout  Asia  and  Eastern  Europe.  In  all,  he  expanded 
McKinsey's  network  to  84  worldwide  locations  from  58, 
boosted  the  consulting  staff  to  7,700  from  2,900,  and  lifted 
revenues  to  $3.4  billion  from  $1.2  billion  in  1993.  Mean- 
while, the  number  of  partners  grewT  from  427  to  891.  "It's  a 
less  personal  place  than  it  used  to  be,"  says  Nancy  Killefer, 
a  senior  partner  in  Washington,  D.  C.  "In  the  old  days,  you 
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1990  McKinsey  partner 
Jeffrey  Skilling  joins  one  of 
the  firm's  major  clients, 
Enron. 

1994  Rajat 
Gupta 

becomes  the 
first  foreign- 
born 

managing 
partner. 

1994-97 

Gupta 

accelerates 

global 

expansion, 

opening  offices  in  Shanghai, 

Bogota,  Moscow,  Beijing, 

Perth,  Bangkok,  Kuala 

Lumpur,  and  Singapore. 
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iemens  Corp.,  a  longstanding  client.  "You  have  lunch, 
have  dinner.  And  then  projects  evolve.  Very  often, 
ipetitive  bidding  doesn't  happen." 
Jupta  shows  little  concern  over  the  meltdown  of  high- 
file  clients.  "In  these  turbulent  times,  with  our  serving 
■e  than  half  the  Fortune  500  companies,  there  are  bound 
)e  some  clients  that  get  into  trouble,"  he  says  matter-of- 
ly.  "We  wouldn't  have  as  many  ongoing  client  situations  if 
didn't  do  good-quality  work."  And  to  be  fair,  McKinsey 
;  hardly  the  only  consultant  to  tie  up  with  some  high-fly- 
upstarts  in  the  '90s  that  later  crashed. 
Vhen  he  became  McKinsey's  managing  partner  in  1994, 
)ta's  challenge  was  clear:  He  had  to  keep  up  McKinsey's 


1999-2001  Three  of  the  most  recent  books  by  McKinsey 
consultants  sang  the  praises  of  Enron  just  before  its 
collapse. 

2000  The  high-tech  boom  helps  to  drive  annual  revenues 
over  $3  billion  for  first  time,  making  McKinsey  twice  as  big 
as  its  nearest  competitor  in  general  management  consulting. 


2002  McKinsey  assists 
Hewlett-Packard  CEO  Carly 
Fiorina  (seen  with  Compaq 
CEO  Michael  Capellas)  on 

HP's  controversial  Compaq 
acquisition.  McKinsey  earns 
$9  million  on  deal. 

knew  everybody.  That's  not 
possible  anymore." 

Some  observers  believe  the 
changes  in  McKinsey's  culture 
went  even  deeper.  Quietly,  some  current  and  former  McKinsey 
consultants  say  the  firm  strayed  from  some  of  the  ingrained  val- 
ues that  have  long  guided  the  firm.  Through  the  dot-com 
boom,  for  example,  McKinsey  allowed  its  focus  on  building 
agenda-shaping  relationships  with  top  management  at  leading 
companies  to  slip,  as  the  firm  took  on  some  distinctly  down- 
market clients  and  projects.  Increasingly,  McKinsey  began  ad- 
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vising  upstarts  and 
divisional  managers 
at  less  prestigious 
companies. 

Worse,  some  ar- 
gue, there  was  a 
noticeable  tilt  to- 
ward bringing  in 
revenue  at  the  ex- 
pense of  developing 
knowledge — a  claim 
McKinsey  vehe- 
mently disputes.  "In 
[an  earlier]  era,  the 
whole  place  had  this 
tremendous  focus  on 
ideas,"  recalls  a  for- 
mer McKinsey  con- 
sultant. "I  think 
knowledge  has  taken  a  backseat  to  revenue  generation.  The 
more  revenues  you  create,  the  more  your  compensation  and 
standing  in  the  firm  increases." 

Gupta  downplays  any  shift  in  priorities.  "The  pendulum 
does  swing  a  little  bit.  I'd  say  that  client  development  in  the 
last  year  or  two  is  more  in  the  forefront,  simply  because  that 
is  the  biggest  need  right  now,"  he  says,  using  McKinsey- 
speak  for  bringing  in  new  business. 

Perhaps  the  most  visible  example  of  this  shift,  say  ob- 
servers, was  the  rise  of  Ron  Hulme,  an  affable,  low-key  senior 
partner  and  a  leader  of  its  energy  practice,  who  managed  the 
Enron  account  from  McKinsey's  Houston  offices.  Like  many  of 
the  firm's  consultants,  Hulme  penned  essays  extolling  the  vir- 
tues of  Enron.  As  McKinsey's  annual  billings  climbed  higher 
and  higher  at  Enron — at  one  recent  point  exceeding  $10  mil- 
lion— Hulme  commanded  greater  influence  in  the  firm,  helping 
to  lead  partner  conferences  and  key  initiatives.  Some  insiders 
even  considered  him  a  potential  successor  to  Gupta,  though 
that's  now  an  unlikely  prospect,  given  Enron's  collapse.  "Despite 
his  young  age,  he  had  tremendously  high  standing  and  power 
that  derived  from  the  Enron  relationship,"  says  a  former 
McKinseyite.  Hulme  de- 
clined to  comment. 

Hulme  did  not  initiate  ,^M>rL_^_ 

McKinsey's  Enron  busi-  y^*-*-^] 

ness.  Like  many  of  the 
deepest  and  most  lucra-     ^B^^""""^ 
tive  corporate  relation-  -•»—•-- 

ships,  it  began  with  one 
consultant  who  instant- 
ly   impressed    a    client 
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with  his  brilliance  and  insights.  Jeffrey  Skilling,  ther 
Kinsey's  partner  in  charge  of  the  worldwide  energy  pral 
began  advising  Enron  in  the  late  '80s,  but  the  relatio 
was  cemented  when  he  joined  Enron  in  1990  with  the 
date  to  create  a  new  way  of  doing  business.  Skilling,  whc 
said  he  felt  as  if  he  were  "doing  God's  work"  at  Mc 
had  proposed  that  Enron  create  a  portfolio  of  fixed-l 
purchase  and  supply  contracts  that  would  supposedly  ■ 
nate  supply  risks  and  minimize  the  price  fluctuations  c 
spot  market  for  trading  natural  gas. 

After  joining  Enron,  Skilling  repeatedly  turned  to  M 
sey  teams  for  analytical  help  and  advice.  "They  infiltratec 
ron  with  Jeff,  and  he  was  just  the  tip  of  the  iceberg,"  s 
former  McKinsey  consultant  who  worked  at  Enron 
were  all  sorts  of  McKinsey  people  who  went  in  ove: 
years.  They  were  so  happy  they  had  Enron  locked  up.' 

Indeed,  several  other  prominent  McKinsey  consultant 
grated  to  Enron  as  employees,  including  partner  Doug  V 
ham,  who  left  the  firm  in  1994  for  a  four-year  stint  as 
president  at  Enron  Capital  &  Trade  Resources,  where  h 
a  team  that  developed  an  electric  power  and  natura 
hedge  fund.  As  Enron  work  became  more  financially  di 
McKinsey  teams  there  increasingly  drew  on  partners  wit 
pertise  in  trading,  risk  management,  and  investment  ban 
At  any  given  time,  McKinsey  had  as  many  as  20  consul 
at  the  energy  company,  several  stationed  in  Enron's  ofl 

By  and  large,  most  of  McKinsey's  assignments  at  E 
were  tactical  or  technical  in  nature:  doing  the  prep 
for  entering  new  markets,  formulating  strategy  for  new 
ucts  and  services,  and  deciding  whether  Enron  should  ac 
or  partner  with  another  company  to  gain  access  to  a  pip 
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McKinsey 
big  think 

Many  of  the  intellectual 
underpinnings  of  Enron  came 
from  McKinsey  &  Co.  thinkers. 
Here's  how  the  firm  promoted  its 
ideas  in  its  influential  journal, 
The  McKinsey  Quarterly 
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ASSET-LIGHT 
STRATEGY 

(t  Enron  was  not 
distinctive  at  building  and  operating 
power  stations,  but  it  didn't  matter; 
these  skills  could  be  contracted  out. 
Rather,  it  was  good  at  negotiating 
contracts,  financing,  and  government 
I  jarantees — precisely  the  skills  that 
distinguished  successful  players. JJ 

MQ,  1997,  No.  2 


OFF-BALANCE-SHEET 
FINANCING 


U  The  deployment  of  off-bala 
sheet  funds  using  institutiona 
investment  money  fostered 
[Enron's]  securitization  skills  ; 
granted  it  access  to  capital  at 
the  hurdle  rates  of  major  oil 
companies.  9) 

MQ,  1997,  No. 2 
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-  Larry  Mendonca,  McKinsey  partner 


INSEY 

Its  rivals 

hhe  major 
management 
ints,  McKinsey  & 
ains  the  largest, 
( global,  and  the 
te — and  has  held 
in  market  share 

live  years 
recent  setbacks 


FIRM 


FISCAL  2001 
REVENUES 
(BILLIONS) 


CHANGE 
FROM  2000 


MARKET  SHARE 

AMONG  MAJOR 

FIRMS 


McKINSEY 

$3.4 

-2% 

40.6% 

BOOZ,  ALLEN  & 
HAMILTON 

1.6 

4 

19.1 

A.T.  KEARNEY* 

1.2 

-7 

14.4 

BOSTON  CONSULTING 
GROUP 

1.1 

-5 

12.5 

BAIN 

0.8 

1 

9.7 

MONITOR 

0.3 

9 

3.6 

*A  unit  of  EDSData:  Consultants  News,  BusinessWeek  estimates 


n  McKinsey  also  helped  Enron  formulate  its  now-discred- 
a  i  broadband  strategy,  in  which  it  built  a  high-speed  fiber 
o]  k'ork  to  support  the  trading  of  communications  capacity. 
i  mg  other  things,  McKinsey,  over  about  six  months,  helped 
o  auge  the  size  and  growth  of  the  market.  And,  like  Enron 
[j  many  others,  it  didn't  see  the  telecom  meltdown  coming, 
j.jnsey  also  helped  to  set  up  the  finance  subsidiary  that 
fbn  later  portrayed  as  its  growth  engine,  and  also  assisted 
.firm  with  its  commodity  risk  management  operations. 

former  Enron  senior  executive  says  McKinsey  consult- 

,[   wielded  influence  throughout  the  organization.  "They 

r ;  all  over  the  place,"  he  says.  "They  were  sitting  with  us 

4ep  of  the  way.  They  thought,  This  thing  could  be  big, 

want  credit  for  it.' "  The  extent  of  its  work  there  and 

enccess  to  senior  management  exposed  the  firm  to  much  of 

m's  inner  workings.  Over  the  years,  McKinsey  partners 
(t  ne  and  Suzanne  Nimocks  had  numerous  one-on-one  dis- 
yions  with  Skilling,  according  to  former  Enron  executives. 
;  ichard  N.  Foster,  a  senior  partner,  even  became  an  ad- 
)  Enron's  board,  attending  a  half-dozen  board  meetings 
jjie  12  months  up  until  October,  2001.  Foster  was  fre- 
j  itly  asked  to  step  out  of  those  meetings  while  the  part- 
jt  conferred  with  company  lawyers  over  confidential  mat- 
in i  Competitors  privately  gloat  that  the  title  of  Foster's 
j  [  recent  book,  Creative  Destruction,  aptly  captures  what 
rong  at  Enron.  Embarrassingly,  the  book,  published  in 
[1,  2001,  is  filled  with  glowing  references  to  Enron.  "Dick 
was  very  happy  to  see  practice  that  enforced  his 
iries  of  creative  destruction  at  Enron,"  says  a  partner  at 
,her  consulting  firm.  "McKinsey  seems  to  have  partners 

develop  academic  theories  and  then  run  clinical  trials  on 


their  clients."  Foster  declined  to  comment. 
Some  insiders  offer  a  less  benign  inter- 
pretation of  what  went  wrong  at  Enron. 
They  don't  claim  McKinsey  did  anything  il- 
legal but  do  suggest  it  might  have  turned 
a  blind  eye  to  signs  of  trouble  to  preserve 
a  lucrative  relationship.  "The  problem  for 
McKinsey  with  Enron  isn't  Andersen-type 
issues,"  says  the  former  McKinsey  con- 
sultant who  worked  at  Enron.  "Rather,  it's 
'Could  they  have  seen  the  organization 
malfunctioning  and  spoken  up?'  The  an- 
swer is  yes.  When  you  have  a  mega-client, 
'This  is  what  the  client  should  hear'  is 
twisted  into,  'This  is  what  is  going  to  let 
us  stay  at  the  boardroom  level.'" 

Gupta  won't  be  drawn  into  a  detailed 

conversation  on  Enron.  "Our  view  is  not  so 

much  to  have  a  public  point  of  view  here," 

he  says.  "I  won't  specifically  talk  about  our  work  at  Enron. 

We're  constantly  assessing  whether  we  served  everybody  in 

the  right  way.  I  think  we  have." 

Perhaps  so.  But  many  of  the  intellectual  underpinnings 
of  Enron's  transformation  from  pipeline  company  to  trading 
colossus  can  be  traced  directly  to  McKinsey  thinking.  Se- 
nior partner  Lowell  Bryan,  one  of  the  most  influential  of 
the  firm's  big  thinkers  today,  has  written  extensively  on  se- 
curitized  credit — the 
process  of  converting 
loans  or  receivables 
into  securities.  As  far 
back  as  1987,  just  after  McKinsey  began  consulting  for  Enron, 
Bryan  was  writing  that  "securitization's  potential ...  is  great 
because  it  removes  capital  and  balance  sheets  as  constraints 
on  growth."  It  was  Bryan,  too,  who  has  written  and  spoken 
extensively  on  how  capital-intensive  companies  such  as  Enron 
can  generate  greater  value  by  finding  ways  to  run  low-asset 
businesses — what  Skilling  referred  to  as  his  "asset-light" 
strategy.  Bryan  was  brought  into  Enron  to  convey  these 
ideas  to  the  company's  top  100  executives.  But  he  insists 
his  ideas  are  not  to  blame.  "I  never  said  anything  about 
fraud,  accounting,  or  any  of  those  issues." 

If  McKinsey  has  been  humbled  by  the  Enron  experience,  it 
certainly  doesn't  show  it.  When  New  York  headquarters 
asked  all  consultants  who  favorably  mentioned  Enron  in  ar- 
ticles whether  they  wanted  their  citations  taken  off  McKin- 
sey's  Web  site,  not  a  single  consultant  said  yes.  So  all  of 
the  nearly  30  separate  references  to  Enron  in  McKinsey-au- 
thored  articles  remain  on  the  site. 

As  things  began  to  unravel  at  Enron,  some  other  im- 
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has  convinced  Wall  Street  of 
2^ible  long-term  prospects  of  its 
nesses;  about  half  of  its 
larket  cap  is  attributable  to 
32S  that  have  yet  to  generate 
arnings.  As  a  result  of  this 
'eness,  Enron  trades  at  a  price- 
gs  ratio  of  60,  in  contrast  to 
ry  average  of  14.  )) 
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ii  Enron  has  built  a  reputation  as  one 
of  the  world's  most  innovative 
companies  by  attacking  and  atomizing 
traditional  industry  structures — first  in 
natural  gas  and  later  in  such  diverse 
businesses  as  electric  power,  Internet 
bandwidth,  and  pulp  and  paper.  In 
each  case,  Enron  focused  on  the 
business  sliver  of  intermediation....  JJ 
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LOOSE-TIGHT  CULTURE 

ii  Provide  'elbow  room'  to  allow 
executives  room  to  maneuver;  'head 
room'  to  allow  them  to  make  decisions 
without  seeking  constant  approval 
from  above;  a  clear  link  between  daily 
activities  and  business  results  (even  if 
not  a  P&L);  ...something  new  to  work 
on  as  often  as  possible.  J? 

MQ,  1998,  No.  3 
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Will  Moore's  Law  stand 
forever? 

In  1965,  Intel's  Gordon  Moore 

created  a  "law"  that  became  shorthand 

for  the  rapid,  unprecedented 

growth  of  technology.  He  predicted 

that  the  number  of  transistors 

on  a  chip  would  grow  exponentially 

with  each  passing  year. 

At  the  time,  even  Gordon  never 

imagined  it  might  still  be  true  today. 

But  Intel  has  developed  new 

technologies  that  will  allow  us  to 

squeeze  one  billion  transistors  on  a 

chip  (a  far  cry  from  the  2,300 

on  our  first  processor). 


Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 


intel.com 


This  wafer  represents  Moore's  Law  at  work.  The  Intel*  Itanium*  2  processors  here  hold  over  220  million  transistors  each. 

This  isn't  science  for  science's  sake. 

It's  science  for  your 
company's  sake.  Because  as  we  work 

to  fulfill  Moore's  Law,  year 

after  year,  companies  everywhere  can 

do  more  at  lower  cost. 

And  that's  not  just  a  good  law. 

It's  very  good  business. 
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Sophisticated  tools  perform 

tests  to  ensure  the 
highest-quality  processor. 


Processor  production,  constantly 

monitored  by  smart 

machines  and  smart  people. 


I  never  said  anything  about  fraud,  accounting 


U 

or  any  of  those  issues  J  J 

portant  clients  were  also  going  off  the  rails.  At  Kmart, 
McKinsey  produced  work  supporting  the  retailer's  decision 
to  sell  more  groceries  in  a  bid  to  get  shoppers  to 
visit  stores.  It  also  was  instrumental  in  creating  Blue- 
Light.com,  which  was  intended  to  be  spun  off  in  an  initial 
public  offering  but  never  made  it  to  market. 

McKinsey  began 
consulting  for  the  re- 
tailer in  1994.  In 
the  ensuing  years, 
Kmart's  competitive  position  steadily  eroded.  "That  is  a 
long  enough  time  for  a  firm  to  know  if  its  advice  has  im- 
pact," says  an  ex-McKinsey  consultant.  "But  senior  partners 
need  to  show  revenue  growth,  so  they  are  willing  to  con- 
tinue to  work  with  clients  even  if  they  feel  there  is  no 
light  at  the  end  of  the  tunnel."  McKinsey  ended  its  rela- 
tionship in  2000  after  disagreeing  with  new  ceo  Charles 
Conaway,  who  pursued  a  disastrous  price  war  against  Wal- 
Mart.  Still,  McKinsey 's  involvement  through  the  mid-  to 
late  1990s,  when  Kmart  swiftly  and  steadily  lost  ground 
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McKinsey's 
blue-chip 
client  roster 

For  decades,  McKinsey 
has  counseled  some  of  the 
world's  most  successful 
companies.  The  lion's 
share  of  work,  up  to  40%, 
centers  on  strategy.  But 
consulting  on  operations, 
organizational  issues, 
and  marketing  also  are 
big  chunks — between  10% 
and  20%. 
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to  Wal-Mart,  did  not  serve  either  client  or  consultant  well. 

At  Swissair  Group,  McKinsey  advised  a  major  shift  in 
strategy  that  led  the  once  highly  regarded  airline  to  spend 
nearly  $2  billion  buying  stakes  in  many  small  and  troubled 
European  airlines.  The  idea  was  for  Swissair  to  expand  into 
aviation  services,  providing  everything  from  maintenance  to 
food  for  other  airlines  as  a  way  to  increase  revenues  and  prof- 
its. The  strategy  backfired,  causing  massive  losses  and  a 
bankruptcy  filing  last  October.  McKinsey  maintains  it  can't  be 
held  responsible  for  the  outcome  because  it  wasn't  involved  in 
the  implementation  of  the  strategy.  At  Global  Crossing  Ltd., 
McKinsey  says  its  work  was  limited  to  only  three  projects, 
two  of  which  involved  information-technology  outsourcing, 
so  it  cannot  be  blamed  for  the  telecom  provider's  implosion. 

The  Internet  boom  posed  an  especially  difficult  challenge 
for  McKinsey.  The  blanket  assumption  was  that  the  rules  of 
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Lowell  Bryan,  McKinsey  senior  partner 


the  game  were  changing,  and  many  McKinseyites  saw 
former  mba  classmates  emerge  overnight  as  multimillionJ 
lar  entrepreneurial  celebrities.  Inside  the  firm,  Gupta 
faced  with  all  kinds  of  new  pressures:  whether  Mel 
should  start  a  venture-capital  fund,  or  go  public  itsel 
start  its  own  dot-com  ventures  as  offshoots  of  the  firm's 
suiting  business;  whether  to  accept  equity  instead  of  casl 
an  assignment  with  a  startup.  The  partnership  declined  to| 
shares,  as  Goldman  Sachs  had  done,  but  in  other  impor 
ways  it  veered  from  the  course  it  had  long  followed. 

One  of  the  most  noticeable  changes  was  a  drift  away  1| 
its  longstanding  policy  of  not  linking  its  fees  to  client 
formance.  Bower  believed  alternative  fee  arrangements  cl 
tempt  consultants  to  focus  on  the  wrong  things.  During  I 
past  18  months,  McKinsey  has  been  structuring  dozenj 
deals  with  blue-chip  companies  that  call  for  the  payment 
assignment-ending  bonus  if  a  client  is  satisfied  with  the  res| 
In  the  past  three  years,  it  also  began  accepting  paymer 
stock  from  approximately  150  upstart  companies,  though 
Kinsey  points  out  that  this  is  a  smaD  percentage  of  its  12 

engagements  in  that  t] 
Gupta  says  the  change 
lowed   the   firm   to   s« 
smaller,  innovative  cor 
nies  that  didn't  have 
cash  to  pay  McKinsey's 
dard   fees   of  $275,00( 
$350,000  a  month.  The 
ty  was  then  sunk 
a  blind  trust  and  lil 
dated  as  soon  as  pel 
ble  into  a  profit  ]l 
for  its  partners.  In] 
other    case,    thatj 
Spain's  Telefonica,  it  addd 
clause  in  its  contract  gi\| 
it  a  cash  kicker  based  on  | 
rising  stock  price  of  anj 
ternet  offshoot  Mel 
sey  was  advising, 
firm  collected  a  $6.8 
lion  bonus. 

Yet  even  these  c| 

cessions  to  the  bona 

mentality  during  the  bocl 

height  didn't  prevent  dej 


A  key  adviser  to  CEO  Carly  Fiorina 
on  HP's  recent  acquisition  of  Compaq 

A  longtime,  highly  successful  client 
that  has  used  McKinsey  on  dozens  of 
engagements  over  30  years 


Continues  to  assist  the  big  auto 
maker,  which  has  shown  gains 
over  the  competition  in  the 
past  year 


Longtime  counselor  to  vast  German 
conglomerate  on  everything  from 
sourcing  parts  from  low-cost  nations 
to  factory  consolidation 


HOME  DEPOT  Advised  the  big-box  retailer  on 

its  expansion  into  Latin  America 


Assisted  in  the  turnaround  of 
Russia's  biggest  airline 

Data:  BusinessWeek 


tions.  Many  McKinsey  consultants  left  for  dot-com  start 
with  names  like  Pet  Quarters,  Cyber  Dialogue,  Virtual  C< 
munities,  and  CarsDirect.com,  many  of  which  are  now  r> 
gated  to  the  junk  heap  of  irrational  exuberance.  Across 
firm,  attrition  rose  only  slightly  during  the  boom,  to  over  £ 
a  year  in  1999  and  2000  from  more  typical  levels  of  18%.  1 
some  of  the  best  people  left,  and  some  offices  were  hit  h 
by  the  exodus.  In  San  Francisco,  where  McKinsey  empl 
150  professionals,  a  full  third  of  the  staff  departed  for  ot 
opportunities  in  1999.  "There  was  a  whole  group  of  peoplt 
the  bubble  who  lost  their  way,"  says  Larry  Mendonca, 
McKinsey  partner  who  manages  the  San  Francisco  off 
"They  were  trying  to  get  their  share  of  the  bubble." 

McKinsey  got  its  share,  of  course.  In  its  quest  for  revei 
growth,  it  pursued  a  whole  new  class  of  clientele.  Demand 
consulting  soared  from  both  startups  and  large  corpor 
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clients,  many  of  which  had 
grown  fearful  that  they  were 
falling  behind  the  Internet 
curve.  During  the  peak  two 
years  of  the  dot-com  boom, 
McKinsey  alone  did  more  than 
1,000  e-commerce  assignments, 
even  as  partners  internally  de- 
bated the  true  impact  of  the 
Net  on  clients.  "I  was  in  the 
room  saying,  'You're  smoking 
dope  here  on  this  dot-com 
stuff,'"  recalls  Roger  Kline,  a 
longtime  McKinsey  partner 
who  oversees  the  financial- 
services  practice. 

But  the  firm  even  set  up 
"accelerators,"  or  facilities,  to 
help  entrepreneurs  launch  new 
dot-coms  with  direct  McKin- 
sey help.  "Maybe  we  should 
have  been  a  little  more  cir- 
cumspect than  we  were,"  con- 
cedes Gupta.  "But  I  don't 
think  we  made  any  big  errors 
or  excesses." 

Not  surprisingly,  some  of 
McKinsey's  dot-com  clients 
fared  little  better  than 
Pets.com  Inc.  EB2B  Commerce 
Inc.,  which  engaged  McKin- 
sey in  early  2000  to  help  it 
develop  a  strategy  after  a 
merger,  was  recently  warned 
by  Nasdaq  that  its  stock  could 
be  delisted.  The  company's 
shares  have  plummeted  to  15tf 
from  $190  when  McKinsey 
started  working  with  it.  Another  high-tech  client,  Applied 
Digital  Solutions  Inc.,  which  McKinsey  helped  in  exchange  for 
equity,  is  in  the  midst  of  a  meltdown,  with  first-quarter 
losses  of  $17  million.  Applied  Digital's  auditors  resigned  the 
account  in  May  after  an  accounting  dispute  with  the  compa- 
ny, which  describes  itself  as  a  developer  of  "life-enhancing 

personal  safeguard 
technologies."  Shares 
of  Applied  Digital  now 
trade  for  57<2. 

To  be  sure,  McKinsey's  core  blue-chip  clients,  which  range 
from  General  Motors  Corp.  to  Johnson  &  Johnson,  remain  the 
firm's  true  bread  and  butter — partly  because  only  those  big 
companies  can  afford  its  fees.  "McKinsey  is  expensive,"  says 
Ralph  Larsen,  former  cKOof  J&J.  "But  what  they  provide  is  a 
fresh  look  at  our  thinking  and  a  certain  detachment.  We  use 
them  carefully  for  selected  projects,  things  of  great  signifi- 
cance, and  they  have  been  valuable  to  us." 

In  managing  the  firm  through  the  boom  and  the  bust, 
Gupta  now  finds  himself  caught  in  a  classic  supply-demand 
squeeze,  the  sort  of  management  dilemma  for  which  a  client 
would  turn  to  McKinsey  for  advice:  He  hired  too  many  peo- 
ple just  as  demand  began  to  plummet.  In  an  average  year, 
McKinsey  will  offer  consulting  jobs  to  3,100  mbas  and  pro- 
fessionals in  the  expectation  of  getting  roughly  2,000  accept- 
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-  Wayne  E.  Cooper,  CEO  of  Kennedy  Inform? 


BORN  Dec.  2,  1948,  in  New  Delhi 

EDUCATION  Bachelor  of  technology,  mechanical 
engineering,  Indian  Institute  of  Technology,  1971; 
MBA/Harvard  Business  School,  1973. 

FIRST  JOB  After  a  rejection  by  McKinsey  &  Co.  due 
lack  of  work  experience,  a  Harvard  B-school  professoi| 
intervened  to  help  him  get  his  job  as  an  associate  at 
the  firm's  New  York  office  in  1973. 

CURRENT  POSITION  Managing  partner,  McKinsey, 
since  1994. 

MOTIVATION  "Business  is  a  force  for  good.  It's  a 
noble  cause.  To  increase  the  performance  of  our 
clients  helps  create  wealth  and  raises  the  standard  of 
living  around  the  world." 

WHERE  HE  EXCELLED... 

•  Led  vast  expansion  into  emerging  markets,  such  as 
India,  China,  and  South  Korea. 

•  Doubled  the  number  of  leadership  positions  within 
the  firm  to  150,  increasing  partner  involvement  in 
governance. 

•  Resisted  pressure  to  allow  consultants  to  create  the| 
own  startups  during  dot-com  boom. 

...AND  WHERE  HE  DIDNT 

•  Quest  for  growth  may  have  compromised  some  of  tfj 
firm's  values. 

•  Accepted  more  engagements  from  less-prestigious 
clients. 

•Allowed  firm  to  accept  equity  and  cash  bonuses  for| 
client  work. 


ances.  In  2000,  however,  more  than  2,700  people  accepte 
fers  to  join  the  firm.  They  apparently  knew  what  Mel 
didn't  yet  get:  The  boom  was  over.  By  the  following 
with  the  bubble  clearly  burst,  the  firm's  attrition  rate  f<| 
only  5%.  Suddenly,  just  as  demand  for  business  started  fcj 
off,  McKinsey  had  too  many  consultants  on  the  payroll, 
fewer  leaving  for  other  opportunities.  "We  honored 
offer  and  didn't  push  people  out,"  says  Gupta,  "and  we  n£. 
professional  layoffs  other  than  our  traditional  up-or-out  s\ 

As  McKinsey  begins  its  months-long  process  early 
year  to  elect  a  new  managing  partner,  the  firm  will  11 
toast  Gupta  as  the  man  who  led  the  firm  to  new  gr<| 
records  in  new  markets  around  the  world.  "In  every 
eration,  there  are  issues  that  come  up  that  define  the  fl 
he  says.  "We've  had  our  share  in  the  last  decade.  But  ll 
very  proud  of  where  we've  come  out."  The  que:[ 
for  his  successor  is  whether  he  expanded  the  firm  at  thel 
of  the  culture  and  values  that  made  McKinsey  tower  a| 
its  peers. 

With  Joann  Muller  in  Detroit  and  Wendy  Zellner  in  D\ 


BusinessWeek  online 


For  an  interview  with  Rajat  Gupta,  go  to  the  July  8th  issue  online| 
www.businessweek.com. 
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ADVERTISEMENT 


If  You  Own  or  Operate  a 

Commercial,  Residential  or  Public  Building 

Constructed  With  Asbestos-Containing  Products  or 

Have  Other  Claims  Against  W.  R.  Grace 


Your  Claims  Must  Be  Filed  By  March  31, 2003 


W.  R.  Grace,  its  predecessors,  subsidiaries,  and  other  related  entities  ("Grace")  have  filed  for 
protection  under  Chapter  11  of  the  U.S.  Bankruptcy  Code.  The  Bankruptcy  Court  has  ordered  that  all 
individuals  and  entities  with  Asbestos  Property  Damage  Claims  or  certain  Other  Claims  against  Grace 
must  file  these  claims  on  or  before  March  31,  2003  ("Bar  Date"). 


Who  is  Affected  by  this  Notice? 


Asbestos  Property  Damage  Claimants 
Individuals  and  entities  that  own  or  manage  commercial, 
ipublic  and  high-rise  residential  buildings  that  have 
asbestos-containing  products  may  be  affected  including 
schools,  hotels,  government  buildings,  theaters, 
airports,  churches,  and  other  public  facilities. 

Asbestos  Property  Damage  Claims  include,  among 
other  claims,  the  cost  of  removal,  the  diminution  of 
property  value  or  economic  loss,  etc.,  caused  by 
asbestos  in  products  manufactured  by  Grace  or  from 
^ermiculite  mined,  milled,  processed,  or  sold  by  Grace. 

Other  Claimants 
,  Other  Claimants  include  individuals  and  entities  with 
claims  other  than  Asbestos  Personal  Injury  Claims. 
These  include  general  unsecured  trade  claims,  contract 
claims,  environmental  claims,  and  Medical  Monitoring 
Claims  which  allege  no  current  personal  injury,  but 
significant  exposure  to  Grace  asbestos  orvermiculite 
products  requiring  the  claimant  to  be  examined 
'medically  or  tested  to  detect  possible  future  injury. 

How  do  I  file  a  Claim? 

To  preserve  your  claim,  you  must  file  the  appropriate  Proof  of  Claim  Form  with  the  Claims  Agent  so 
that  it  is  received  by  March  31,  2003.  Failure  to  file  a  Proof  of  Claim  Form  by  the  Bar  Date  may  result 
in  your  claim  not  being  considered  for  payment. 

This  is  a  Summary  Notice  only.  For  complete  information  including  the  Claims  Bar  Date  Notice,  Proof 
of  Claim  Forms,  instructions  for  filing  a  claim,  a  list  of  Grace  asbestos-containing  products,  and  a  list 
Df  Grace  entities  write  to:  Claims  Agent,  Re:  W.  R.  Grace  &  Co.  Bankruptcy,  P.  0.  Box  1620, 
:aribault,  MN  55021-1620,  or  call: 

1-800-432-1909  or  visit  www.graceclaims.com 


What  Types  of  Products  are  Involved? 

Grace  Asbestos-Containing  Products 
Grace  produced  and  marketed  vermiculite  products 
containing  added  asbestos  primarily  to  the  commercial 
construction  industry. 

From  1959  to  1973,  Grace  marketed  Mono-Kote  3 
(MK-3),  an  asbestos-containing,  wet,  spray-applied 
fireproofing  product  used  to  provide  fire  protection  for 
the  enclosed  steel  structures  of  large  buildings.  Other 
Grace  products  included  Zonolite  Acoustical  Plastic, 
and  other  acoustical  plaster  and  texture  products  used 
primarily  on  interior  ceilings  and  walls. 

Grace  Vermiculite  Products 

Grace  mined,  produced  and  marketed  vermiculite 
products,  some  of  which  may  have  contained  naturally 
occurring  asbestos.  The  products  were  sold  to  the 
building  construction,  agricultural/horticultural  and 
consumer  markets.  These  products  included  Monokote 
Fireproofing,  Zonolite  Concrete  Roof  Decks  and  Zonolite 
Masonry  Insulation. 
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PARTING  THE  VEIL 
AT  HEARST 

New  boss  Victor  Ganzi  reveals  how  the  sprawling  giant  aims  to  sprawl  wider  still 


by  Tom  Lowry 


It  was  a  gala  on  a  grand  scale,  even 
for  New  York.  On  the  Friday  night 
before  Memorial  Day,  500  guests 
streamed  into  a  white  tent  at  Lin- 
coln Center  to  honor  Frank  A.  Ben- 
nack  Jr.,  retiring  after  nearly  24  years  as 
ceo  of  Hearst  Corp.  Mingling  among  the 
glitterati  were  Bennack's  successor,  Victor 
F.  Ganzi;  legendary  Cosmopolitan  editor 
Helen  Gurley  Brown;  and  the  most  fa- 
mous of  all  William  Randolph  Hearst's 
progeny,  a  bejeweled  Patricia  Hearst,  ac- 
companied by  her  husband,  Bernard 
Shaw,  Hearst's  security  chief.  The  New 
York  Philharmonic  played,  as  did  country 
duo  Brooks  &  Dunn,  favorites  of  San  An- 
tonio native  Bennack.  Applause  was 
warm  when  execs  announced  a  $1  million 
chair  in  Bennack's  name  at  the  journalism 
school  at  the  University  of  Texas.  Ben- 
nack's other  gifts  included  a  Frederic 
Remington  sculpture  and  a  1940s  woody 
station  wagon  for  his  1,500-acre  Texas 
ranch,  Eagle  Bluff. 

Most  remarkable,  though,  was  the  to- 
tal blackout  of  the  bash  in  the  New 
York  press.  No  mention  in  the  Styles 
section  of  The  New  York  Times.  No  gos- 
sip in  the  tabloids.  Nothing.  It  was  vin- 
tage Hearst,  a  private  company  whose 


growth  has  exploded  but  that  remains 
largely  under  the  radar.  That  no  word  of 
the  party  leaked  out  speaks  volumes 
about  how  69-year-old  Bennack  has  pro- 
tected and  managed  the  closely  held 
media  empire  that  William  Randolph 
Hearst  (wrh)  founded  115  years  ago. 
"It  doesn't  surprise  me  the  party  didn't 
get  any  ink.  That's  just  how  Frank 
wanted  it,"  says  Phil  Bronstein,  execu- 
tive editor  of  Hearst's  San  Francisco 
Chronicle,  who  flew  in  for  the  event. 

Bennack's  retirement  would  be  note- 
worthy if  only  for  his  longevity  as  ceo 
in  the  fickle  media  world.  But  he  is  also 
the  man  who  built  up  and  transformed 
the  company  over  the  past  two  decades. 
"Before  Frank  took  over,  Hearst  had  a 
reputation  as  a  sleepy  publishing  com- 
pany," says  Steven  Rattner,  a  managing 
director  of  Quadrangle  Group,  a  media 
and  communications  investment  firm. 
"Today,  he  has  assembled  a  tremendous 
group  of  media  assets." 

Indeed,  intolerant  of  debt  and  with  a 
knack  for  striking  savvy  partnerships, 
Bennack  has  gone  multimedia — with 
newspapers,  magazines,  TV  stations,  cable 
channels,  Internet  businesses,  and  real 
estate  (table).  The  company  generates 
an  estimated  $5.2  billion  a  year  in  rev- 
enues^— a  600%  increase  since  1979,  when 


Bennack  became  CEO.  Estimated  nei 
come  topped  $500  million  last  year.  N< 
ly  80%  of  Hearst's  more  than  100  bi 
nesses  were  created  or  purchased  unri 
Bennack,  everything  from  the  Houst> 
Chronicle  to  stakes  in  the  ESPN  ai 
Lifetime  cable  networks.  When  he  b 
came  ceo,  Hearst  hadn't  bought 
newspaper  in  a  new  city  in  50  yean 
"He  has  quietly  and  smartly  created 
great  company,  all  the  while  with  eg 
in  check,"  says  Robert  A.  Iger,  pres 
dent  of  Walt  Disney  Co.,  which  is  a  a 
ble  partner  with  Hearst. 

Incoming  ceo  Ganzi  inherits  a 
stellar  portfolio  of  assets,  but  he 
arrives  at  a  critical  time.  Hearst 
derives  60%  of  its  revenue  from 
ads — and  the  worst  advertising 
recession  in  decades  still  lingers. 
The  likelihood  of  further  media 
deregulation,  too,  has  players 
scrambling  to  reevaluate  how 
big  they  need  to  be.  Can  Ganzi, 
55,  a  former  tax  lawyer  who 
was  Bennack's  deputy  for  12 
years,  guide  Hearst  through 
this  tough  terrain?  He  will  be 
just  the  fifth  Hearst  ceo 
since  wrh  died  in  1951  at  88. 

At  the  same  time,  Ganzi 
faces  the  task  of  keeping  the 


THE  HEARST  EMPIRE 

The  privately  held  company  built  by 

William  Randolph  Hearst  fright)  has 

gone  way  beyond  its  newspaper  roots. 

In  his  will,  Hearst  set  up  a  trust  to 

oversee  the  company.  The  board  of 

trustees  has  13  seats,  jive  of  which  are 

reserved  for  family  members.  Hearst 

Corp.  also  has  a  board  of$Q  directors,  of 

whom  seven  are  family  members. 


Estimated  revenues:  $5.2  billion. 

Estimated  net  income:  $500  milium. 

Holdings  (at  far  right)  include: 


BROADCASTING  Holds  66%  of 
the  publicly  traded  Hearst-Argyle 
Corp.,  which  has  27  television 
1   stations,  reaching  17.5%  of 
households  in  the  country. 

MAGAZINES 

Publishes  16, 
including  Good 
Housekeeping, 
Cosmopolitan, 
Esquire,  Harper's 
Bazaar,  Smart- 
Money  (together 
with  Dow  Jones), 
and  O,  The  Oprah 
Magazine 


&£& 


^3i 


78  BusinessWeek  /  July  8,  2002 


<"i 


* 


hattan  art  deco  headquarters.  The 
tower  will  allow  Hearst  to  consoli- 
date its  businesses,  now  scattered 
at  five  New  York  locations,  but  at 
a  hefty  price,  possibly  $500  million 
or  more. 

In  a  rare  interview  in  late  June 
in  a  dark-paneled  library  at  Hearst's 
offices,  Ganzi  and  Bennack,  who  re- 
mains vice-chairman  of  the  board, 
pulled  back  the  veil  on  their  sto- 
ried company.  Both  executives  say 

they  know  Hearst  will  have  to  get 
the -.New York Mirror,  a Hearst  paper       Ug"ger  and  ^  do  ^  MtuOyBt 


VICTOR  F.  GANZI 


TITLE  Chief  Executive  Officer  and  President, 
Hearst  Corp. 

BORN  Queens,  N.Y.,  1947 

EDUCATION  Fordham,  Harvard  Law 


EARLIER  CAREER  Tax  lawyer  at  firm  Roger  & 
Wells,  1973-1990.  Hearst  was  a  big  client. 

FAMILY  Wife,  Pat,  and  24-year-old  twin  daughters. 
Ganzi's  father  was  a  typesetter  in  the  1930s  at 
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FAVORITE  RESTAURANT 

The  Palm:  His  family 
has  owned  a  50%  stake 
in  the  restaurant  chain 
for  75  years. 

ever-growing  Hearst 
family  happy,  wrh's 
five        sons        have 
spawned  a  brood  of 
61     direct    descen- 
dants,       scattered 
across     the    world 
and  all  with  vary- 
ing interests.  And 
Ganzi  will  eventu- 
ally  need   to   ap- 
point   a    No.  2,    a 
choice  that  is  stir- 
ring much  specu- 
lation. In  a  ges- 
ture to  a  new  era 
at   Hearst,   plans 
are  under  way  to 
construct  a  42-floor 
glass-and-steel  tow- 
er atop  Hearst's  six- 
story   Midtown   Man- 
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CAN  GANZI 
PUSH  WRH'S 
LEGACY 
FORWARD? 


least,  by  buying  more  TV  stations 
and  expanding  its  magazine  group. 
The  executives  did  not  rule  out  get- 
ting back  into  the  cable-operating 
business,  which  Hearst  left  in  the 
late  1980s  when  it  sold  a  small  Bay 
area  cable  system  to  John  C.  Mal- 
one.  "We  want  to  make  bets  that  are 
reasonable,  instead  of  betting  the  ranch 
on  any  given  project,"  says  Ganzi. 

He's  already  showing  he  can  ante  up. 
In  several  weeks,  Hearst  is  expected  to 
announce  the  launch  of  Lifetime  maga- 
zine, a  bimonthly  targeted  at  women,  an 
extension  of  the  top-rated  cable  network, 
of  which  Hearst  owns  50%.  On  May  31, 
Hearst  snapped  up  interior  design  mag- 
azine Veranda,  an  Atlanta  bimonthly,  for 
an  estimated  $50  million.  And  back  in 
April,  Hearst's  smashing  two-year-old 
partnership  with  Oprah  Winfrey,  O,  The 
Oprah  Magazine,  introduced  its  first 
overseas  edition,  in  South  Africa. 

Now  that  regulators  are  expected  to 
loosen  rules  on  how  many  TV  stations  a 
company  may  own,  Hearst,  through  its 
66%  stake  in  public  company  Hearst-Ar- 
gyle  Television  Inc.,  has  begun  scouting 
for  acquisitions,  especially  in  the  12  cities 
where  it  publishes  its  dailies.  Hearst 
made  an  unusual  foray  into  public 
markets  back  in  1997  by  merging  its 
TV  stations  with  Argyle.  "The  only  way 
to  grow  was  with  the  public  currency," 
explains  Bennack.  A  year  later,  it  would 
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NEWSPAPERS 

Owns  12  dailies,  including  the  Hous- 
ton Chronicle,  San  Francisco  Chroni- 
cle, Seattle  Post-Intelligencer,  and 
Midland  (Tex.)  Reporter-Telegram. 


ENTERTAINMENT 

Has  a  20%  stake  in  ESPN,  a 
37.5%  stake  in     ^ati^mamma^m 
A&E,  and  50%  IP"!  I 

of  Lifetime  cable  mm^^m     ■  ■ 
networks.  Also  owns  King  Features 
Syndicate. 

INTERACTIVE 

Owns  drugstore.com,  genealogy.com, 
and  a  30%  stake  in  iVillage.com. 

BUSINESS  MEDIA 

Owns  20  business-to-business  servic- 
es and  databases,  including  inventory 
service  Stocknet. 

Data:  BusinessWeek 
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buy  the  ty  and  radio 
station  holdings  of 
Pulitzer  Inc.  for  $1.7 
billion,  expanding  its 
number  of  stations  by 
40%.  to  24.  "We  joked 
with  the  Pulitzer  ex- 
ecutives that  all  was 
forgiven  from  the 
days  of  the  Hearst- 
Pulitzer  newspaper 
wars  in  New  York." 
says  Bennack,  who  be- 
came publisher  of 
Hearst's  San  Antonio 
Light  at  34.  Even 
though  Hearst-Argyle. 
which  now  has  27  sta- 
tions, was  hard-hit  by 
the  ad  recession  last 
year — revenues  fell 
14%,  to  $642  million- 
Wall  Street  is  still 
bullish  about  the  company's  prospects. 

Hearst  may  be  known  best  for 
newspapers  and  magazines.  But  today 
about  40%  of  aftertax  cash  flow  comes 
from  its  entertainment  and  syndication 
business,  mostly  its  cable  channels.  In 
1981,  Bennack  made  a  shrewd  move: 
launching  the  precursors  to  today's  Life- 
time and  a&e  Networks,  both  in  part- 
nership with  abc.  The  channels  lost  $50 


A  NEW  ERA: 

Proposed  Hea  rst 
HQ  to  be  completed 
in  200,6 

deals.  Hearst — whose 
name  was  once  syn- 
onymous with  Big 
Media — is  small  com- 
pared with  today's  gi- 
ants. Its  $5  billion  in 
annual  revenues  is 
slightly  higher  than 
those  of  just  the  mu- 
sic unit  of  $38  billion 
aol  Time  Warner  Inc. 
Would  Ganzi  ever  do 
a  whopper  deal  to 
give  Hearst  that  kind 
of  heft?  Ganzi  says  he 
sees  no  need  to  do  so 
currently  but  adds 
that  nothing  in  wrh's 
will  prohibits  the  sale  of  the  company. 
"We  debate  this  issue  a  lot:  Do  you 
have  to  get  bigger  or  get  out?"  says 
Austin  Hearst,  a  Hearst  executive, 
board  member,  and  wrh's  grandson. 
"The  answer  is  probably  yes,  but,  re- 
member, the  dinosaurs  were  around  for 
200  million  years." 

A  Stone  Age  fossil,  certainly  not,  but 
Hearst  has  a  reputation  for  sometimes 


newspaper,  and  TV-station  busim 
says  Quadrangle's  Rattner.  "Bes 
every  day  we  have  seen  that  the  i 
of  scale  are  overblown."  And 
most  media  companies,  which  are  p 
Hearst's  private  ownership  status 
it  flexibility.  Says  Cathleen  P.  Blac 
president  of  Hearst  Magazines  Div. 
can  look  at  businesses  that  public 
panies  can't  because  they'd  just  ge 
beat  up  on  Wall  Street." 

Perhaps  Hearst's  most  idiosyn< 
feature  is  its  structure.  The  corpoi 
is  owned  by  the  Hearst  Family  1 
overseen  by  a   13-member  boai 
trustees.  In  his  will,  wrh  stipulated 
only  five  family  members  should 
as  trustees,  who  are  appointed  foi   I 
Bennack  and  Ganzi  are  both  tru^ 
Hearst  Corp.  has  its  own  board,  * 
seeing  the  day-to-day  operations  « 
units.  Seven  family  members  now 
on  the  20-person  corporate  board, 
trust  will  expire  with  the  death  o 
last  family  member  born  before 
died.  That  could  take  40  more 
At  that  time,  Hearst  heirs  will  own 
company's  shares  outright. 

The  boards  meet  quarterly  and  < 
more  frequently,  depending  on  dea 
business  decisions.  Family  members 
18,  who  reap  the  profits,  get  financi 
formation  on  a  quarterly  basis,  and 
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Does  Ganzi  need  to  do  a  whopper  deal  to  give  Hearst  big-time  \ 
issue  a  lot,"  says  executive  Austin  Hearst.  "Do  you  have  to  get  bi 


million  between  them  in  the  first  years 
but  now  are  some  of  the  hottest  prop- 
erties on  TV.  Hearst's  50%  stake  in 
No.  1-rated  Lifetime  is  estimated  at 
more  than  S2.5  billion,  and  its  37.5% 
stake  in  the  a&E  is  valued  at  more  than 
$1.8  billion,  according  to  consultancy 
Kagan  World  Media. 

Bennack's  best  bet  in  cable  turned 
out  to  be  his  1990  purchase  of  RJR 
Nabisco's  20%  stake  in  espn — at  the 
time  still  a  fledgling  cable  sports  channel. 
Bennack  paid  about  $160  million  for  the 
stake.  Today,  it's  worth  an  estimated  $4 
billion.  "Frank  Bennack  made  a  lot  of 
Hearsts  even  wealthier.  Think  about 
that,"  says  Disney  board  member 
Thomas  S.  Murphy,  the  retired  chair- 
man of  then-Capital  Cities/ABC  Inc.  (abc 
owns  80%  of  ESPN.)  Hearst  still  has  the 
cable  bug:  On  July  1,  it  plans  to  launch 
Cosmopolitan  channel,  tied  to  the  popu- 
lar women's  magazine,  in  Latin  America, 
with  5  million  households  signed  on.  The 
U.S.  could  be  next. 

Still,  for  all  its  dynamic  launches  and 


being  too  plodding.  "Let's  put  it  this 
way,"  says  one  publishing  executive. 
"Hearst  "is  the  U.  S.  Post  Office,  and 
[Xewhouse  family-owned  magazine  pub- 
lisher] Conde  Nast  is  FedEx.  Hearst 
licks  that  stamp,  and  sooner  or  later  it'll 
get  there."  On  the  other  hand,  Conde 
Nast  is  far  less  prof- 
itable. Another  ex- 
ecutive says  Hearst 
has  missed  opportu- 
nities by  being  over- 
ly conservative.  "It 
tests  a  product, 
tests  it  again,  and 
then  tests  one  more 
time,"  he  says. 
"Then  it  decides  it's 
a  business  it  should 
not  go  into." 

Some  dismiss  the 
criticisms,  particu- 
larly those  about 
size.  "Hearst  is  def- 
initely a  scale  play- 
er in  the  magazine, 


HOW  THE  CASH  FLOWS 
AT  HEARST 

Estimated  annual  aftertax  cash  flou- 
ts $700  million.  This  is  how  it  breaks 
down  by  business:  immmi„ 

BUSINESS    OTHER  I  SYNDICATION 

BROADCASTING    MEDIA  (CABLE  PROGRAMMING) 


... 


0 


MAGAZINES 


Data:  BusinessWeek 


nack  and  Ganzi  say  they  stay  in  t» 
regularly  to  answer  any  questions, 
oldest  living  heir,  wrh's  grandson  Ge 
Randolph  Hearst  Jr.,  74,  is  the  bi 
chairman.  Only  six  family  members  t 
in  Hearst  businesses.  They  inc 
George's  son,  George  III,  46,  assa  i 
publisher  of  the 
bany  (N.Y.)  Ti 
Union;  his  bfl 
Stephen,  45. 
oversees  Heai  i 
real  estate  op- 
tions from  Califra 
and  one  of  Pat 
sisters,  Anne  F 
dolph  Hearst,  4 
contributor  to  I 
&  Country. 

The  Hearst  C 
as    accountable  j 
the  heirs  as  a  c 
executive  of  a  pi 
company   is  to 
shareholders. 
Bennack 
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family  member,  spouse,  kid,  and 
lore.  "We  spend  the  time  we 
be  talking  to  analysts  talking  to 
mily,"  says  the  press-shy  Ben- 
Even   for  a   private   company, 

has  been  extraordinarily  guarded 
releasing  financial  information.  "I 
ven  get  a  courtesy  return  phone 
s  Ed  Atorino,  an  analyst  at 
•k  &  Partners  who  covers  Hearst's 
competitors. 

tigs  haven't  always  been  simpatico 
.1  the  heirs.  Following  the  spinout 
TV  stations,  three  grandchildren 
;o  court  in  1998  to  determine  if 
>uld  be  disinherited  if  they  filed  a 

complaining  about  certain  proce- 
at  the  company.  William  Randolph 

II  and  his  sisters  Deborah  Hearst 
nd  Joanne  Hearst  Castro  com- 

they  weren't  given  enough  ac- 

financial  records  or  enough  say  in 
[-making.  A  judge  ruled  they  could 
only  certain  kinds  of  complaints 
it  being  disinherited.  The  three 
sued.  Their  lawyer,  John  A.  Stur- 
declined  to  comment  but  did  say 

subsequently  increased  its  pay- 
to  heirs.   A  Hearst  spokeswoman 
iividends  have  been  raised   for 
Says  William  "Will"  Randolph 
;  III,  53,  a  board  member  and 

at  venture-capital  firm  Kleiner 

lebate  this 
it  out?" 

Caufield    &  Byers: 
very  public  complaints 
vexing  for  Frank.  It 
im.  This  was  squeaky- 
activity  from  one  part 
family." 

lore  troubling  chap- 
Bennack's   career 
earst's  purchase  of 
n  Francisco  Chron- 
ts  rival,  the  San 
isco     Examiner, 
■een  the  company's 
But  Hearst  want- 
ler  to  sell  or  shutter 
taminer  and  buy  the 
Chronicle  instead.  By 
it  had  a  deal,  but  an 
ist  suit  led  to  a  trial 
nbarrassing  revelations 
Examiner    publisher 

hy  White  

sed 
isco 


able  coverage  if  he  supported  the  Chron- 
icle's sale  to  Hearst.  The  company  ended 
up  having  to  subsidize  local  publishers  to 
the  tune  of  $66  million  over  three  years 
to  run  the  Examiner,  effectively  raising 
the  Chronicle's  price  to  $726  million. 

One  high-profile  project  Bennack  re- 
fused to  prop  up:  Talk,  the  celebrity  mag- 
azine edited  by  Tina  Brown.  Hearst's  de- 
cision to  pull  out  of  its  50-50  Talk 
partnership  with  Disney's  Miramax  Films 
Inc.  unit  led  to  the  title's  demise  in  Jan- 
uary after  2)4  years  of  losses,  estimated  to 
be  about  $20  million  for  Hearst.  "Not 
everything  works,"  says  Bennack.  "I  have 
great  respect  for  Tina  and  our  partners 
at  Miramax,  and  we  don't  like  stopping 
publications — but  there  were  no  cost  ben- 
efits to  continue."  Bennack  blames  Talk's 
troubles  on  a  combination  of  factors,  in- 
cluding the  advertising  recession  that  got 
worse  after  September  11. 

Another  money-loser  for  Hearst  has 
been  the  Internet,  although  the 
company  wasn't  nearly  as  zealous  about 
cyberspace  as  some  of  its  media 
brethren.  Bennack  says  Hearst's 
Internet  investments  are  still  running  a 
loss,  but  it  did  make 
several  good  bets, 
buying  big  stakes 
in  Netscape 
Communica- 
tions, broad- 
cast.com,  and 
Exodus  Com- 
munications, 
and  selling  before 
the  Net  bubble 


burst.  Ganzi  says  the  Internet  will  still 
be  an  "essential  piece  of  our  business." 
Who  helps  Ganzi  with  those  business- 
es— with  his  choice  for  deputy  still  un- 
decided? Names  emerging  so  far  include 
magazine  division  chief  Black,  who  is  a 
former  publisher  of  Gannett's  USA  To- 
day, and  newspaper  division  exec  Steven 
Swartz,  40,  ex-editor/CEO  of  SmartMoney 
magazine.  Ganzi  says  he's  in  no  rush, 
noting  that  Bennack  was  in  his  CEOJob 
for  six  years  before  he  appointed  a  chief 
operating  officer.  "For  people  that  have  a 
chip  down  on  this,  they  are  going  to 
have  lots  of  time  to  chat  in  the  hall- 
ways," says  Black. 

So  what  would  legendary  William 
Randolph  Hearst  think  of  his  company 
today?  It  was  always  wrh's  goal  to  be 
more  than  just  a  newspaper  company, 
and  Bennack  "followed  in  that  direction 
by  believing  information  should  be  con- 
veyed in  a  variety  of  formats,"  says 
David  Nasaw,  a  historian  and  author  of 
the  biography  The  Chief:  The  Life  of 
William  Randolph  Hearst,  published  in 
2000.  "The  Chief  created  a  media  com- 
pany like  a  wheel,  where  the  center  was 
print  and  spokes  branched  off  in 
a  variety  of  directions  and 
formats.  Frank  didn't  be- 
tray that  direction  a  bit." 
Now  it  falls  to  Victor 
Ganzi  to  navigate  be- 
tween the  demands  of 
the  past  and  the  pull  of 
the  future.  ■ 


San 

May- 

iVillie      L. 

Jr.  favor- 


BLACK:  A 

contender 
for  the 
No.  2  spot? 
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GOLD 


THE    BEST   PRODU 


OF  THE  YEAR 


FORD 
THUNDERBIRD 

Designers: 
Ford  Motor 
The  two-seat 
roadster  is  a 


modern  rendition 
of  the  1950s 
original  classic.  It 
has  a  removable 
top  with  porthole 
windows.  $35,495 


Every  business  cycle  weeds  out  the  old,  breaks 
down  the  established  order,  and  opens  the 
way  for  innovation.  The  Industrial  Design  Ex- 
cellence Awards  (IDEA)  for  2002  shows  that 
this  most  recent  cycle  is  no  different.  Given  by  the  In- 
dustrial Designers  Society  of  America  and  sponsored 
by  BusinessWeek,  the  IDEA  winners  this  year  reflect 
major  changes  on  the  design  scene.  The  results?  A  sur- 
prising number  of  Asian  companies  are  emerging  as 
design  innovators.  The  hierarchy  of  the  design  industry 
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is  being  shaken  as  smaller  firms  muscle  their 
the  top  tier.  Perhaps  of  most  significance,  the 
ic  sensibility  of  American  culture  is  shifting. 
Many  of  the  award-winning  products  this 
year  appear  to  be  reflecting  a  more  sober, 
post-September  11,  security-conscious  so- 
ciety. The  rounded,  biomorphic,  soft  shapes 
and  translucent  plastic  see-through  open- 
ness that  defined  so  many  products  in  the  19901 
What's  in  is  a  new  modernism  of  sharp  edges,  ti 


{SIGNS 


ners,  and  straight  lines.  Colors  are  darker,  packaging 
more  opaque.  If  '90s  product  design  reflected  a  female 
organic  sensibility,  today's  is  distinctly  harder,  edgier, 
more  military,  more  male.  Awards  went  to  the  black,  an- 
gular IBM  Net  Vista  flat-panel  PC  that  is  suspended  in  the 
air  by  an  articulated  arm;  black  and  white  body  armor 
for  Lacrosse  (page  92);  and  a  mouse  that  is 
metallic  and  all  edges  (page  89).  The  tougher 
sensibility  is  evident  even  in  boat  styling.  One 
winner  is  a  jet-powered,  aluminum-hulled  cata- 
maran. Resembling  a  Marine  Corps  landing 
craft,  it's  the  Hummer  of  pleasure  boats 
(page  86).  The  military  itself  is  paying 
more  attention  to  design.  The  award-win- 
ning, battle-hardened  Command  Con- 
sole (page  89)  is  a  great  example. 

Just  as  people  flock  to  movies  in 
stressful  times,  they  also  appear 
hungry  for  consumer  products  to 
make  their  lives  not  only  easier  but  also  more 

fun.  An  exceptional  number  of  consumer  prod- 
ucts won  awards  in  2002.  Some,  like  the  jazzy 
Ford  Thunderbird,  harken  back  to  golden 
years.  Others— such  as  the  BMW-designed 
Streetcarver  skateboard  and  the  Bearhug 
snowshoe  binding  by  Helix  Design — reinvent  familiar 
products  for  the  better.  This  is  also  true  of  Dil- 

SILVER 


2  002 


% 


STREETCARVER 

Designer:  BMW 
New  steering, 
suspension,  and 
axle  designs  let 


this  skateboard 
ride  like  a 
surfboard  or 
snowboard. 
$499 


IBM 

NET  VISTA 

X41  PC 

Designer:  IBM 
and  Richard 
Sapper,  Italy 
It  doesn  't  have 
a  desktop 
footprint,  since 
it  clamps  on. 
Controls  and 
DVD  player 
descend  from 
a  hidden  bay. 
$1,499 
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A 

IPOD  MP3 

MUSIC 

PLAYER 

Designer: 

Apple  Computer 

A  scroll  wheel 

lets  people  get 

to  songs  fast. 

$399 

BusinessWeek  online 


For  a  complete  list  of  all  the  win- 
ning products  and  designers,  go 
to  the  July  8th  issue  online  at 
www.businessweek.com. 


bert's  Ultimate  Cubicle,  Palo  Alto  (Calif. )-based  IDEO's 
playful  thinking  about  how  to  make  office  cubicles  more 
livable. 

Awards  went  to  super-high-tech  consumer  products  as 
well.  Apple  Computer's  iPodyMP3  music  player  is  the  first 
to  hold  1,000  songs,  have  5  gigabytes  of  data,  and  weigh 
6.5  ounces.  Hewlett-Packard,  with  help  from  New  York 
City-based  Smart  Design,  made  digital  photography  easi- 
er by  junking  the  PC.  Its  award-winnmg  Photosmart  100 
printer  works  directly  with  digital  cameras. 

Then  there's  the  Spyfish,  a  miniature  remote-controlled 
submarine  for  exploring  reefs  that  won  an  IDEA  (page  92). 
So  did  the  Segway  Human  Transporter  (page  86).  A  radi- 
cal low-tech  breakthrough  is  the  OXO  measuring  cup — 
you  measure  by  looking  into  it. 

There  were  lots  of  surprises  this  year.  Samsung  tied  Ap- 
ple for  most  prizes  won  (five).  The  South  Korean  compa- 
ny is  becoming  a  design  powerhouse  on  the  world 

—  scene  (page  88).  IDEO  continued  to  dominate 
the  industry,  but  Smart  Design  came  on  strong. 
Boston-based  Design  Continuum  snagged  the  first  Catalyst 
Award  for  the  greatest  bottom-line  impact  of  an  IDEA  winner 
(page  94). 

A  surprising  number  of  architects  won  awards.  Rem  Kool- 
haas teamed  up  with  IDEO  to  win  two  for  Prada,  while  David 
Rockwell  won  two  for  his  hotels. 

In  2002,  there  were  1,265  entries  from  around  the  world,  in- 
cluding many  from  Korea,  Japan,  Malaysia,  Turkey,  Germany, 
Switzerland,  Hong  Kong,  Britain,  France,  the  Netherlands,  Tai- 
wan, Denmark,  Ireland,  Northern  Ireland,  and  Canada.  The 
174  winners  took  in  41  golds,  60  silvers,  and  73  bronzes. 

Check  out  the  following  pages  for  more  great  designs. 

By  Bruce  Nussbaum  in  New  York 
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WINNERS  FOR  2002... 

Here  are  many  of  the  winners  of  the  Industrial  Design  Excellence  Awards: 


DESIGN  FIRMS 


AWARDS 

GOLD    SILVER  BRONZE  TOTAL 


IDEO 

3 

7 

4 

14 

SMART  DESIGN 

2 

4 

1 

7 

DESIGN  CONTINUUM 

1 

3 

2 

6 

ALTITUDE 

3 

1 

4 

ECCO  DESIGN 

3 

3 

INSIGHT  PRODUCTDEV. 

1 

2 

3 

LUNAR  DESIGN 

1 

2 

3 

©RADICAL. MEDIA 

2 

2 

BIG  DESIGN 


84  BusinessWeek  /  July  8.  2002 


CORPORATIONS 


AWARDS 

GOLD  SILVER  BRONZE  TOTAL 


APPLE  COMPUTER 

4 

1 

5 

SAMSUNG 

1 

3 

1 

5 

STEELCASE 

1 

3 

4 

IBM 

3 

3 

0X0  INT'L 

2 

1 

3 

AT.  CROSS  PEN 

1 

1 

2 

BATELLE  HEALTH  CARE  PRODUCTS 

2 

2 

BELKIN  COMPONENTS 

1 

1 

2 

BENQ  CORP. 


PRADA 


AWAR> 

GOLD  SILVER 


BOZART 

1 

1 

DELL  COMPUTER 

1 

1 

FISHER-PRICE 

2 

H2EYE  INT'L  LTD. 

1 

1 

HANDSPRING 

1 

1 

HERMAN  MILLER 

2 

MICROSOFT 

2 

NISSAN 

2 

SILVER 

oxo 

MEASURING 
CUPS 

Designers:  Smart 
Design  and  Bang 
Zoom  Design 
Forget  bending 
down  or  lifting  a 
cup  to  measure  the 
sugar.  Just  peer 
into  it.  $5.99 


BRONZE 


BEARHUG  once  this  binding  $249.50, 

BINDING  is  fltted  to  the  with  Tubbs 

Designer:  boot,  it's  easy  to  snowshoes 

Helix  Design  step  in  and  out. 


BRONZE 


HEWLETT- 
PACKARD 
PHOTOSMART 
100  PRINTER 

Designer: 
Smart  Design 
Eliminating  the 
computer,  it  prints 


4x6  photos 
directly  from 
digital  cameras. 
It  accepts 
CompactFlash. 
Memory  Stick, 
and  SmartMedia 
cards.  $179.99 


...AND  OVER  FIVE  YEARS 

Year  after  year,  some  design  firms  and  corporations  win: 


M  FIRMS 


AWARDS 

1998-2001     2002        TOTAL 


CORPORATIONS 


AWARDS 

1998-2001     2002       TOTAL 


AWARDS 


1998-2001    2002       TOTAL 


34 

14 

48 

SIGN 

21 

1 

22 

:sign 

15 

O 

15 

*AM 

15 

0 

15 

LAZAR  BELL 

14 

0 

14 

DESIGN 

11 

3 

14 

)ESIGN 

7 

7 

14 

CONTINUUM 

6 

6 

12 

E 

7 

4 

11 

10 

1 

11 

APPLE 

12 

5 

17 

SAMSUNG 

12 

5 

17 

IBM 

11 

3 

14 

MICROSOFT 

9 

2 

11 

FISHER-PRICE 

8 

2 

10 

HEWLETT-PACKARD 

9 

1 

10 

STEELCASE 

6 

4 

10 

BLACK  &  DECKER 

8 

1 

9 

COMPAQ 

8 

1 

9 

NIKE 

8 

1 

9 

OXO  INTERNATIONAL 

6 

3 

9 

PHILIPS  DESIGN 

9 

O 

9 

MOTOROLA 

7 

1 

8 

HERMAN  MILLER 

5 

2 

7 

SYMBOL  TECHNOLOGIES 

7 

O 

7 

STANLEY  WORKS 

6 

1 

10 


11 


Data:  Industrial  Designers  S       t  of  America 
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SILVER 

J3200 
CATAMARAN 

Designer: 
Moose  Boats 
A  fast,  v 

shallow-draft, 
rugged  boat. 
$394,000 


Zippy  Transport 
For  City  and  Surf 


• 

- 

.,-....■ 

\  a 

HI 

z 
o 


0£ 
O 
Q. 
</) 

Z 
< 


There  are  all  kinds  of  ways  to  travel.  The  Segway  Human  Transporter, 
designed  by  Dean  Kamen,  is  one  of  the  most  hyped 
prototype  products  of  our  era.  The  device  combines  breakthroughs  in 
self-balancing  gyroscopes  and  electronics  to  create  a  battery-powered  urban 
person-mover.  Lean  forward,  and  it  moves  forward.  Lean  back,  and  it 
brakes.  The  interface  on  its  LCD  screen  is  a  friendly  human  face.  The  bat- 
tery packs  are  recyclable.  The  80-lb.  Segway  will  be  on  sale  in  late  2002. 
Already  available  in  the  market  for  much  less  is  the  electric-powered 
Xootr  Scooter.  Lunar  Design  came  up  with  a 
19.8-lb  personal-transportation  vehicle  with  a  low, 
slim  deck  that  houses  the  batteries  and  a  small, 
rear-mounted  motor.  Aimed  at  the  same  urban/suburban  com- 
muting population  as  the  Segway,  the  Xootr  folds  easily  and  can 
stow  under  bus  or  train  seats.  Recharges  in  75  minutes.  It  can 
accelerate  from  0  mph  to  12  mph  in  5  seconds.  Wow! 
The  J3200  Catamaran  is  a  complete  redesign  of  30-foot 
pleasure  boats.  It's  a  fast  yet  stable  and  tough-looking  boat  that 
doesn't  use  traditional  materials.  This  is  the  first  time  alu- 
minum has  been  used  in  this  class  of  boat.  Turbo-diesel 
engines  drive  water  jets.  No  propellers. 


XOOTR  X3 
ELECTRIC 
SCOOTER 

Designer:  Lunar 
Design  and  Nova 
Cruz  Products 
Range:  12  miles. 
Speed:  1 7  mph. 
$799 
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Rockwell  Group  transformed  a  building  put  up  in  1911 
into  an  elegant  W  Hotel  for  the  Starwood  hotel  chain. 
The  Guardian  Life  Building  in  New  York  reflected 
the  French  architectural  style  of  the  late  19th  century  when  it 
was  constructed,  and  Rockwell  built  on  these  features. 

I  DEO  researched  the  habits  of  Prada  shoppers  and  found 
they  spent  hours  with  their  personal  store  staffers.  The  dress- 
ing room  maximizes  the  time  spent  together.  An  interactive 
closet  reads  RF  (radio  frequency)  tags  on  clothes,  providing  in- 
formation on  a  nearby  flat  touch  screen  on  size  and  color 
availability  and  possible  accessories.  The  room's  transparent  glass  doors 
can  be  made  opaque  for  privacy.  This  store  breaks  the  mold. 

Apple  Computer  had  to  build  stores  fast  when  it  decided  to  roll  out 

27  of  them  recently.  With  Eight  Inc.'s 
help,  Apple  succeeded  in  communicat- 
ing its  unique  product-design  language 
in  large  commercial  spaces.  The  Apple 
stores  project  a  digital  lifestyle,  not  a 
buy-the-box  atmosphere.  Clean  lines, 
wood,  and  glass  all  project  a  cool 
Apple  image. 
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SILVER 


PRADA 

DRESSING 

ROOM 

Designers:  IDEO, 
UK;  OMA/AMO, 
the  Netherlands; 
KPT;  Prada,  Italy 
A  "magic 
mirror"  displays 
a  back  view  of 
the  customer 
trying  on  clothes. 


m 

GOLD 

V 

APPLE 

Each  store  has 

COMPUTER 

a  Genius  Bar 

RETAIL 

where  resident 

STORES 

gurus  answer 

Designers:  Eight 

computer  and 

Inc;  Gensler; 

software 

Apple  Computer 

questions. 

SILVER 

W  UNION 
SQUARE 
HOTEL 

Designer: 
Rockwell  Group 
A  grand 
staircase  runs 
from  the  lobby 
to  a  restored 
ballroom  that 
overlooks  a  park. 
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These    five    winners 
for    2002    and    a 
total    of    17   since 
1998  have  made  Samsung 
a  global  power  in  product 
design.   Samsung's 
15-  and  17-inch  LCD 
flat-panel  TV  monitor  has  a  detachable  stand 

and  can  be  mounted  on  a  wall  or  hung  from  a  ceiling.  The  speakers  can 
be  detached,  and  the  controls  are  hidden  away. 

The  Family  Doctor  is  Samsung's  vision  of  a  home  health  diagnostic  kit. 
A  person  would  swallow  a  small  high-tech  pill  that  examines  internal 
organs.  The  rest  of  the  device  monitors  the  results,  feeding  data  back  to 
a  physician. 

Samsung  deliberately  appealed  to  the  fashion  sense  of  trendy,  young, 
upscale  females  in  designing  its  thin  DVD  player.  The  DVD-L100  portable 
player  has  an  elegant  simplicity  and  is  less  than  an  inch  thick. 

Another  futuristic  concept  is  the  Smart  Cooker.  A  cooking  pad  is 
stored   inside  the  unit  and  unrolled  when   needed.  A 
touch  screen  connects  to  the  Net,  allowing 
recipes  and  cooking  times  to  be  downloaded. 

■  gold 


L  V  E  F| 


A      IS"  17" 

SYNCMAS 
LCD  TV 
MONITOR 

Designers:  5a  j 
U.K.  and  Konj 
The  LCD 
HDTV-compa] 
and  can  be , 

3  .'.3        55. t 


<      THE  FAMILY 
DOCTOR 


_es  g-5- 
Samsung 


Samsung's  s.;a   :.;  ^g  a 

vision  of  home  "smart"  pill  and 

diagnostics  is  relaying  data 

based  on  to  the  doctor. 
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BRONZE 


>      SMART  A  sensor  a  :.\  ~g  :~e  c 

COOKER  would  measure  to  adjust  the 

Designer:  cholesterol,  fat.  recipe  for  the 

Samsung  and  taste.  healthiest  mix. 
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Data 

On  the  Fly 


HANDSPRING 
TREO 

Designer:  IDEO 
and  Handspring 
The  functions  fit 
into  a  compact 
flip-top  form 
that  is  easy  to 
use  and  great  to 
look  at.  $249 


CO 
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Q. 
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he  Command  Console  computer      ^ 

is  designed  to  operate  in  the  new 

digital  combat  zone.  It  can  be  de- 
ployed  quickly,   is  ultraslim  and   light,   and 
has  a  liquid-crystal-display  touch  screen  and  a 
backlit  keyboard,  good  for  use  with  night-vision 
goggles.    It  employs  off-the-shelf  commercial   electronic  components, 
making  it  easy  to  get  spare  parts  almost  anywhere  in  the  world. 

Logitech  International's  MouseMan  Traveler  is  designed  for  business- 
people  on  the  road,  folks  with  small  offices,  or  those  who  use  notebook 
computers.  The  MouseMan  has  hard  edges  and  an  aluminum  covering. 
"The  TREO  does  it  all — it's  a  cell  phone,  PDA,  and  Web  browser  with 
e-mail  and  SMS  messaging,"  says  IDEA  juror,  Jack  Beduhn.  It  also 
can  come  with  a  full  QWERTY  keyboard.  The  iMac  pioneered  the  big  shift 
in  computers,  moving  the  focus  away  from  the  box  to  the  screen  itself. 
The  15-inch  LCD  flat-panel  m 
display  attaches  to  an  arm, 
letting  people  move  the 
screen  to  their  own  eye  lev- 
el. The  hemispherical  com- 
puter base  makes  it  easy  to 
connect  the  iMac  to  digital 
cameras,  printers,  scanners, 
joysticks,  and  the  iPod. 


BRONZE 


MOUSEMAN 
TRAVELER 

Designer: 
Design  Partners, 
Ireland 
It's  smaller 
than  the 
average  mouse 
but  does  all 
the  things 
mice  do. 
$49.95 


BRONZE 


COMMAND 
CONSOLE 

Designer:  Vladmir 
Rogov  and  Z 
Microsystems 


This  computer  is 
designed 
for  soldiers  in 
battle  gear  to 
operate.  $6,000 


GOLD 


IMAC 

Designer: 
Apple  Computer 
It's  a  dazzling 
new  shape  for 
the  digital  era. 
$1299-$1799 
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IBM  PCs  use  genuine  Microsoft  Windows 

www.microsoft.com/piracy/howtotell 
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somewhere  between  surrealism  and  cubo-futurisn 

Lisa  Dennison,  Chief  Curator,  Guggenheim  Museum,  New  York  Cii- 
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An  optional  portable  1GB  hard  drive  that  fits  in  the  palm  of  your 
hand.  A  high-resolution  screen  that  lets  you  see  things  as  they 
are.  Intelligent  design.  It's  just  one  of  the  reasons  why  some  of 
the  world's  most  successful  people  choose  ThinkPad'  notebook 
computers.  Select  models  feature  a  Mobile  Intel'  Pentium'  4 
Processor-M  for  outstanding  performance  and  mobility.  Call 
1.877.thinkpad  or  visit  ibm.com/thinkpad/think 


ThinkPad       Where  do  you  do  your  best  thinking? 


GOLD 

STX  IGNITOR 
PROTECTION 
GEAR 

Designer: 
Priority  Designs 
Lightweight,  cool, 
flexible,  padded 
protection  for 
lacrosse  athletes. 
$250 


Making  Play 
Easy-and  Stylish 


5 

CO 

Z 

o 
o 


Get  set  for  body  armor  for  sports. 
The  STX  Ignitor  Protection  Col- 
lection uses  foam  technology  to 
create  a  system  of  flexible  pads  and 
gloves  for  lacrosse  athletes.  Player  re- 
search led  to  gear  that  provides  both  the 
needed  mobility  and  protection.  Previous  padding  was  heavy  and  hot. 

The  Spyfish  miniature  remote-controlled  sub  has  two  video  cameras, 
lights,  a  500-foot  cable  line,  and  a  display  screen  to  show  live  images  of 
the  mysteries  of  the  sea  to  people  wanting  to  stay  dry.  A 
wireless  remote  allows  one-handed  control.  Summer  fun. 

As  is  drinking  wine.  The  Wine  Celebration  Funnel  has  a 
stylish  art  deco  design  and  also  aerates  wine  (in  case  you 
forget  to  open  the  bottle  an  hour  before  the  steaks  are 
ready  on  the  grill). 

The  Talkabout  T4300  Series  is  Motorola  Inc.'s  least  ex- 
pensive consumer  two-way  radio.  The  big  "talk"  button  con- 
trol right  in  the  middle  of  the  device  makes  it  easy  to  use 
for  kids — and  adults.  Good  for  hiking  canyons  or  Disneyland. 


SILVER 


SPYFISH  STV 
SUBMARINE 

Designer:  IDEO, 
U.S.  and  U.K.; 
H2Eye,  U.K. 
A  sleek  microsub 
can  reveal  the 
deep  sea.  $14,900 


BRONZE 


WINE 

CELEBRATIO 

FUNNEL 

Designer:  Royal 
Selangor,  Malayr 
It  diverts  the 
wine  to  the  side 
cushioning  it.  $ 
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[MAW-HILL  education 

ANDARD  &  POOR'S 

BUSINESSWEEK 


SHOWED  HER  HOW  A  BUILDING  IS  MADE. 
SHOWED  HER  HOW  A  COMPANY'S  FUTURE  IS  MADE. 
SHOWED  HER  HOW  A  REPUTATION  IS  MADE. 


McGraw-Hill  Companies 


nee  to  business  and  education  to  almost 
;  provides  information  the 


www.mcgraw  lv 


STANDARD 
i  POOR'S 


platts 


AviATION^WfeEK 


McGraw  Hill 
CONSTRUCTION 
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WARD 
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PRADA  STAFF 
DEVICE 

Designer:  IDEO, 
UK;  OMA/AMO, 
the  Netherlands; 
Prada,  Italy 
Accesses  customer 
preferences,  sizes, 
what's  in  stock. 


T 


Tech  Turns  Up 
In  Unlikely  Places 


>- 
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o 
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GOLD 


SENSEWEAR 
PRO 

ARMBAND 
MONITOR 

Designer: 
BodyMedia  and 
K-Development 
Collects  data  on 
sleep  quality, 
caloric  burn,  and 
activity.  $995 


Technology  isn't  only  confined  to  computers.  Prada  has  decided  that 
high  tech  can  enhance  the  high-end  customer  experience.  The 
Prada  Staff  Device  is  a  portable  scanner  that  personal 
dressers  carry  with  them  as  they  shop  with  customers.  It  gives  the 
staff  access  to  data  on  shoppers'  clothes  preferences 
and  sizes  and  shows  what's  in  stock.  The  device  also 
controls  in-store  screens  showing  videos  of 
models  wearing  clothes  the  customer  might 
want.  The  device  is  light,  simple  to  use,  and  easy 
to  read.    Linked  to  a  shared  software  base  with   radio 
frequency  (RF)  tags  on  clothes  and  Customer  Cards,  it  creates  a 
new  shopping  experience  for  Prada. 

SenseWear  Pro  Armband  collects  clinically  accurate  data  on  everyday 
sleep  quality,  caloric  burn,  and  activity  levels.  This  helps  doctors  and 
researchers  deal  with  patient  insomnia,  obesity,  and  weight  gain.  Body- 
Media  Inc.  repacked  several  sensors  into  one  easy-to-wear  armband. 

New  Holland  designed  a  more  efficient,  comfortable  combine  that  can 
cut  a  broad,  42-foot  swath  of  wheat.  Smart  ergonomics  helps  farmers  who 
spend  long  hours  in  the  cab  during  the  harvest.  A  global  positioning 
system  and  monitors  keep  the  combine  moving  straight.  A  deck  behind 
the  seat  provides  a  perch  for  the  dog — and  for  food,  water,  and  clothing. 


CATALYST 


AWARD 


The  Aspect  Medical  Systems  A-2000  Monitor, 
which  anesthesiologists  use  to  measure  patient 
consciousness,  is  the  winner  of  the  new  annual  Desifn 
&  Business  Catalyst  Award.  Sponsored  by  the  Industrial 
Designers  Society  of  America  and  BusinessWeek,  the 
Catalyst  award  is  given  in  recognition  of  the  business 
success  of  IDEA  winners. 

Design  Continuum  researched  the  behavior  of 
nurses  and  doctors  at  Massachusetts  General  Hospi- 
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tal  to  design  a  small,  easy-to-use  monitor  that  tracks 
the  effects  of  anesthesia  on  the  brain.  The  device, 
which  weighs  three  pounds,  warns  if  patients  are 
about  to  regain  consciousness  and  allows  for  more 
precise — and  often  lower — doses  of  anesthetics. 

The  monitor  won  a  bronze  IDEA  in  1999,  and  its 
marketplace  success  was  a  key  factor  in  Aspect 
Medical  Systems' 
decision  to  go  public 
in  January,  2000, 
when  financing  was 
beginning  to  get 
tight. 


G  O  L 


NEW 
HOLI 

COMBII 

Designer 
Integrate! 
and  Rou:[ 
Industrie! 
Design  nl 
driving  til 
13-foot-l\ 
30-foot-l\ 
34,600-1 
mach  ine  | 
more  cork 
$200, 


ASPECT  MEDICAL 
SYSTEMS  A-2000 
MONITOR 

Designer:  Design  Continuurrl 
A  simple  sensor  on  the  patitl 
forehead  tracks  how  well  thd 
anesthesia  is  working.  $8,9i\ 


The  Fall  2002 

Executive  Education 

&  MBA  Directory 

Reach  5.2  million*  readers  worldwide  in  the 

October  21  issue  of  BusinessWeek  featuring  the 

high  profile  special  editorial  report 

"The  Best  B-Schools". 

To  learn  more  about  targeted  advertising  opportunities 

in  the  Executive  Education  and  MBA  Directory  in  this  issue, 

call  1-800-424-3090  or  fax  1-312-464-0512. 


"Advertising  with  BusinessWeek  has  significantly  increased  our  exposure  to  top  global  business  executives. 

The  additional  awareness  produced  by  our  advertising  with  BusinessWeek  has 

delivered  generous  leads  that  have  contributed  to  the  growth  of  our  organization." 

-Ethan  R.  Hanabury, 
Associate  Dean,  Columbia  Business  School  Executive  Education 


Issue  Date:         October  21,  2002 
Closing  Date:     August  26,  2002 

Reserve  Space  Now! 

*2002  Spring  MRI;  BusinessWeek  estimate  for  International. 
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corporation 

Taking 
specs  and  raw 


materiai  and  turning  them  into  a  handsome-looking,  hu 
friendly  product.  Creating  a  PJuauct  that  makes  people  say,  -i 


an- 


want  that  thing."  Making  it  cutting-ed8e,  but  still  appealing.  Choosing  materials 
that  make  sense  for  the  design,  Dut  make  the  product  affordable. 

Different.  Cool.  Sensible.  IsitPrac-  tical?  Wi'l  it  last?  Curves. 

Features.  finishes  to  choose. 

Function.  ality.  pertinent. 

Innova-  tive  yet  meets 

crucial  criteria.  Home- 

bound 

^OullCts- 


Congratulations  to  everyone  whose  commitment  and  hard  work  helped  create  the  product  designs  of  the  2002  IDEA  Award 

The  Herman  Miller  Aeron  Chair:  Designs  of  the  Decade  Gold  Winner,  as  named  by  the  IDSA  and  Business  Week  Magazine.  O  2002  Parametric  Technology  Corporation.  PTC  and  its  logo  are  regis 


he  world's  most  innovative  companies,  with  software  solutions  to  develop  winning  products. 
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PTC 


lo©  Corporation  in  the  United  States  and  in  other  countries.  Herman  Miller  and  Aeron  are  registered  trademarks  of  Herman  Miller,  Incorporated.  For  more  information  about  PTC  go  to  www.ptc.com 
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Don't  settle  for  anything  less  than  the  best  design...  because  your  customers  won't.  Increase  your  sales  by  hooking  up  with  the  best 
business,  the  world  over.  For  more  information  on  these  firms,  log  on  to  the  Internet  (www.businessweek.com/BizLink  or  www.idsa 
Look  under  the  July  8, 2002  issue.  See  the  last  page  of  this  directory  for  details. 
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CONTINUUM        boston    |     milan    |     seoul    |       www.dcontinuum.com 


■■■■■ 


FLEXTRONICS 


By  linking  engineering  with  the  supply  chain, 
Flextronics  Design  reduces  product  cost 


►  More  than  1300  design  engineers 

►  30  global  locations 

►  Concept  through  product  launch 

VISIT:  WWW.FLEXTRONICS.COM 
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What's 
the  st  ry? 

We  wrote  the  book 
on  product  design. 


Get  your  copy  at 
www.praxisdesign.com 
or  call  510.868.8181 
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Praxis  Product  Design 


SMART 


^^NY  212  807  8150 
Y      SF  415  255  7490 

www.smartdesignusa.c 


a  design 
consultancy 
with  studios  in 

Seattle 

Mountain  View 
Munich 

Erlangen 

contact 

designafairs  USA 
425.557.1670 

www.designafairs.com 
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PURE  •  INDUSTRIAL  •  DESIGN 

newdealdesign 

[p]  415  227  3722 

info@newdealdesign.com 
www.newdealdesign.com 


desi< 


(jjsighl 


«                      interface 

_^.  ^             design 

Eft       engineering 
prototyping 
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■  1 

www.insigh.tpd. 
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Henry 

Dreyfuss 

Associates 


2002  IDEA  Bronze 

royalselangor.com 


Los  Angeles 
'.kartendesign.com 

3iO.827.8722 


comprehensive  pr 
development 
specializing  in 
consumer,  medical  and 
industrial  products. 

Key  to  our  success  is 
experience,  project 
management  and 
refinement  of  design, 
which  are  catered  to  our 
clients  needs. 

215.741.6805 
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GE  Plastics  Aesthetics 


Empowering  Designers 

o  Design  Innovation  Centers 
o  Visual/V  Resins  and  Films 
o  ColorXpress*  Services 

geplastics.com 


2002  IDEA  gold  award 


ee  the  future. 


Dsdesignusa.com 


fuseproject 

sbrtari  Design  ana  Brand  Development 

inlo@fuseprojecl.com  415.908  M92  xi5 
www  fuseproject.com 


designing  toward 
our  client's  bottom  line 


GKO     DESIGN     INC 


Ingfc  o  design. co< 

HP  PSC  950  AiO 


INDUSTRIAL  DESIGN 


Automotive  &  Product  DesignI 


I  AcademyOf ArtCoUege  | 

1.800.544.ARTS 
www.academyart.edu 

79  New  Montgomery  St.  SF,  CA  94105 
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BMW  Group  -j\      ^ 

DesignworksllSA     VF      ^ 


:    -:  '•■"-:.•: 
Internet 
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STEINER 


original  prodact  ideas  kh 


feti  WM-M^leinerdesign.com 
203.359.4030 


GadShaanan 

Strategic  Product  Devetopment 


www.gadshaanarxiesicji.corri     1.888.735.9570 


CESARONI 
DESIGN 

CDCl 


cesaroni.com 


02  -O.ST-Al  XSCH  ETCE-l*<Zl  »*^2<  i 
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SAMSON 


Colorado 
303.444.4496 
www.samsondesig 
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www.  desiqnparVners 

011353.1-2828913 


Log  on  to 
www.businessweek.ci 
(July  8,  2002  issue 
or 
www.idsa.org 
for  more  information 
advertisers  in  this  dire 


A  2003  call  f 
For  info 


6*  call  6000. 
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COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  easy  options  listed  below. 
Companies  will  be  found  in  the  July  8,  2002  issue. 


•  •    •    . 


BizLmk 

www.businessweek.com/BizLink        Mail 


Internet  You  can  request  information  and/or  link  directly  to 

company  websites  through  our  electronic  reader  service 
program®  www.businessweek.com/BizLink 
in  the  July  8,  2002  issue. 


Fill  out  the  attached  postage-paid  reader  service  card  in  this 
issue  and  simply  drop  in  the  mail. 


1.  Academy  of  Art  College 

2.  Brooks  Stevens  Design 

3.  Cesaroni  Design  Associates,  Inc. 

4.  Definitive  Design 

5.  Design  Continuum 

6.  Design  Partners 

7.  designafairs  USA 

8.  Designworks  USA 

9.  ECCO  Design 

10.  EMJAY  Display,  Inc. 


11.  Flextronics 

12.  Fuseproject 

13.  Gad  Shaanan  Design  Inc. 

14.  GE  Plastics 

15.  Gingko  Design  Inc. 

16.  Henry  Dreyfuss  Associates 

17.  Insight  Product  Development 

18.  Manta  Product  Development,  Inc. 

19.  NewDeal  Design  LLC 

20.  Philips  Design  USA 


21.  Praxis  Product  Design 

22.  PTC  (Parametric  Technology 
Corporation) 

23.  Royal  Selangor  International 

24.  Samson  Design  Associates,  Inc. 

25.  Smart  Design  LLC 

26.  Steiner  Design 

27.  Stuart  Karten  Design,  Inc. 

28.  Zoe  Design  Associates 


1DSA 


www.idsa.org 

This  site  lists  a  brief  description  of  the  companies  in  the  directory,  along  with  contact  numbers  and  company  hotimks. 
It  also  features  the  IDEA  Showcase  of  the  2002  IDEA  winners,  current  industrial  design  news  and  resources,  hotlinks  to  related  sites  and  a 

calendar  of  design  events. 
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www.meetings.australia.com 


f/ralia  lifted 


l*to   top   cj69K. 


And  it's  not  surprising.  Nowhere  else  has  Australia's  unique 
combination  of  world-class  facilities,  great  value,  entrancing 
locations  and  superb  weather.  Add  Australia's  world-famous 
friendliness  and  Honda  Brazil's  decision  to  hold  their  incentive 


program  down  under  was  an  easy  one.  To  find  out  more 
about  why  Honda  Brazil  and  many  other  leading  organisations 
are  holding  their  meetings,  conventions  and  incentives  in 
Australia,  visit  us  at  www.meetings.australia.com    /y^S"^ 
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A  Guide  to  AT&T  and  Its  Offspring 

Driving  the  New  Baby  Hummer 
Barker:  Get  Toughr  Janus 
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Ma  Bell's 
Extended  Family 

After  all  the  spin-offs,  what  should  investors  do  now? 


BY  STEVE 
ROSENBUSH 


wning  shares  of  AT&T  and  its  spin-offs 
has  become  a  bewildering  experience. 
Once  regarded  as  the  quintessential  "wid- 
ows and  orphans  stock,"  simple  and  safe 
enough  for  any  investor,  AT&T  is  now  be- 
yond the  comprehension  of  many.  It  has 
morphed  and  merged  and  split  so  many 
times,  longtime  investors  often  don't  know  what 
they  own.  Anyone  who  held  100  Ma  Bell  shares 
on  the  eve  of  the  original  Jan.  1,  1984  breakup 
would  now  own  1,250  shares  in  10  companies 
ranging  from  SBC  Communications,  AT&T  Wire- 
less, and  Lucent  Technologies  to  Qwest  Com- 
munications, Agere  Systems,  and  Vodafone. 

The  confusion  is  getting 
worse.  A  few  months  from 
now,  AT&T  is  expected  to  com- 
plete the  sale  of  its  cable-TV 
unit  to  Comcast  in  a  deal  orig- 
inally valued  at  $72  billion. 
AT&T  shareholders  will  get 
about  one-third  of  a  share  in 
the  new  company  for  every 
share  of  AT&T  they  currently 
own.  And  as  the  troubled  glob- 
al telecommunications  industry 
continues  its  consolidation,  the 
pieces  of  the  old  Bell  System 
will  change  faces  in  new 
mergers  and  acquisitions. 

How  have  AT&T  investors  fared  over  the  past 
18  years?  In  a  new  report  prepared  for  Busi- 
nessWeek, J.  P.  Morgan  Chase  determined  that  if 
you  had  100  shares  of  AT&T  in  1984,  held  onto  all 
of  its  spin-offs,  and  took  all  of  its  dividends  in 
cash,  you  would  have  just  barely  beat  the  Stan- 
dard &  Poor's  500-stock  index.  Assuming  the 
cash  dividends  appreciated  3%  a  year,  the  AT&T 
portfolio  would  be  worth  $46,758  today,  up  from 
$6,350  on  the  share  distribution  date  of  Feb.  15, 
1984,  for  an  average  annual  return  of  12%.  The 
S&P  500  has  increased  11.3%  a  year  over  the 
same  period,  not  including  dividends  paid  by 
constituent  companies.  If  the  s&P  500  dividends 
were  thrown  into  the  mix,  the  index  would  un- 
doubtedly have  beaten  the  performance  of  AT&T 
and  its  parts. 

AT&T  investors  should  have  done  much  better. 
Since  1984,  telecom  industry  revenues  have  risen 
from  about  1%  of  gross  domestic  product  to  3%, 


A  new  report  prepared 

for  BusinessWeek 

shows  that  a  pre-'84 

investment  would  have 

beaten  the  S&P 


says  Marc  Crossma 
com  analyst  for  J. 
gan  Chase,  which 
banking  ties  to  at&{ 
the  years.  "Given  thl 
telecom  has  been  grl 
you  would  have  ex]| 
AT&T  investors  tof 
made  boatloads  of 
he  adds. 

Why  didn't   the| 
hindsight,  AT&T  ^T 
ken  up  along  the 
lines.  Nearly  all  c| 
stock      market 
achieved  by  the  M:| 
pieces  have  occurred  in  the  local  phone 
Meanwhile,  competition  in  the  long-distance 
ket  has  devastated  AT&T.  So  instead  of  spi 
off  into  seven  local  phone  companies  and  c| 
uing  as  a  stand-alone  long-distance  corn 
AT&T  should  have  just  divided  its  long-dis| 
business  among  the  Bells. 

So  where  does  this  leave  investors?  The 
com  depression  that  began  in  2000  is  pre 
about  half  over.  The  boom  lasted  about 
years,  from  1996  to  2000,  and  the  bust  will| 
ably  last  just  as  long  as  the  industry  wor 
excess  network  capacity.  That  means  a  tel 
business  recovery  isn't  likely  until  2004  or  j 
and  shares  of  AT&T  aril 
spin-offs  will  probably  u| 
perform  the  market  for 
more  years,  says  Cross 
who  has  an  "underweight] 
ing  on  the  entire  telecom  j 
ices  sector. 

The  Bells  are  the  best! 
tioned  companies  of  th«| 
Their  hard-to-duplicate 
lines  are  the  key  assets  il 
industry.  They  offer  invel 
the  greatest  rewards,  tr 
not  without  risk.  Revl 
growth  and  profits  are  slo| 
as  cell  phones,  cable  modems,  and  e-mail  eat 
at  their  dominance  of  the  local  phone  business| 
cal  revenue  growth  has  shrunk  from  7%  in 
just  about  flat  for  2002,  says  Credit  Suisse 
Boston  analyst  Dan  Reingold.  Yet  they  an 
only  companies  with  clearly  enough  cash  to 
vive  a  long  downturn.  And  their  new  lin< 
business,  from  long  distance  to  wireless  pi 
and  DSL,  should  pay  off  as  the  economy  impr 
Reingold  has  buy  ratings  on  all  the  Bells. 

BellSouth  may  be  the  surest  bet  becau 
has  a  strong  balance  sheet  and  little  compe* 
in  hard-to-reach  rural  markets.  Verizon  anc 
have  national  ambitions,  and  there's  greater 
they  will  attempt  a  big  acquisition  that  woul 
lute  the  stock.  Plus,  Verizon's  debt  level  is 
twice  as  high  as  BellSouth's.  As  for  Qwest- 
basket  case.  The  combination  of  the  Qwest 
distance  service  with  the  US  West  local-p 
empire  has  created  a  nationwide  monster 
$26.5  billion  in  debt.  And  the  Securities  & 
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AT&Ta 

lOOsHARE^    I 

$6,3r 


SPIN-OFF   . 
2/15/84 


If  you  owned  100  shares  at  the  breakup  in  '84,  you  would 
own  1,250  shares  spread  over  10  companies.  Your  stake 
would  have  grown  at  a  12%  annual,  rate,  from  $6,350  to 
$46,758,  assuming  you  took  dividends  in  cash  and  they 
appreciated  at  3%  a  year.  Here's  what  the  galaxy  looks  like: 


SPIN-OFF 
9/30/96 


SPIN-OFF 
•    10/31/95 


SPIN-OFF 
•    3/21/94 


SPIN-OFF 
•    12/31/96 


MERGER 
4/1/97 


MERGER 
8/14/97 


CASH  BUYOUT 
5/14/99 


MERGER  • 
6/29/99 


[MERGER] 
•    6/15/00 


.  MERGER 
10/8/99 


SPIN-OFF 
I  9/30/00 


MERGER 
6/30/00 


SPIN-OFF 
7/9/01 


34     11    188    60     69 


$63      $53   $5,037   $360    $30 


SHARES/VALUE** 
100 


TOTAL  VALUE 

$46,758** 


336 


18 


141       180 

$8,470      $8,174 


Bell  Atlantic 

'  'REFLECTS  SHARE  VALUE  AS  OF  6/24/02. 
ANO  DIVIDEND  VALUE  AS  OF  5/31/02 

'INCLUDES  DIVIDENDS  OF  DISCONTINUED  COMPANIES 
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Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoln 
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ACROSS 

L  Sony's  home 
6.  Citrus  drinks 
10.  GDP,  e.g. 

14.  Application 

15.  Long  story 

16.  Brazilian  soccer  great 

17.  Transferred  worker's  activity 

19.  Pieces  of  legislation 

20.  Thanksgiving  side  dish 

21.  They're  in  charge 

23.  Selling  very  well 

24.  House  of  Lords  member 
26.  54  Across  ID 

28.  Bid-asked  difference 

3L  Income-shifting  type  of  trust 


36.  " Finest  Hour" 

(Churchill  book) 

37.  Canoe  paddles 

38.  Speak  indistinctly 

39.  Have  lunch 

40.  Sponsor  of  the  page  at  right 

43.  Kimono  sash 

44.  Where  most  people  live 

46.  Carter  "inflation  czar" 

47.  Ulterior  motive 

49.  J.D.  Rockefeller's  first 
successful  product 

51.  Clinton  Supreme 
Court  appointee 

52.  Shade  tree 

53.  Sinclair  Oil  buyer  in  1970 

54.  24-hour  cash  source 


56. potential 

60.  Ell  preceder 

63.  Competed 

65.  Be  the  backer  for 

68.  Prefix  meaning  "all" 

69.  Paper  mill's  raw  material 

70.  Speakers'  platforms 

71.  Clears 

72.  Aid  in  wrongdoing 

73.  New  York  City's  "Master  Builder" 

DOWN 

L  Court  group 

2.  En  route  via  ship 

3.  Tropical  tree 

4.  In  the  past 


5.  Fujitsu  competitor 

6.  First  American  monopolk 

7.  Banquet  platform 

8.  Teamwork  inhibitors 

9.  Levelheaded 

10.  Fitness  center 

11.  Part  of  IT 

12.  Palo  _^  Calif. 

13.  Dry  run 
18.  Still  sleeping 
22.  Sunblock  letters 

24.  Mile  High  Center  archite^ 

25.  Viscount's  superior 

27.  "No ,  ands,  or  buts!" 

28.  Hearty  entree 

29.  Project  part 

30.  What  some  nest  eggs  arej 
3L  Hiding  place 

32.  Author  Hubbard 

33.  Kauai  or  Capri:  Abbr. 

34.  Moscow  money 

35.  Household  appliance 

37. even  keel 

4L  Presidential  nickname 

42.  Antidrug  agent 

45.  Netscape  owner 

48.  Prefix  for  classical 

50.  Dallas  school 

51 Rabbit  (Harris  character 

53.  Highly  skilled 

54.  California  Perfume 
Company,  today 

55.  Precious  resource 

57.  Insect  stage 

58.  Social  slight 

59.  Not  working 

60.  "Because  there's  rain, anfl 

groceries..."  (see  page  at  ngrl 

6L  End  in (require  overtime) | 

62.  Roll-call  count 

64.  Ticker  symbol  for 
Eisner's  company 

66.  Typing-speed  abbreviation 

67.  Aussie  jumper 


For  answers  to  this  puzzle: 

Turn  to  page  115  in  this  week's  issue  of  BusinessWeek  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

w-ww.businessweek.com/adsections 


Puzzle  created  by:  Stanley  Newman. 
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BECAUSE    THERE'S    RAIN,    KIDS    AND    GROCERIES 
AND    SOMETIMES    ALL    THREE    AT    ONCE. 


The  all-new  2003   Lincoln  Navigator.  tgate  aces  uc  and 

ock  na  vour  docs  from  youi  ke\  cha  r  Mas  coc 

or  -^ore    '"'o-mat'O^  or  to  schedule  a  test  d  .isit      -v  " 
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change  Commissi  on  is  reviewing  its  accounting 
practices,  creating   more  uncertainty  for  investors. 

The  outlook  the  telecom-equipment  side 
of  the  old  AT&T  mpire  is  tough.  The  Bells'  trou- 
bles have  cau  led  misery  for  Lucent  Technologies, 
formed  in  6  when  AT&T  spun  off  its  manufac- 
turing operations  and  Bell  Labs  research.  Lu- 
cent's foi  .nes  soared  for  nearly  four  years  after 
the  spi  .-off.  But  as  many  smaller  customers, 
such  as  Winstar  Communications,  went  bank- 
rupt, Lucent  went  into  the  red. 

Making  matters  worse,  big  Lucent  customers 
such  as  Verizon  and  SBC  began  cutting  back  on 
spending,  too.  Overall,  capital  spending  by  North 
American  telecom  carriers  fell  5%  in  2001  and 
will  decline  an  additional  29%  in  2002,  according 
to  the  Dutch  bank  ABN  Amro.  Growth  is  unlike- 
ly to  resume  until  carriers  begin  to  recover  and 
resume  spending,  most  likely  in  2004  or  2005. 

Yet  some  investors  with  a  long  horizon  sense  a 
bargain.  Lucent  shares  have  dropped  from  a 
high  of  $86  in  1998  to  a  low  of  $2.28  on  June  24. 
If  spending  on  telecom  equipment  does  pick  up  in 
2003  or  later,  Lucent  stands  to  benefit.  Kevin 
Rendino,  who  manages  $13  billion  in  value  funds 
for  Merrill  Lynch,  compares  today's  tech  malaise 
to  the  banking  crisis  of  the  late  1980s,  when 


AT&T's  Investment  Legacy 

Here s  what  to  expect  from  Ma  Bell  and  the  companies 
she  hatched  since  the  Bell  System  breakup  in  1 984: 

AT&T  Business  is  suffering  from  weak  demand  for 
voice  and  data  long  distance.  But  rivals  WorldCom 
and  Sprint  are  laboring  under  bigger  debt  loads, 
and  the  decline  in  long-distance  prices  has 
slowed.  There's  potential  upside  to  AT&T.  Long 
run,  it's  likely  to  be  acquired. 

AT&T  WIRELESS  2002  revenue  growth  is  forecast 
at  10%  to  12%,  down  from  earlier  estimates  of 
12%  to  14%.  The  debt-to-earnings  ratio  is  four  times 
higher  than  Sprint  PCS's.  A  merger  with  Cingular  or  Nextel 
is  a  welcome  possibility  this  year  or  next. 

AT&T  BROADBAND  The  cable  unit  is  expected  to  merge 
with  Comcast  later  this  year.  The  new  AT&T  Comcast  will  be 
saddled  with  $30  billion  in  AT&T  debt,  yet  profits  are  fore- 
cast to  grow  15%. 

THE  BELLS  Local-phone  giants  BellSouth,  Verizon,  and 
SBC  are  the  best-positioned  companies  in  telecom,  even 
though  revenue  and  profit  growth  are  slowing  under  pressure 
from  wireless  phone  companies,  cable  TV,  and  e-mail. 
Qwest  is  a  basket  case — it's  burdened  with  debt. 

LUCENT  TECHNOLOGIES  Orders  are  way  down  for 
Lucent  and  its  spin-offs — chipmaker  Agere  and  office-phone 
supplier  Avaya.  The  question  is,  can  Lucent  survive  until 
telecom  capital  spending  picks  up? 

0  Data:  J. P.  Morgan  Chase.  ABN  Amro.  Merrill  Lynch 


Investors  wi 
a  long  horiz 
such  as  Men 
Rendino, 
think  Lucent 
a  bargain  at 
under  $3  a  si 


Citigroup  traded  at  a 
split-adjusted  price  of 
$2  a  share.  He  thinks 
Lucent  is  in  similar 
territory  and  a  bargain 
at  less  than  $3  a  share. 
He  does  expect  things 
to  get  worse  at  Lucent 
before  they  get  better 
later  this  year  or  next, 
when  its  largest  cus- 
tomers boost  their  tech 
spending. 

The    prospects    for 
AT&T's  former  wireless 
unit  aren't  trouble-free, 
either.  AT&T  Wireless  is  expected  to  boost ) 
10%  to  12%  this  year.  That's  less  than  the 
forecast  of  12%  to  14%  growth  for  2002,  ac 
to    Lehman    Brothers   wireless    analys 
Bensche.  Price  pressure  has  pushed  avera 
enue  per  user  down.  And  AT&T  Wireless 
up  a  lot  of  debt  from  its  former  paren 
Wireless'  earnings-to-interest  expense  l 
8.3 — four  times  higher  than  Sprint  pcs's  c 
tel's.  It  also  faces  huge  costs  in  upgrad 
network  for  more  voice  and  data  calls.  Gi 
these  challenges,  investment-banking  sour 
pect  AT&T  Wireless  to  find  a  merger  partni 
ating  an  opportunity  for  an  arbitrage  pi; 
most  likely  buyer  is  No.  2  carrier  Cingular 
uses  a  similar  digital  standard,  making  inte 
possible.  But  AT&T  Wireless  could  also  < 
buying  debt-laden  Nextel  Communic 
analysts  say.  That  could  be  a  d 
for  AT&T  Wireless  shares. 

And  the  cable  business?  To; 
AT&T  Broadband  and  Comcast 
enue  growth  is  expected  to  b 
9%.  All  of  that  comes  from  cal 
dem  and  cable-phone  sales.  Thi 
bined  company's  $30  billion  in  d< 
frightened  Comcast  investors.  Its 
have  dropped  to  $25  from  $39  since  II 
ber.  Analysts  see  little  near-term  upside  ll 
new  company,  which  will  be  called  AT&T  Co] 
And  some  fear  the  deal  could  fall  thro; 
Comcast  loses  its  investment-tier  credit ) 
Others  believe  the  stock  could  pay  off  if  c 
ing  earnings  grow  by  15%  as  promised.  & 
C.  Bernstein   &  Co.  rates  it  "outperform.'; 

The  prospects  for  AT&T  itself  are  bette  | 
they  have  been  in  some  time.  The  comp 
emerge  from  the  cable  sale  with  a  manaj] 
$18  billion  in  debt,  down  from  a  high  of  $65 
in  2000.  With  WorldCom  and  Sprint  still  mi 
debt  and  suffering  from  weak  market  cc 
AT&T  has  an  opportunity  to  grab  share  in 
services  and  communications  to  big  corponl 
Morgan's  Crossman  thinks  shares  of  the 
telecom  unit,  excluding  cable,  can  double, 
$2.80  to  about  $6,  in  the  next  12  months, 
that,  chances  are  AT&T  will  be  acquired  J 
Bells  win  permission  to  enter  the  long-di 
market  in  more  states.  And  that,  of  course, 
reunite  Ma  Bell  with  her  offspring. 
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AT  MANY  COMPANIES! 


HAVE  THE  BEST  PARKING  SPACES. 


4 


illion  Americans  have  disabilities.Two-thirds  of  those  of  working  age  do  not  have  jobs.  It  is  a  mistake  to  ignore 
talented  individuals  who  prove  their  capacity  to  overcome  challenges  each  and  every  day. 

goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life — including  the  workplace. The  following 
iibers  of  our  CEO  Council  help  us  fulfill  this  mission. They  realize  that  hiring  people  with  disabilities  is  not  just  a 
I  thing  to  do,  it's  good  business. 


nium  Circle 

John  W.  Rowe.  MD 
jsWeek. William  P.  Kupper.Jr. 
:^raw-Hill  Companies,  Harold  McGraw  III 
iLynch  &  Co..  Inc.,  David  H.  Komansky 
lonsulting.  Grady  Means 
iMIIiamT.  Esrey 

pes'  Circle 

inc..  Alain  J. P  Belda 

I  Parcel  Service.  Michael  L  Eskew 

man's  Circle 

an  Express  Company.  Kenneth  I.  Chenault 
Myers  Squibb  Company.  Peter  R.  Dolan 


Dorsar  Investment  Company.  Stephen  L  Feinberg 
Foote,  Cone  &  Belding,  Brendan  Ryan 
The  J.C.  Penney  Company,  Inc..  Allen  Questrom 
Philip  Morris  Companies.  Louis  C.  Camilleri 
Reicher  Capital  Management.  Jeffrey  P.  Reich 
Xerox  Corporation,  Ann  M.  Mulcahy 

Vice  Chairman's  Circle 

Aon  Corporation.  Patrick  G.  Ryan 
Citigroup,  Inc.,  Sanford  I.Weill 
Compaq  Computer  Corporation. 

Michael  D.  Capellas 
DaimlerChrysler  Corporation,  Jurgen  E.Schrempp 
Eastman  Kodak  Company.  Daniel  A.  Carp 
Exxon  Mobil  Corporation,  Lee  R.  Raymond 


Gannett  Broadcasting.  Craig  A.  Dubow 
H.J.  Hein?  Company. William  R.Johnson 
Household  International,  William  F  Aldinger 
Johnson  &  Johnson,  William  C.Weldon 
Metropolitan  Life  Insurance  Company. 

Robert  H.  Benmosche 
Northrop  Grumman  Corporation,  Kent  Kresa 
Pfizer  Inc..  Henry  McKinnell.  PhD 
Potomac  Electric  Power  Company. 

John  M.  Derrick.  Jr. 
Powers  Pyles  Sutter  &  Verville.  PC, 

Robert  J.  Saner.  Esq. 
Verizon  Communications.  Charles  R.  Lee 

and  Ivan  G.  Seidenberg 


5.  and  BusinessWeek  salute  the  members  of  the  CEO  Council  for  believing  in  the  idea  that  it's  ability,  not  disability,  that  counts, 
e  send  questions,  comments  or  tax-deductible  contributions  to  the  National  Organization  on  Disability,  910  16th  Street  NW, 
lington,  DC  20006,  or  call  us  at  (202)  293-5960.TDD  (202)  293-5968,  FAX  (202)  293-7999. 

NATIONAL  ORGANIZATION  ON 

©USABILITY 

www.nod.org 

N.O.D.  is  a  50lc{3)  organization.  This  is  a  donated  public  service  ad. 
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More  Sport,  Less  Utility 

The  Hummer  SUV  is  macho,  all  right,  but  it  falls  short  where  other  SUVs  exc 


BY  DAVID  WELCH 


General  Motors'  all-new  Hummer  H2  is  the 
ultimate  sport-utility  vehicle.  The  more 
urbane  follow-up  to  the  militaristic  HI, 
the  H2  chugs  fuel  and  hogs  the  road.  It 
also  plays  up  the  rough-and-tumble  suv 
image:  The  thing  is  capable  of  rolling 
over  terrain  that  even  most  army  re- 
cruits will  never  see. 

I  spent  an  entire  day  driving  the  H2  on  an 
off-road  course  outside  South  Bend,  Ind.,  where 
military  contractor  AM  General  builds  both  Hum- 
mers for  gm.  Before  that,  I  tooled  around  De- 
troit highways  in  a  fire-engine-red  HI,  a  street- 
legal  version  of  the  army's  Humvee  assault 
truck.  The  H2,  with  its  ,  $48,800  base  price, 
is  much  more  drivable 
than  the  $113,000  HI 
and  far  more  distinctive 
than  the  copycat 
suvs  on  the  road,  gm  c 
hopes  to  sell 
40,000  of 
the  H2s  a 
year,  vs. 


I 


2003 
HUMMER 


H2 


BASE  PRICE 
$48,800 


only  770  for  the  full-blown  HI.  But  the 
hummer"  strikes  out  where  other  big  suvs 
It  seats  just  six  instead  of  eight  or  nine, 
has  virtually  no  storage  space  despite  it 
pulent  frame. 

The  H2  is  at  its  best  driving  throug 
deep  woods — where  GM  estimates  that  onl 
of  its  image-conscious  buyers  will  go.  At  ti 
General  course,  I  drove  up  a  steep  hill.  D 
an  eerie  feeling  that  the  H2  would  back) 
clawed  the  dirt  and  kept  powering  upw. 
hit  the  crest  and  immediately  rolled  down 
degree  gully,  riding  the  brakes  until  the 
fat  tires  splashed  down  in  the  mud  at  th 
torn.  At  this  point,  I  was  staring  throug 
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ield  straight  down  and  couldn't  see  any- 
Dut  the  floor  of  the  soupy  trail.  Then  I 
the  accelerator  and  my  vehicle  slowly 
up  and  out  of  the  steep  ditch.  In  sec- 
ny  view  changed  from  the  bottom  of  a 
o  a  patch  of  blue  sky  between  boughs  of 
Neither  end  of  the  H2  hit  the  ground, 
est  the  HI  and  H2,  am  General  runs  its 
»ver  huge,  jagged  rocks.  For  the  HI, 
carriage  clears  16  inches,  it's  a  cinch, 
chicle's  essential  hardware,  such  as  the 
lission  and  axles,  is  tucked  up  high  in 
,  ick,  taking  up  the  space  between  the 
The  H2,  with  just  10  inches  of  ground 
ice,  has  a  steel  plate  bolted  on  the  belly 
truck  to  shield  it  during  off-road  driving. 
?d  the  H2  along  the  rocks,  wincing  at 
1-on-blackboard  screech  of  the  steel  plate 
ig  the  ground.  But  the  H2  continued  on 
t  damage. 

all  of  its  brawn,  the  H2  is  surprisingly 
on  the  highway.  I  drove  it  a  couple  of 
from  Chicago  to  South  Bend,  getting  all 
if  surprised  looks  from  other  drivers,  most 
m  probably  have  never  seen  an  suv  like 
.  The  ride  is  quiet,  too.  I  could  carry  on  a 
sation  easily  with  the  other  passengers.  I 
ted  morning  traffic  in  Chicago  and  found 
ick  no  more  difficult  to  park  or  maneuver 
in  any  large  suv.  The  reason:  It's  almost  7 
et  wide  and  16  feet  long,  but  it's  still  9 
nches  shorter  than  a  Chevrolet  Tahoe  and 
15  inches  shorter  than  Ford's  new  Expe- 
dition. Still,  don't  try  to  make  a  tight  U- 
turn  in  this  truck.  With  the  wheels 
pushed  to  the  corners,  the  H2  needs 
even  more  space  to  turn  than  gm's  long 
Chevrolet  Suburban. 

The  truck  is  comfortable.  Since  the 
H2  uses  40%  of  the  parts  from  gm's 
Chevy  Tahoe  and  gmc  Yukon  suvs,  it 
rides  on  the  road  like  any  other  people- 
hauler.  The  H2  sits  a  couple  of  inches 


sory,  not  a  gadget  controlled  from  the  cockpit. 
The  H2's  controls  use  the  same  cheap  plastic 
knobs,  buttons,  and  trim  that  GM  incorporates 
into  its  other  suvs.  The  round,  softball-size  vents 
in  the  dashboard,  for  instance,  are  straight  out  of 
the  $22,000  Pontiac  Aztek.  The  leather  seats, 
however,  are  plush,  just  like  a  Yukon  or  a  Cadil- 
lac Escalade. 

Considering  that  the  H2  is  pitched  to  compete 
with  big  suvs,  there's  not  much  utility  to  it.  The 
truck's  35-inch  tires  are  so  big  that  the  spare 
takes  up  almost  all  of  the  space  behind  the  sec- 
ond row  of  seats,  save  one  small  seat  for  a  sixth 
passenger.  Measured  in  cubic  feet,  the  H2  has 
half  the  Tahoe's  cargo  volume. 

It  can't  tow  as  much,  either.  Despite  its  6- 
liter  V-8  engine,  the  316-horsepower  H2  loses  to 
the  Tahoe  when  it  comes  to  pulling  a  trailer. 
That's  mostly  because  the  hardware  that  makes 
it  an  off-road  star — such  as  the  steel  plate  be- 
neath the  truck — also  makes  it  1,400  pounds 
heavier  than  ordinary  full-size  suvs.  So  the  H2 
spends  a  lot  of  energy  just  pulling  its  own 
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2002 
HUMMER 


H1 


BASE  PRICE 
$113,000 
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higher  than  a  Tahoe, 

verydriIommandf5  Despite  Its  corpulent  frame,  the  H2  has  virtually  no  cargo  space— and  the 

tl^Vbeyond  STeS;  cheap  plastic  dashboard  setup  is  more  like  a  Pontiac  Aztek  than  a  Hummer 


which   nearly   deafens 

drivers  with  the  loud  hum  of  the  tires 

and  the  clatter  of  its  huge  diesel  engine. 

The  H2  has  great  brakes,  too,  that  stop 

its  6,400  lb.  easily.  The  HI  also  stops 

well,  but  the  7,100-lb.  truck  actually  rocks 

front  to  back  on  its  loose  suspension  for  a 

ew  seconds  after  stopping. 

The  H2  interior  is  a  real  letdown.  While 

managed  to  keep  the  outside  looking  like 

)riginal  HI,  inside  it  lacks  the  one  truly 

fling  about  the  HI — its  military  gauges 

thentic  Army-truck  feel.  For  instance,  in 

1,  you  get  big,  durable  switches  that  let 

iver  toggle  over  to  the  reserve  fuel  tank 

ust  the  tire  inflation  for  highway  or  trail 

The  H2  has  a  manual  pump  in  the  rear 

ate  or  deflate  the  tires,  but  it's  an  acces- 


weight — getting  12  miles  per  gallon  at  best. 

So  why  buy  it?  The  H2's  boxy,  tough  profile 
makes  the  vehicle  stand  out  from  the  suv 
crowd.  Like  the  HI,  it  has  a  fearsome  grille, 
and  the  front  windshield  is  almost  completely 
vertical,  giving  it  a  military  presence.  Arnold 
Schwarzenegger  drives  an  HI  and  has  offered 
to  buy  the  first  H2  that  rolls  off  the  assembly 
line.  "Don't  call  it  the  baby  hummer,"  Arnold 
warns  in  a  promotional  video.  "You'll  make 
it  angry." 

In  other  words,  the  H2  is  all  about  feeling 
tough.  Where  the  HI  is  like  a  "No  Fear"  window 
sticker  for  people  with  lots  of  money,  the  H2 
makes  a  masculine  style  statement  but  with  a  lot 
more  comfort.  Just  don't  expect  it  to  be  the 
family  hauler  your  Chevrolet  Suburban  is.        ■ 
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TIME  TO  SAVE  FACE 
AT  JANUS? 


BY  ROBERT  BARKER 

rb@businessweek.com 

Janus  Capital's 
recent  work  for 
landholders  looks 
mediocre,  at  best. 
But  it's  unlikely 
the  trustees  will 
even  consider  a 
new  management 
company 


Are  Ja  is  funds  getting  a  fresh  start?  News 
tha^  founder  Thomas  Bailey  is  quitting  on 
Jul;  1  as  ceo  of  Janus  Capital  Manage- 
ment uggests  changes  for  Janus'  $131  billion 
fund  complex.  The  next  ceo  has  yet  to  be 
named.  Lots  of  Janus'  four  million  investors 
would  no  doubt  welcome  new  leadership.  Many 
Janus  funds  have  been  bleeding  through  the 
bear  market,  in  part 
from  getting  caught 
with  big  stakes  in  the 
likes  of  AOL  Time 
Warner  and  Tyco. 

Don't  count  on  see- 
ing much  change  any 
time  soon,  though.  Bai- 
ley is  staying  on  as 
chairman  of  the  board 
of  trustees  (table), 
which  by  law  is  sup- 
posed to  serve  as  every 
Janus  fund  investor's 
watchdog.  Under  the 
board's  own  retirement 
policy,  Bailey  could  re- 
main chairman  for  an- 
other eight  years. 

Nothing  wrong  with 
that,  necessarily.  But  if 

I  were  a  Janus  investor,  I  wouldn't  want  to  wait 
until  2010  to  see  the  trustees  shake  things  up  a 
little.  Each  year,  every  fund's  board  must  decide 
whether  to  renew  its  management  contract  with 
the  fund's  investment  adviser,  in  this  case  Janus 
Capital.  While  it  may  not  be  practical  for  the 
trustees  to  yank  billions  from  Janus  Capital, 
they  could  take  steps  to  show  that  better  per- 
formance is  on  the  way. 

Even  if  you  set  aside  big  blow-ups  such  as 
Tyco  and  Enron,  Janus  Capital's  returns  are 
mediocre  at  best.  Morningstar  puts  four  of  Janus' 


Itie  Buck  Stops  Here 

Here  are  the  trustees  overseeing  Janus'  $131  billion  in 

mutual-fund  assets.  They  can  be  contacted  c/o  Janus  at 

100  Fillmore  St.,  Denver,  Colo.  80206 


TRUSTEE 

AGE 

OCCUPATION 

TRUSTEE  SINCE 

THOMAS  BAILEY 

64 

Janus  CEO,  retired*;  trustees'  chairman 

JUNE,  1969 

WILLIAM  McCALPIN 

45 

COO  The  Rockefeller  Brothers  Fund 

JUNE, 2002 

JOHN  McCARTER  JR. 

64 

CEO,  Field  Museum  of  Natural  History 

JUNE,  2002 

DENNIS  MULLEN 

58 

Investor 

FEB.,  1971 

JAMES  ROTHE 

58 

Business  professor,  University  of  Colorado 

JAN.,  1997 

WILLIAM  STEWART 

57 

Executive,  MKS  Instruments  -  HPS  Products 

JUNE, 1984 

MARTIN  WALDINGER 

63 

Retired 

AUG.,  1969 

'Retirement  from  Janus  Capital  as 

)f  July  1,  2002                                  Data:  Company  reports,  BusinessWeek 

five  biggest  funds  in  the  bottom  quartile 
past  year's  performance.  Over  the  pas 
years,  just  one  is  ranked  above  average 

Given  these  reasons  for  fundholder 
I  wondered  if  the  trustees  were  growin 
chanted  with  Janus  Capital.  Bailey  dec 
comment.  But  Martin  Waldinger,  a  longti 
ley  friend  and  trustee,  told  me:  "We  hav 
bad  run,  but  I  don't  think  there's  ai 
wrong  at  Janus.  They  made  some  bad 
ments,  or  they  made  some  investmen 
went  against  them."  Finding  a  new  adv 
added,  is  "not  even  close"  to  being 
trustees'  agenda,  despite  redemptions  th 
slashed  assets  under  management. 

Waldinger  is  one  of  si 
pendent  trustees  dire< 
_.  sponsible  to  Janus  inv 

^^J^k  Whether  the  other  in 

^^7  M         ents  aSree  ^h  him,  I 
ra^*Co  Only  one,  John  McC 

turned  my  call:  He  plea' 

norance,  having  just  joir 

board.  In  any  case,  the  t 

recently  voted  to  renew 

Capital's  contract  for 

Cameron  Avery,  th 

pendents'  lawyi 

they  focus  on  th 

performance  "a 

and  every  board 

ing"  but  aren't  i 

interested  in  de 

it  publicly.  "Iff 

easy   for   the   o 

world  to  take  po 

in  hindsight,  at  : 

ment  performanc 

said. 

True  enough.  Yet  it's  also  hard  to  se 
fundholders  would  be  hurt  if  Janus  CapiU 
nual  contract  renewal  weren't  such  a  slam 
What  might  the  trustees  do  instead?  Co 
usaa  Funds.  The  adviser,  usaa  Investmem 
agement,  manages  $28  billion  in  assets,  inc 
$7  billion  in  stock  funds.  The  usaa  I 
trustees,  uneasy  with  the  stock  funds'  lac! 
showings,  were  set  to  consider  on  Ju 
whether  to  dump  usaa  as  the  adviser.  "T 
view  is  to  determine  if  we  can  provide  cons 
above-average  performance  by  seeking  ex 
[investment  advice],"  a  spokesman  said 

Translation:  usaa's  trustees  have  openec 
minds  to  other  ways  of  delivering  what 
clients  want.  Janus'  trustees  don't  have  to 
open  for  bidding  the  contract  to  run  all  52 
they  oversee.  But  why  not  find  a  new  m; 
ment  company  for  a  troubled  fund,  such  a 
billion  Janus  Enterprise?  A  bit  of  fresh  th 
would  go  a  long  way  toward  assuring  inv 
their  watchdogs  aren't  fast  asleep. 
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r&T:  SET  TO  BOUNCE 
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What  to  do  after  the  debacle  at  No. 2  World- 
Com? Buy  stock  in  global  No.  1  at&t  (t). 
Some  value  players  are  now  loading  up  on 
the  phone  company,  which  has  been  on  the  ropes 
for  a  year  (page  104).  Shares  are  at  9.62,  down 
from  nearly  20  in  December.  What's  the  lure? 

These  pros  aren't  after  AT&T's  phone  business. 
They  expect  extra  value  in  the  struggling  giant 
because  of  Comcast.  In  December,  AT&T  agreed  to 
sell  its  cable-TV  business  to  Comcast  in  a  $72  bil- 
lion deal  closing  at  yearend,  2002.  Combining 
at&t's  13.4  million  broadband  subscribers  with 
Comcast's  8.5  million  makes  Comcast  No.  1,  with  a 
total  of  22  million. 

AT&T  shareholders  will 
get  a  third  of  Comcast 
stock,  which  would  add 
$7.50  to  the  worth  of  each 
AT&T  share,  based  on  Com- 
cast's price  of  23,  figures 
John  Maloney,  president  of 
M&R  Capital,  which  has 
been  buying  into  AT&T. 
Comcast  has  fallen  35% 
this  year,  so  it's  depressed 
relative  to  assets,  he  says. 

Maloney  figures  Comcast's  true  worth  is  35, 
which  would  boost  its  contribution  to  each  share 
of  at&t  to  11.40.  He  estimates  the  value  of  the 
AT&T  "stub"  (the  remaining  value  of  AT&T's  phone 
business  after  the  cable  sale)  at  4  a  share: 
Adding  the  two  brings  AT&T's  value  up  to  15.40. 

Phone  stocks  are  down  because  of  general 
turmoil  in  the  industry.  But  in  the  wake  of  the 
WorldCom  disaster,  says  Maloney,  its  business 
clients  will  flock  to  at&t,  whose  capital  structure 
is  sound,  at&t,  which  posted  revenues  of  $53 
billion  last  year  and  earned  23<2  a  share  from 
operations,  is  expected  to  do  a  l-for-5  reverse 
stock  split  after  the  Comcast  deal.  Comcast  post- 
ed revenues  of  $9.6  billion  last  year  and  net  in- 
come of  $608.6  million,  or  630  a  share.  Maloney 
thinks  Comcast's  financials  are  sound:  It  has  a 
stable  cash  flow  and — despite  the  cable  deal — its 
debt  burden  "isn't  troubling  to  us,"  he  adds. 
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ost  tech  stocks  are  pariahs  these 
days,  but  Arnold  Schmeidler,  pres- 
ident of  money-manager  A.  R. 
Schmeidler,  is  betting  big  on  SpeedFam- 
ipec  (sfam),  a  pioneer  in  "chemical  me- 
chanical planarization"  (cmp)  systems, 
used  in  making  advanced  semiconduc- 
tors. Now  at  4.60  a  share,  the  stock 
could  double  in  a  year,  he  says. 

SpeedFam's  machines,  costing  $3  mil- 
lion to  $4  million  apiece,  yield  extremely 


flat,  smooth  vafers  for  making  advanced  chips.  A 
chip  factory  easily  uses  20  machines,  says 
Schmeidler,  whose  firm  has  acquired  a  7%  stake 
in  SpeedFam.  Its  new  CMP  platform,  Momentum, 
offers  low-cost  but  superior  technical  capability,  he 
says,  especially  in  copper-wafer  processing.  "With 
1,300  CMP  machines  currently  in  use  at  various 
chipmakers,  SpeedFam  could  up  its  share  of  the 
$1.6  billion  market  from  10%  to  30%  in  three 
years,"  says  Schmeidler.  Six  of  the  top  chipmak- 
ers are  SpeedFam  customers,  including  Samsung 
and  Taiwan  Semiconductor.  Sales  will  ramp  up 
fast,  says  Schmeidler,  as  the  economy  rebounds 
and  as  chipmakers  seek  next-generation  cmps. 

Schmeidler  figures  that  on  July  2,  SpeedFam 
will  report  better-than-expected  results  for  the 
year  ended  May  31,  2002.  Analysts  expect  a  loss, 
on  estimated  sales  of  $115  million.  In  fiscal  2003, 
Schmeidler  sees  earnings  of  $32  million,  or  $1  a 
share,  on  sales  of  $150  million.  Based  on  such 
growth,  he  thinks  the  stock  is  worth  10.  In  fiscal 
2004,  he  sees  profits  jumping  to  $2  to  $3  a  share, 
on  sales  of  $200  million  to  $300  million.  His  24- 
month  price  target:  20. 

VIROLOGIC:  A  BIG  GUN 
IN  THE  HIV  BATTLE 

ViroLogic  is  a  small  biotech  player  in  the  fight 
against  HIV,  the  virus  that  causes  aids.  Its 
stock  trades  at  2.55.  But  "ViroLogic  partners 
include  Merck,  Pfizer,  and  GlaxoSmithKline.  It 
has  developed  technologies  to  assess  drug  resist- 
ance to  specific  viruses.  ViroLogic's  novel  Hiv- 
testing  technology,  PhenoSense  GT,  is  being  used 
by  Pfizer  for  its  HIV  drug-discovery  program.  The 
PhenoSense  products  "are  designed  to  help  drug- 
makers  screen  Hiv  clinical-drug  candidates  faster 
and  more  efficiently,"  says  Matt  Geller  of  cibc 
World  Markets,  which  handled  ViroLogic's  initial 
public  offering  two  years  ago.  There  are  16  ap- 
proved Hiv  drugs  and  40 
more  in  the  pipeline.  Viro- 
Logic's patented  technology 
can  be  applied  to  new  Hiv 
drug  targets  and  is  also  be- 
ing modified  for  use  in  vac- 
cine research  against  Hiv, 
says  Chief  Financial  Officer 
Karen  Wilson.  She  says 
ViroLogic  is  in  talks  to  sign 
up  vaccine  makers  as  part- 
ners. Geller  figures  Viro- 
Logic, which  will  post  a  loss  this  year  on  sales  es- 
timated at  $38  million  to  $42  million,  will  earn 
34(2  a  share  in  2003,  on  sales  of  $85  million.  One 
hedge  fund  manager,  who  has  been  buying,  has  a 
target  of  8,  based  on  ViroLogic's  exceptional  sales 
growth  and  partnerships  with  big  drugmakers. 
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afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:45  p.m.  est  on  CNNfn's  The  Money  Gang. 
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June  26     Week 
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COMMENTARY 

The  U.S.  stock  market,  already  down 
for  most  of  the  week,  was  pushed  low- 
er by  the  scandal  at  WorldCom.  U.S. 
Treasury  yields  of  two-year  notes  fell  to 
a  two-month  low  on  June  26,  as  in- 
vestors fled  to  safety.  The  dollar  fell  to  a 
28-month  low  after  the  scandal  hit  the 
news.  The  Standard  &  Poor's  500-stxk 
index  fell  to  973.5,  its  lowest  level  since 
September.  European  shares  tumbled. 

Data-.  Bloomberg  Financial  Markets 
Reuters 
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I          .Week  50*  611.1 
-ssWeek  Info  Tech  100**     293.1 

SARRA  Growth  489.4 

i&P/BARRA  Value  481.1 

S&P  Energy  212.3 

S&P  Financials  327.0 

S&P  REIT  101.6 

S&P  Transportation  190.3 

S&P  Utilities  120.3 

GSTI  Internet  70.5 

PSE  Technology  501.1 
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-20.0 
-12.9 
-30.8 
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2.4 
-18.1 


-28.1 
-35.4 
-19.7 
-20.8 
-10.8 
-14.1 
8.2 
0.7 
-34.4 
-46.3 
-28.9 


S&P  Euro  Plus  (U.S.  Dollar)  968.8  -2.3 

London  (FT-SE  100)  4531.0  -2.6 

Paris  (CAC  40)  3701.1  -6.0 

Frankfurt  (DAX)  4099.1  -5.9 

Tokyo  (NIKKEI  225)  10,074.6  -3.8 

Hong  Kong  (Hang  Seng)  10,355.9  -3.0 

Toronto  (TSE  300)  7021.0  -3.1 

Mexico  City  (IPC)  6171.6  -7.8 

FUNDAMENTALS June  25 

S&P  500  Dividend  Yield                     1.62%  1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    41.9  4 

S&P  500  P/E  Ratio  (Next  12  mos.)*       17.3  lfl 

First  Call  Earnings  Revision*            -0.84%  -0 
'First  Call  Corp. 

TECHNICAL  INDICATORS     June  25  Wk. 


-Mar.  19.1999=1000 


"Feb.  7.  2000=1000 


S&P  500  200-day  average             1102.6  11  Of 

Stocks  above  200-day  average          56.0%  64 

Options:  Put/call  ratio                      0.95  o. 

Insiders:  Vlckers  NYSE  Sell/buy  ratio   4.02  4 


BEST-PERFORMING 
GROUPS 
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month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 


GROUPS 


month  % 


Railroads 

Oil  &  Gas  Refining 

Managed  Health-Care 

Homebuilding 

Specialty  Chemicals 


2.1  Metal  &  Glass  Containers  68.9 

1.6  Homebuilding  46.4 

1.4  Managed  Health-Care  40.2 

1.4  Air  Freight  &  Couriers  39.1 

0.3  Housewares  &  Specialties  38.8 


Wireless  Services  -39.9 

Advertising  -35.2 

Semiconductors  -30.2 

Broadcasting  &  Cable  TV  -27.6 

Telecomms.  Equipment  -27.0 


Multi-Utilities 
Wireless  Service- 
Computer  Stge.  ( 
Telecomms.  Equi 
Application  Soft* 


Mutual  Funds 


Week  ending  June  25 
■  S&P  500    ■  U.S.  Diversified    BAH  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  % 

Leaders 

Real  Estate  2.0 

International  Hybrid  -4.5 

Domestic  Hybrid  -5.1 

Financial  -5.2 
Laggards 

Technology  -17.7 

Communications  -17.1 

Latin  America  -17.1 

Health  -12.7 


52-week  total  return 

Leaders 

Precious  Metals 

Real  Estate 

Pacific/Asia  ex-Japan 

Small-cap  Value 

Laggards 

Communications 

Technology 

Hearth 

Utilities 


71.1 

15.5 

6.6 

5.3 

^4.8 
^2.5 
-26.5 
-24.4 


Week  ending  June  25 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -20      -15     -10       -5        0        5 
Data:  Standard  &  Poor's 


Leaders 

Rydex  Dynamic  Vent.  1 00  43.6 
ProFunds  Ultrashort  OTC  43.4 
Potomac  OTC  Short  20.5 

Rydex  Arktos  Investor  20.5 

Laggards 

ProFunds  UltraOTC  Inv.  -33.9 
Black  Oak  Emerging  Tech.  -29.9 
iShares  Gold.  Sachs  Netwkg.-28.2 
iShares  Gold.  Sachs  Semicr.  -25.2 


Leaders 

U.S.  Glob.Wld.  Prec.  Mins.  107.3 

First  Eagle  SoGen  Gold  102.7 

U.S.  Global  Investors  Gold  97.9 

Van  Eck  Intl.  Invs.  Gold  A  93.1 
Laggards 

ProFunds  UltraOTC  Inv.  -73.1 

Black  Oak  Emerging  Tech.  -69.1 

Van  Wagoner  Post  Venture  -65.1 

Van  Wagoner  Technology  -63.8 


I  Interest  Rates 

KEY  RATES 


June  26    Week  a 


MONEY  MARKET  FUNDS 

1.47% 

1.51* 

90-DAY  TREASURY  BILLS 

1.69 

1.70 

2-YEAR  TREASURY  NOTES 

2.75 

2.77 

10-YEAR  TREASURY  NOTES 

4.74 

4.73 

30-YEAR  TREASURY  BONDS 

5.43 

5.39 

30-YEAR  FIXED  MORTGAGEt 

6.54 

6.55 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated.  tax-exemf 
bonds,  assuming  a  30%  federal  tax  rate 

10-yr.  bond 


GENERAL  OBLIGATIONS 

4.09%       t" 

TAXABLE  EQUIVALENT 

5.84           1 

INSURED  REVENUE  BONDS 

4.27           1 

TAXABLE  EQUIVALENT 

6.10           I 

I  THE  WEEK  AHEAD 

CONSTRUCTION  SPENDING  Monday,  July  1, 
10  a.m.  edt>-  Building  outlays  are  fore- 
cast to  have  inched  up  0.3%  in  May  af- 
ter a  0.2%  gain  in  April.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies. 

PURCHASING  MANAGERS'  INDEX  Monday,  July 
1,  10  a.m.  edt*-  The  Institute  for  Supply 
Management's  industrial  activity  index 
probably  slipped  to  55%  in  June,  from 
55.7%  in  May.  While  production  and 


new  orders  are  increasing,  only  a  few 
sectors  are  hiring  additional  workers. 

VEHICLE  SALES  Tuesday,  July  2  ►  Sales  of 
U.S. -made  and  imported  cars  and  light 
trucks  probably  totaled  an  annual  rate  of 
16.4  million  units  for  June,  after  falling 
to  an  annual  rate  of  15.5  million  in  May. 
Through  May,  vehicle  sales  are  on  a 
healthy  yearly  pace  of  16.3  million  units. 

FACTORY  INVENTORIES  Wednesday,  July  3, 
10  a.m.  edt>-  Manufacturing  inventories 


most  likely  fell  0.4%  in  May,  fol 
0.2%  decline  in  April. 

EMPLOYMENT  Friday,  July  5,  8:30 
►  Nonfarm  payrolls  in  June  mosi 
increased  by  68,000  jobs,  after 
41,000  positions  during  May.  :: 
payrolls  are  forecast  to  have  falle 
additional  10,000  jobs.  The  une 
ment  rate  is  expected  to  inch  ba 
5.9%,  from  5.8%  in  May.  The  a\ 
workweek  probably  remained  unc 
at  34.2  hours. 
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the  BW  50,  whose  5.9%  decline  lagged  the  major  market  indexes  by  a  full  percentage  point. 
hbled  18.1%  on  liability  concerns,  and  scandal-wracked  Tyco  International  plummeted 
nt  energy  producer  Calpine  slid  33.6%  after  a  rating  downgrade.  Citigroup,  troubled  by  loans 
bled  12%.  Such  losers  easily  outweighed  the  few  bright  spots,  such  as  Bed  Bath  &  Beyond. 


COMPANY  PERFORMANCE 
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%  change 
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-14.5 

-24.7 

-6.8 

-1.9 

-20.3 

13.1 

25.5 
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13.4 
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-20.5 

11.3 
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10.9 
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26  Tenet  Healthcare  -8.0  24.4 

27  Household  International  -5.6  -5.5 

28  WellPoint  Health  Networks  -8.1  30.3 

29  Washington  Mutual  0.6  15.7 

30  Duke  Energy  -A.l  -11.4 

31  Kohl's  -5.3  3.2 

32  Bed  Bath  &  Beyond  7.4  10.5 

33  Cardinal  Health  -4.2  -6.7 

34  Centex  -1.1  -4.3 

35  American  Electric  Power  -4.3  -8.7 

36  Golden  West  Financial  -2.1  5.6 

37  Stryker  -3.2  -14.6 

38  Harley-Oavidson  -4.2  -2.5 

39  PepsiCo  -5.1  -2.5 

40  Merck  -4.2  -17.9 

41  Apache  3.1  8.3 

42  Amerada  Hess  1.6  14.5 

43  KB  Home  2.6  18.3 

44  First  Data  -6.9  -8.6 

45  Tyco  International  -22.6  -58.8 

46  International  Game  Technology  -6.1  -18.5 

47  Capital  One  Financial  -3.3  15.3 

48  Electronic  Data  Systems  -10.3  -26.5 

49  Nabors  Industries  -5.5  1.7 

50  Xcel  Energy  -16.3  -34.1 


uction  Index 


Change  from  last  week:  0.3% 
Change  from  last  year:  -4.1% 


OUTPUT     June  15=162.0  1992=100 
dex  is  a  4-week  moving  average 


Oct. 
2001 


Feb. 
2002 


June 
2002 


tdex  rose  during  the  latest  week.  Be- 
the  four-week  moving  average,  the  in- 
162.6  from  162.5.  On  a  seasonally 
teel  output  showed  the  strongest  in- 
railfreight  traffic  were  also  positive, 
blies  were  nearly  unchanged.  Lumber 
followed  by  a  sizable  drop  in  autos  and 
n  electric-power  production  and  crude- 

of  the  index  components  is  at  www.business- 
:tion  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&As  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Business  Services 


FORM  YOUR 
CORPORATION 
OR  LLC  TODAY 


INCORPORATING  BUSINESSES  SINCE  1899 

•  Reduce  Taxes 

•  All  50  States 

■  Convenient,  Reliable,  Affordable 


Protect 

Personal 

Assets 


1-888-705-9723 

www.incorporate.com 


The  Glfl!pany  Corporation* 


Education/Instruction 


0\ll\l   (iKMH  Ml    PROGR 


•  Juris  Doctor  (California  Bar  Qualified) 

•  MB. A.  -  Entrepreneurship 

i  MB. A  -  Health  Care  Administration 
■  Master  of  Science  in  Taxation 

William  Howard  Taft  University 

Quality  Oishtnor  biutunon  Sta 


www.tnftu.edu  800/882-41)^5 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Distance  Learning 


BA,  MBA,  MA,  Doctoral  Degrees 
Business,  Psychology  and  Law 

Southern  California  University 
for  Professional  Studies 

'1M0  E.  17th  Street.  Santa  Ana,  CA  92705 

t  Since  1978 

*"*   Education  Loans  Available 
(800)  477-2254  WWW.SCUPS.EDU 


1  Prestigious  British  University  Accredited 
Under  Royal  Charter 

•  One  of  the  World's  Largest  Distance 
Learning  MBA  Programs 

All  Necessary  Study  Materials  Provided 

•  Access  To  On-Line  Facilities 

Support  From  Local  Resource  Centers  and 

Student  Networking 

Flexible  Financing  &  Payment  Plans  Available 

EX3  University  of 

xtr  Leicester 


Call  Today:  800-874-5844 
or  visit  www.rdi-usa.com 
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♦Seminars 
♦Education 


(888)  NU  SHORE 

II    7  4    6    7  3 
Free  Brochure 

♦Opportunities 
♦Strategies 

www.new-ihore.com/uifo 
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Need  a  Logo  r 
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Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

Visa/MC/Amex 

Toll-Free:  1-888-869-5646 


www.  1 800mylogo.com 
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wArvw.1-800-cucumber.com 


Golf  Shoes 


'THE  BEST  GOLF  SHOE 
I'VE  EVER  WORN" 

-  Gene  Sullivan 


www.gripgolf.com    -  ,*' ~ 
888-887-471 1 
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Sales  Promotions/Premiums 


MOTIVATE  YOUR  CUSTOMERS 

to  spend  more  money  with  high- 
quality,  nationally  recognized  name 
brand  incentives.  Variety  of  travel 
options  including  airfare,  land  and 
cruise  programs,  as  well  as 
Merchandise  and  Rebate  offers. 
Visit  www.spirit-incentives.com  or 
call  1-800-860-5880  Ext.  130. 
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Editorials 


THIS  ECONOMY  CAN  SURVIVE  THE  SCANDALS 


The  June  25  admission  by  telecom  giant  WorldCom  Inc. 
that  it  had  cooked  its  books  to  the  tune  of  at  least  $4  bil- 
lion could  not  have  come  at  a  worse  time  for  the  economy  and 
for  the  stock  markec.  Even  before  the  WorldCom  news  came 
out,  the  s&P  500-stock  index  had  already  fallen  by  15%  this 
year.  The  dollar  was  declining  against  the  yen  and  the  euro, 
consumer  confidence  was  weakening,  and  fears  were  building 
that  the  recovery  would  be  weaker  than  expected. 

It  would  be  understandable  at  this  point  for  investors  to 
feel  betrayed  by  Corporate  America  and  distrustful  of  any- 
thing that  executives  told  them.  And  it  would  be  equally 
understandable  if  investors  withdrew  their  money  from  eq- 
uities, fearing  the  next  revelation  of  corporate  malfeasance. 
After  all,  the  fraudulent  behavior  seems  to  be  getting  more 
and  more  blatant.  Every  time  we  think  we  have  seen  it  all,  a 
worse  example  comes  along. 

But  people  need  to  remember  something  very  important: 
One  of  the  great  virtues  of  the  U.  S.  economy  over  the  past 
20  years  has  been  its  ability  to  successfully  deal  with  a  wide 
variety  of  seemingly  intractable  economic  and  financial  prob- 
lems. The  list  starts  with  the  runaway  inflation  of  the  early 
1980s,  vanquished  far  faster  than  economists  expected.  It 
includes  the  savings  and  loan  crisis,  the  threat  from  foreign 
competition  in  the  '80s,  the  1987  stock  market  crash,  the 
1997  Asian  financial  crisis,  and  the  1998  failure  of  Long- 
Term  Capital  Management.  Each  time,  there  was  a  recogni- 
tion— perhaps  delayed — that  there  was  a  serious  problem. 
That  was  followed  by  a  willingness,  on  the  part  of  both  the 
private  and  public  sectors,  to  do  what  needed  to  be  done. 

Today's  crisis  is  following  the  same  pattern.  It  took  a  while 


for  regulators,  politicians,  and  corporate  leaders  to 
depth  of  the  problem  with  corporate  lying  and 
gradually  there  has  been  action,  with  the  New  York 
change,  the  Securities  &  Exchange  Commission,  St 
Poor's,  and  the  Conference  Board  all  putting  forth  or 
promulgate  new  standards.  Congress  is  seriously  consij| 
accounting  reform.  And  the  issue  is  finally  getting 
radar  screen  of  the  Bush  Administration.  President 
Bush  said  on  June  26  that  he  was  "deeply  concerned! 
some  of  the  accounting  practices  that  take  place  in  Ami 

None  of  these  steps  will  have  an  effect  overnigh| 
cumulatively  they're  changing  the  ground  rules  for 
behavior.  CEOs  are  being  put  on  notice  that  the  sort  | 
moral  and  illegal  behavior  that  pervaded  Enron  and 
Com  will  no  longer  be  winked  at.  More  scandals  from 
may  still  emerge,  but  it  will  be  far  less  likely  that  cor 
make  aggressive  accounting  a  key  part  of  their 
strategy,  as  these  companies  did. 

While  the  short  term  may  be  rocky,  there's  little  dot 
the  U.S.  economy — and  the  stock  market — will  not  or 
vive  the  current  crisis  but  will  thrive  in  the  long 
economy  is  showing  good  fundamental  strength,  wit 
ductivity  growth  strong  and  manufacturing  recover 
while  the  market  may  not  be  at  bottom  yet,  over  the  k 
stocks  will  rise  if  the  economy  does  well. 

The  big  danger  is  that  investors  who  displayed 
exuberance  in  the  1990s  will  swing  the  other  way 
render  to  irrational  negativism.  Skepticism  is  appro] 
but  withdrawal  isn't.  The  U.  S.  economy  has  a  resilienc 
should  not  be  underestimated. 


MEDIA:  THE  DANGERS  OF  CONCENTRATION 


Even  while  the  Securities  &  Exchange  Commission  is 
trying  to  get  the  excesses  of  the  market  under  control, 
another  government  agency  could  be  opening  the  door  to 
another  kind  of  excess.  The  Federal  Communications  Com- 
mission announced  on  June  17  that  it  was  starting  a  consoli- 
dated review  of  all  the  rules  limiting  how  many  radio  stations, 
newspapers,  and  TV  stations  a  single  company  can  own,  both 
nationally  and  in  a  single  market. 

This  review  is  likely  to  lead  to  a  dramatic  deregulation  of 
ownership  restrictions.  FCC  Chairman  Michael  K.  Powell  fa- 
vors relaxing. limits  on  the  ability  of  separate  industries, 
such  as  broadcast  and  cable,  to  merge.  In  addition,  he  opposes 
limits  on  the  size  of  media  companies.  Meanwhile,  a  federal 
appeals  court  in  February  ruled  that  the  FCC  had  to  review  or 
eliminate  some  longstanding  rules  limiting  ownership. 

Powell  argues  that  technological  advances,  including 
the  Internet  and  cable  TV,  have  created  a  multiplicity  of 
new  ways  for  Americans  to  get  news  and  entertainment. 


That  makes  existing  limits  on  ownership  less  ess^ 

But  while  that  argument  makes  sense  in  theory,  in 
full-scale  deregulation — which  would  likely  lead  to 
tration  in  the  media — would  be  a  bad  idea.  Without  | 
there  will  be  a  merger  free-for-all  in  the  media  bi 
Companies  that  own  big  broadcast  networks,  such  as  \\ 
Inc.  and  Walt  Disney  Co.,  could  buy  up  more  local  TV 
Cable  companies  would  combine  with  networks.  News| 
companies  would  buy  local  TV  stations  in  their  cities. 
The  result  will  be  that  the  number  of  independent 
voices  would  quickly  clirninish.  Moreover,  the  troubles  in  I 
nancial  markets  could  mean  that  it  will  be  harder  than  el 
raise  the  money  necessary  to  start  up  competing  media  cl 
Powell  needs  to  focus  on  the  value  of  mamtaming  dl 
points  of  view  in  an  information  economy.  One  of  the  <l 
pillars  of  America's  democracy  and  market  economy  is  [ 
dependent  media  with  multiple  voices.  That's  not  sometlj 
be  tampered  with. 
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BMW  demands  that  their  cars 
move  with  precision. 

Even  when  they're  on  the  back  of  a  truck. 
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BMW  North  Amei 
of  i.ars  loadcil  i  u 
dealerships.  F  inding  tl  ie  m< 
flow  of  c.irs,  t'om  order  tod 

That's  why  BMW  turned  to  Cogn< 
in  business  intell 


With  Coon<  ',    hMW  r 


»as  conn  lie  1 1>  cot 


inventory   rhey  use  business  intelligence  to 

and  even  cup  holder.  So  sal< 
'itical  informat        they  need        ' 
rowsers  and  without  IT's  help       t< 
ittei  manage  the  dealerships.  Making  the  people  a 
BMW  as  precise  and  responsive  as  the  cars  they  builo 


Cognos — the  business  intelligence  inside  the  world's 
most  intelligent  businesses. 


'•.cover  groundbreaking  strategies  for  driving  bi 
I 
ur  free  copy  of  Eight  Principles  for  High  Pntor 


Enterprise  Rent-A-Car  wanted  to  reduce  operal 
1.7  million  vital  documents  onto  their  int] 


Learn  more:  www.xerox.com/learn  For  a  sales  rep:  1-800-ASK-XEROX  ext  | 

©  2002  XEROX  CORPORATION  All  rights  reserved  XEROX,' The  Document  Company*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 
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Yes,  Detroit  is  losing  market  share.  But  America 
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Over  13  billion  transistors  are  etched  onto  a  single  wafer  containing  Intel*  Itanium*  2  processors. 

Can  a  company  that  doesn't 

make  computers  change 

the  course  of  computing  history? 

Intel's  first  processor  held  2,300  transistors.  There  are  55  million  on  the  newest  Intel*  Pentium*  4  processor. 
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intel.com 
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It's  happened  all  through 

PC  history.  Now  it  happens  in 

the  data  center  -  where 

Intel  combines  enterprise 

processing  power  with  true  Intel 

flexibility.  Processors  this 
powerful  come  from  innovation, 

engineering  and  what 
we  call  "Yes":  the  drive  that's 

helped  Intel  advance 
technology  for  over  30  years. 
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The  Intel  clean-room  environment:  where  computing  history  is  made.  Literally. 

This  unyielding  commitment 
has  allowed  us  to  consistently 

increase  computing 

performance  while  reducing 

your  technology  costs. 

The  result:  88%  of 

the  world's  servers  now  say 

Intel  Inside®. 


. 


Powerful  and  cost-effective 

servers  to  run  the 
roadest  range  of  applications. 


High-performance  technology 

for  the  most  data-intensive 
business-critical  applications. 
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9:01  AM: 

2.500  EMPLOYEES. 

9:02  AM: 

COMPANY  MERGES. 

9:03  AM: 

18.002  EMPLOYEES. 

(ALL  IN  ALL.  JUST  ANOTHER  DAY  AT  THE  OFFICE.) 


In  business,  change  can  happen  with  a  vengeance.  But  you  can  also  adapt 
with  a  vengeance,  if  you  have  the  right  tools.  mySAP™  HR  helps  your 
organization  align  and  leverage  people  quicklv  to  meet  business  objectives. 
It  also  integrates  all  aspects  of  Human  Capital  Management  with  the  rest 
of  your  business,  so  you  can  analvze  and  measure  performance  or  need 
in  real  time.  Which  could  have  a  real  impact  on  your  bottom  line.  Visit 
sap.com/solutions/hr  or  call  us  at  800  880  1727  for  details. 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
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AFTER  9/11 


A  DROUGHT  OF  FOREIGN  TOURISTS 


TERRORISTS     MAY     HAVE 

targeted  New  York  and 
Washington,  but  now,  almost 
10  months  after  September 
11,  folks  thousands  of  miles 
away  are  feeling  the  blow. 
Scared  off  by  the  possibility 
of  another  attack,  the  num- 
ber of  foreigners  taking  sum- 
mer vacations  in  the  U.S.  has 
dropped  precipitously.  New 
York,  Orlando,  Las  Vegas, 
and  even  Memphis  are 
hurting. 

Yet  nowhere  does  the  drop 
seem  steeper  than  in  Ameri- 
ca's big  national  parks.  At  the 
Grand  Canyon,  for  instance, 
National  Park  Service  offi- 
cials estimate  that  at  least 
40%  of  the  5  million  people 
who  visit  each  year  come 
from  Japan,   Germany,  and 


other  countries.  Not 
this  summer.  Visits 
by  buses — a  good 
way  to  gauge  for- 
eign tour  groups — 
are  running  35%  be- 
low 2001  levels. 
Walk-ins  to  the  visi- 
tors' center  in 
Flagstaff,  Ariz., 
have  fallen  to  pre- 
1990  levels,  and 
more  than  two 
dozen  local  shops 
and  eateries  have 
closed.  "We're  still 
feeling  the  impact  of  Septem- 
ber 11,"  says  Mary  Bostwick, 
owner  of  the  Arizona  Moun- 
tain Inn  in  Flagstaff. 

The  Commerce  Dept.  re- 
ports that  international  trav- 
el to  the  U.  S.  plunged  11%  in 


TALK  SHOW  ('Criminal  charges  may  be  too  good  for  the| 
people  who  brought  about  this  mess." 

— U.S.  Securities  &  Exchange  Commission  Chairman  Harvey 
Pitt,  on  the  WorldCom  fiasco 


TECH  TRAVAILS 

NOT  MUCH  HELP 
FROM  THE  HELP  LI 

AFTER      YEARS      OF     GI 

computer     companies 
marks,  consumers  now! 
hardware  and  software  ) 
ers  are  falling  down  or 
job.  Only  60%  of  1,026  A 
icans  polled  by  Harris  1 1 
active  in  May  said  soft 
companies  served  custol 
well,   down  from  80 
year;  just  59%  said  ha 
companies  did  so,  down 
78%.  Harris  now  ranks 
fifth  and  sixth  in  constL 
satisfaction — behind    bm\\ 
hospitals,  auto  makers. f 
even  airlines. 

The  industry  has  or 
self  to  blame.  As  sales 
fallen,  PC  companies  hav 
tech-support  staff.  The  i| 
is  tedious  waits  or 
lines  and  unhtj 


f 


GRAND  CANYON:  Lonesome  trails 


2001,  to  45.5  million  visitors, 
and  doesn't  foresee  a  return 
to  the  record  levels  of  2000 
until  2004.  Then  again,  if  the 
U.S.  dollar  keeps  getting 
cheaper  for  foreigners,  who 
knows?  Michael  Arndt 


ETHICS  AND  RELIGION 

ON  SECOND  THOUGHT 

WHEN  IT  COMES  TO  UNETHICAL 

behavior  in  Corporate  America, 
does  a  CEO's  religion  matter? 
The  Wall  Street  Journal 
thought  so — then  apparently 
changed  its  mind.  On  June  28, 
early  editions  of  the  paper  ran  a 
large  table  on  13  corporate  lead- 
ers currently  in  hot  water  and 
included  religious  affiliations  for 
eight.  But  later  editions  dropped 
any  mention  of  religion. 

Editors  decided  there  were 
too  many  missing  affiliations  and 
that  the  information  "didn't  tell 
enough  of  a  story  to  keep  it  in," 
says  Melinda  Beck,  editor  of  the 
Marketplace  section  where  the 
table  appeared.  There  was  no 
debate  about  whether  religion 
plays  a  role  in  ethical  behavior, 
she  says,  and  the  paper  received 
no  complaints. 

Interestingly  five  of  the  eight 
affiliations  were  Roman  Catholic 
— a  religion  whose  leaders  have 
had  their  own  share  of  contro- 
versy this  year.         Diane  Brady 


^Sma 


WmJOlW^ 


Samuel 
Waksal 


Mirth*  StMVt      Martna 
U*«0W il    Stewart 


o^t  Joseph  p 

Sow*****    Nacchk) 

tarttrMttoMi 


Former  CEO.  fr%e 
company's  19^.^, 
founding  until 
resigned  in  M 


^•UBoroti 


60     Chairman  ^College,  ^ 
executive,  1 
present 
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advice  when  people 
through.    Software,    r| 
while,  is  more  complex- 
irksome  issues:  long  i| 
delays,  botched  shipi 
and  rebates  that  nevt 
rive,  says  Pete  Blacks! 
chairman  of  customer  1 
Web  site  Planet  Feedl 

For  an  industry  desj 
for  a  rebound,  this  is 
bling.  Dell  Computer  ha 
its  PlanetFeedback  gra< 
to  C-  from  B-.  Gatewa 
a  C.  Intuit  and  Symai 
D+.  Firms  say  they're 
to  improve  customer  s< 
but  it's  no  easy  task.  "I 
isfaction  is  highly  viral, 
Blackshaw.    Sounds 
tech's  Next  Big  Thing  I 
be  getting  back  in  b 
good  graces.      Andreu. 
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•>mall  pharmaceutical  company  had  outsized  ambitions:  to  grow  quickly  into  a  global  powerhouse.  Morgan  Stanley 
^ed  make  it  happen.  First  by  searching  out  the  most  strategic  merger  partner.  Then  brokering  sensitive  negotiations 
:reate  a  cultural  and  management  balance  that  allowed  for  a  merger  of  equals.  The  result?  A  health  care  giant  was 
n.  Such  complex  challenges  are  our  passion.  Such  client  successes  are  our  mission.  What  can  we  do  for  you? 

/ices  offered  by  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Employee  names  have  been  changed  to  protect  their  privacy. 
Hient  At  A  Time  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  ©  2002  Morgan  Stanley. 


BIBLE:  Sweet  exit  deal 


GOLDEN  PARACHUTES 

AT  PHILIP  MORRIS, 
PERKS  FOR  LIFE 

WHEN        GEOFFREY        BIBLE 

retires  from  cigarette-and- 
food  giant  Philip  Morris  on 
Aug.  31,  he  will  end  a  15-year 
run  at  the  top  of  one  of  the 
largest  companies  in  the 
world.  Although  Bible  will  no 
longer  be  calling  the  shots, 
hell  still  be  free  to  call  up  the 
corporate  jet.  According  to  his 
exit  agreement,  filed  with  the 
Securities  &  Exchange  Com- 
mission, Philip  Morris  will  pro- 


SCANDAL  SHEET 


ENRON  101 

JUST  ADDED  TO  THE  FALL 

curriculum  and  already  oversub- 
scribed: "The  Enron  Case,"  a  five- 
week  course  at  the  University  of 
California  at  Irvine's  Graduate 
School  of  Management.  A  maxi- 
mum capacity  of  55  MBA  students 
(15  more  than  the  classroom  nor- 
mally holds)  will  study  the  biggest 
corporate  bankruptcy  in  U.  S.  histo- 
ry from  its  start  to  its  tragic  end. 

They'll  listen  to  guest  speakers, 
including  accountants,  a  federal 
prosecutor,  a  newspaper  reporter, 
and  an  economist.  Enron  whistle- 
blower  Sherron  Watkins  is  lined 
up  to  speak,  too. 

Professor  Richard  McKenzie 
says  he  wants  students  to  "set 
aside  what  they've  heard  and  read 
and  look  at  the  financials  and 
statements  and  issues  from  the  be- 
ginning." One  question:  Is  there 
extra  credit  for  not  cheating  on 
the  homework?       Jennifer  Merritt 


vide  its  onetime  leader 
with  the  following  ben- 
efits, in  exchange  for 
occasionally  being  avail- 
able as  a  consultant,  for 
as  long  as  he  fives: 

■  an  office  near  his  home,  in- 
cluding a  secretary 

■  an  unlimited  phone-calling 
card 

■  two  cell  phones  and  two 
fax  machines,  plus  the  cost 
of  maintenance 

■  security  at  his  home  and 
at  his  vacation  home 

■  access  to  the  corporate 
plane,  dining  room,  and  gym 

■  a  company  car  and  driver 
or  a  car  allowance  of  up  to 
$100,000  a  year 

■  up  to  $15,000  a  year  for  fi- 
nancial-advisory services. 

While  it  seems  amazing 

that     a     man     who 

earned  $50  million  in 
salary,  bonus,  and 
other  compensation  in 
2001  could  need  all 
this,  executive-pay 
experts  say  this  isn't 
unheard  of. 

Such  exit  packages 
started  cropping  up  in 
the  mid-1990s,  says 
Judy  Fischer,  manag- 
ing director  of  Execu- 
tive Compensation 
Advisory  Services, 
though  Bible's  ap- 
pears extremely  gen- 
erous. "If  I  were  a 
shareholder,  I  would 
raise  my  eyebrow  at 
this  continuing  outlay 
of  corporate  expenses 
that  are  really  quite 
pricey  just  to  take 
care  of  someone  in  re- 
tirement,"  she  says. 

A  Philip  Morris 
spokeswoman  says 
Bible's  package  is 
comparable  to  other 
executives  and  that 
the  company  did  thor- 
ough research  before 
settling  on  the  details. 
Such  perks,  she  says, 
are  "standard  operat- 
ing procedure." 

Nanette  Byrnes 


GREEN  WATCH 

A  NUKE-TRANSPORT 
ROUTE  NEAR  YOU 

SCORE  ONE  FOR  THE  GREENS. 

A  July  27  deadline  is  drawing 
near  for  a  Senate  vote  on 
setting  up  a  repository  for 
45,000  tons  of  nu- 
clear waste  at 
Yucca  Mountain 
in  Nevada.  So  the 
grassroots  Envi- 
ronmental Work- 
ing Group  has 
found  a  way  to 
show  how  the 
risks  hit  home. 

Its  Web  site 
maps  how  close 
people's  houses 
are  to  expected 
nuclear-waste  transportation 
routes,  which  will  go  from 
the  nation's  103  nuclear  pow- 
er plants  to  Yucca  Mountain 
(www.MapScience.org).  Map- 
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PROTEST:  New  map 
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ping  the  Chicago  Merc 
Exchange,  for  exai 
shows  a  nuclear  route. 
1.4  miles  away.  The  nori 
says  it  has  had  reques 
generate  maps  every  fiv 
onds  since  its  June  11  la 
The  hope  is  that  conc( 
citizens  will  urge  their 
tors  to  vote 
the  plan. 

Naturally 
dustry  is  c 
foul.  The  Ni 
Energy  Ins 
says  the  map 
misleading 
cause  trans] 
tion  routes 
final.  The  Ni 
says  the  U.t 
safely  ship 
"  clear  waste 
times  since  1964.  Capit 
sources  say  Yucca  is 
be  approved  anyway, 
lesson  is  clear:  Politics 
deed  local.  Laura 


THE  BIG  PICTURE 


DNA  DISCLOSURE 

Most  people  don't  want  even  their  health 
insurers  to  know  the  results  of  genetic 
testing  that  can  predict  predisposal  to . 
disease.  Here's  who  they  think  should  | 
have  access  to  results: 
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REGULAR      MEDICAL       HEALTH 
DOCTOR    SPECIALISTS   INSURER 

A  PERCENT 

SURVEY  OF  1,013  ADULTS,  MAY  15-21      Data:  Harris  Interacts 


Polls,  surveys,  and  other  items  should  be  sent  to  upf ronfc"  businessweek.com 
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OUTRAGE  THAT  DEMANDS  ACTION 


As  we  say  in  "Restoring  trust  in  Cor- 
porate America"  (Cover  Story,  June  2U), 
rarely  have  business  and  its  leaders 
been  held  in  such  low  esteem.  Yet  most 
of  the  business  community  has  been 
silent,  even  as  the  crisis  becomes  dan- 
gerously disruptive  for  the  market  and 
the  economy.  Here,  readers  respond  to 
the  cover  story  and  editorial,  "Rebuild- 
ing trust — before  it's  too  late." 

THE  OBSCENITY  OF  CEO  PAY 

Your  recent  editorials  lambasting  Cor- 
porate America  for  its  lack  of  oversight, 
greed,  and  outright  wrongdoing  are  ex- 
cellent, timely,  and  desper- 
ately needed  ("Corporate 
governance:  The  road  back," 
May  6,  and  "Rebuilding 
trust — before  it's  too  late," 
June  24).  BusinessWeek  has 
railed  for  years  against  the 
growing  obscenity  of  execu- 
tive pay  packages,  yet  the 
gap  between  ceo  and  worker 
pay  (currently  at  600:1)  con- 
tinues to  grow.  I  am  at  a  loss 
as  to  how  those  in  the  board- 
room who  have  even  the  slightest  com- 
prehension of  trust,  honor,  and  fairness 
can  approve  such  pay  packages  and  not 
see  the  damage  that  such  excess  inflicts 
throughout  the  employee  ranks.  This 
inequity  leads  to  an  erosion  of  confi- 
dence that  further  erodes  the  commit- 
ment to  performance,  as  employees  see 
the  rewards  of  that  performance  lav- 
ishly showered  on  those  at  the  top. 

Please  continue  to  speak  out.  Let's 
hope  someone  will  hear  the  message. 

Peter  Grazier 
Chadds  Ford,  Pa. 
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Restoring 

Trust  in 

Corporate 

America 


SING  OUT,  STRA1GHT-SH00TE 

For  every  Enron  Corp.,  th 
Warren  E.  Buffett.  For  every 
Andersen,  there  is  a  James  F. 
[ceo  of  Southwest  Airlines 
every  huckster  ceo,  there  are 
of  dedicated,  honest  ceos.  On 
these  executives  begin  to  speai 
son  will  they  begin  to  change 
culture  for  the  better.  An  all 
these  leaders  will  do  more  to 
corporate  confidence  than  all 
fects  of  governmental  control 
indignation,  and  shareholder 
faction  combined. 

Rolani 
Carm 


mrCEOs  Mast  Spot  Up 
How  imtilulietul  Imrnton 
Art  Pztfifll;  Hslotn 


THERE  IS  NO  SHA 
LEFT' 


Restoration  of  ti 
quires  leadership  fr< 
porate  America,  whi* 
forthcoming.  The  fir 
needed  is  a  statemt 
lar  to  that  of  He 
Paulson  Jr.'s  from  c 
no,  hundreds — of  other  leaders, 
for  example,  is  Jeffrey  R.  Imn 
heir  to  the  man  the  business  pi 
onized  as  Saint  Jack?  The  siler 
General  Electric  Co.  is  deafeni 

Neither  Mr.  Immelt  nor  mo  1 
ceos  dare  say  anything  becai 
well  known  to  reporters  both 
and  political  that  the  big-gun  1 
for  Corporate  America  are 
overtime  to  make  sure  there  w 
effective  legislation  on  corpor; 
emance  or  accounting.  A  CEO  pi 
support  for  reform  would  be  ha 
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"Customer  training 

doesn't  end  the  sale. 

It  begins  the  next  one." 


Jim  Mannarino 

Manager  of  Customer  Training, 

Global  Manufacturing  Solutions 


Rockwell 
Automation 

Global  Manufacturing  Solutions 


$4.3  billion  in  factory  automation 
equipment  isn't  all  we  sell.  We  also 
supply  the  training  and  performance 
services  our  customers  need  to 
optimize  manufacturing,  increase 
plant  uptime,  reduce  time  to  market 
and  drive  regulatory  compliance. 
Making  sure  that  people  get  the 
proper  initial  and  follow  up 
training  is  critical  in  maintaining 
long-term  customer  relationships. 

REDUCING  RISK: 

300,000  global  learners  in  the 
Rockwell  database. 

20/000  customers  currently  enrolled. 

1   Learning  Management  System 
(LMS)  keeping  everyone  happy. 

TODAY: 

60/40.  Rockwell  is  moving  to 
a  60%  instructor-led,  40% 
tech-led  learning  mix  over  the 
next  four  years.  They  are  also 
making  greater  use  of  their  LMS 
database  to  track  learning  trends 
and  to  determine  future  training 
resource  allocations. 

What  if  you  could  reduce  your 
organizational  risk  through  learning? 
What  if  you  could  achieve  results  - 
faster?  What  if  you  could  be  ready 
for  change? 

You  can,  with  THINQ.  THINQ's 
learning  management  software 
powers  the  learning  that  powers 
the  business  of  more  large 
organizations  than  any  other. 

Visit  http://Thoughtljeaders.THINQ.com 

to  find  out  how  Jim  and  his  team  reduce 
organizational  risks,  achieve  results  faster, 
and  stay  ready  for  change. 


NO 


LEARNING  THAT  POWERS  BUSINESS 
1.800.869.9461,  press  3 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

Because  of  a  production  error,  the  table 
"BusinessWeek's  Midyear  Economic  Fore- 
cast Survey  for  2002-03"  (BusinessWeek 
Investor,  July  1)  was  mislabeled.  The  eighth 
and  ninth  columns  of  numbers  were  pro- 
jections for  the  federal  funds  rate  at  the  end 
of  the  fourth  quarter  2002,  and  second 
quarter,  2003  respectively.  The  last  col- 
umn contained  projections  of  the  month 
for  the  first  Fed  rate  hike. 

"Sprint's  sprightly  marketing  push"  (Up 
Front,  July  1)  incorrectly  stated  that  Sam- 
sung Group  and  others  will  make  phones 
loaded  with  music  and  games  for  the  Vir- 
gin-Sprint wireless  service.  Kyocera  Wireless 
Corp.  is  Virgin  Mobile  USA's  exclusive  cell- 
phone provider. 


reporters  on  the  petard  of  his/her  Wash- 
ington lobbyists. 

The  fact  that  there  is  no  shame  left 
in  the  corporate-political  culture  is 
demonstrated  by  the  U.  S.  Senator  who 
is  carrying  most  of  the  water  for  the 
anti-reform  movement,  Phil  Gramm  (R- 
Tex.).  His  wife  was  on  Enron's  board, 
for  Pete's  sake!  Nevertheless,  he  works 
diligently  to  pull  the  teeth  of  any  pro- 
posed reform. 

Serious  reform?  Yeah,  sure. 

James  E.  Waters 
Wilmington,  N.C. 

THE  CEOS  TEAM:  NO  YES  MEN' 

The  good  leaders  I  have  had  the  op- 
portunity to  work  with  over  some  30 
years  were  fully  aware  of  the  dangers  of 
the  ceo  role:  a  false  sense  of  self-im- 
portance, arrogance,  entitlement,  and 
the  ability  to  influence  their  personal 
economic  gain. 

What  those  of  character  did  was 
quite  simple:  They  surrounded  them- 
selves with  expert  and  independent 
people  and  required  them  to  challenge 
any  action  that  put  the  ceo's  interests 
before  those  of  shareholders,  customers, 
and  employees.  Envision  a  "team  of 
three"  consisting  of  the  chief  financial, 
legal,  and  human-resources  officers 
working  together  and  individually  to 
insure  that  the  ceo  does  the  right 
thing! 

The  ceo  defines  the  way  business  is 
conducted  and  selects  his/her  team.  Take 
a  look  at  that  team,  and  you  will  get  a 
good  read  on  the  quality  of  the  leader 
and  the  way  the  business  is  managed. 

John  Potempa 
Hinsdale,  111. 


I 


CRONYISM,  AMERICAN-STYLE 

What  has  finally  surfaced  is  the  per- 
vasive conceitedness  ofsthe  ol'  boy  net- 
work— now  commanded  by  a  less  com- 
petent generation.  American  businesses 
are  starting  to  show  signs  of  too  much 
cronyism  based  on  college,  union,  neigh- 
borhood, and  ethnic  background,  while 
ignoring  the  merits  of  the  unassooiated 
outsider.  [They]  think  this  is  the  jet  set, 
credit  card,  hula  hoop,  WASPish  1950s. 

Todd  Parham 
Pittsburgh 

BLINDED  BY  SALARY  BLOAT 


Has  Corporate  America  so  lost  its 
perspective  and  sense  of  responsibili- 
ties that  it  shoots  itself  in  the  foot  and 
doesn't  even  bother  to  limp?  Apparent- 
ly, these  execs  are  too  afraid  of  some- 
how jeopardizing  their  bloated  salaries. 
BusinessWeek,  good  for  you  and  Gold- 
man Sachs  &  Co.'s  Hank  Paulson  for 
taking  the  courageous  and  forthright 
stance  in  pointing  out  what  obviously 
and  necessarily  should  be  done. 

R.D.  Higgins 
San  Diego 

MAKE  BUSINESS,  NOT  WAR 

Most  business  requires  only  that  an 
organization  obtain  supplies,  add  value, 
and  resell.  It's  that  simple.  But  execs 
who  have  not  quite  mentally  left  the 
sandbox  read  Machiavelli  and  Sun-tzu 
for  business  lessons  and  "deploy"  a  sales 
"force"  of  "road  warriors,"  thump  chests 
at  meetings,  and  with  greater  solemnity 
than  any  gladiator  who  entered  the 
Colosseum  mutually  pledge  to  do  "what- 
ever it  takes."  All  might  be  fair  in  love 
and  war,  but  business  is  neither.  If  we 
want  to  restore  trust  in  Corporate 
America,  let's  have  the  business  press 
turn  down  the  rhetorical  volume  to  a 
level  that  makes  it  impossible  to  confuse 
day-to-day   work  with  blood   sports. 

Perry  Glasser 
Haverhill,  Mass. 

STRAIGHT  TALK  BEATS  SPIN 

I've  created  corporate,  investor-rela- 
tions, and  marketing  communications 
for  40  years,  and  I've  met  few  execs 
who  were  able  to  resist  the  temptation 
to  add  a  little  gloss  to  their  messages 
("spin"),  which  then  reinforces  the  view 
that  businesses  can't  be  trusted. 

As  long  as  its  leaders  equate  selling 
with  hyping,  Corporate  America  will 
never  be  trusted.  What  makes  this  dou- 
bly sad  is  that  it's  not  necessary.  If  ex- 


ecs could  forego  euphemisms  ant 
talk  straight,  adult-to-adult,  they 
begin  to  earn  constituents'  trust, 
have  a  compelling  story  to  tell,  an 
truth  does  have  a  ring  to  it — es 
when  people  expect  to  be  misled 

Davi< 
Mill  Valley, 

THE  BEST  MESSAGE  IS  JAIL 


r 


All  ill-gotten  gains  made  by  the: 
ecutives  in  recent  months  should 
turned  to  the  corporation  and  redi 
uted  to  the  hard-working  employe 
other  stock  owners.  These  exeoj 
should  not  profit  one  bit  from 
greedy  actions.  In  fact,  many  of 
should  go  to  jail. 

Thank  God  for  people  such  as 

York  Attorney  General  Eliot  Spit 

hope  he  goes  after  all  the  wrong- 

and  punishes  them  as  they  deser 

Leo  E.  For 

Camarillo, 


BusinessWeek  online 


The  full  text  of  BusinessWeek,  the  BusinessWeek! 
Daily  Briefing,  and  access  to  BusinessWeek  arch! 
starting  in  1991  are  available  on  the  World  Widel 

www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. I 

How  to  reach  Business^] 

LETTERS  FOR  READERS  REPORT 

We  welcome  your  mail.  We  prefer  to  receive  e-mal 
without  attachments.  All  letters  must  include  an] 
and  daytime  and  evening  phone  numbers.  We  rel 
right  to  edit  letters  for  clarity  and  space  and  to  I 
them  in  all  electronic  and  print  editions.  | 

E-mail:  bwreader@businessweek.com  | 

Fax:  (212)  512-6458  I 

Mail:  BusinessWeek  Readers  Report,  1221  Avenul 
Americas,  43rd  floor,  New  York,  NY  10020  I 

SUBSCRIBER  SERVICES  I 

Web  site  for  address  changes,  renewals,  invoicel 

payments,  and  account  status:  I 

http://businessweek.com/service.htm 

(click  "Manage  Your  Account") 

For  individual  subscriptions,  corporate  subscript 

and  other  inquiries. 

Phone:  (800)  635-1200  Fax:  (641)  842-6101 

E-mail:  bwcustomerservice@neodata.com 

Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 

Website:  www.resourcecenter.businessweek.com  I 

E-mail:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 
Phone:  (212)  512-3148  Fax:  (212)  512-2337 
E-mail:  reprints@businessweek.com 
Web  Site:  reprints.businessweek.com 

Photocopies  ($2.00  per  copy  for  commercial  use! 
$1.50  per  copy  for  classroom  use) 
Copyright  Clearance  Center  (www.copyright.corrl 
Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 
E-mail:  permissions@businessweek.com  I 

Web  Site:  www.businessweek.com/info/permis. hi 


16  BusinessWeek  /  July  15,  2002 


tachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
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Books 


THE  VICTIM'S  FORTUNE 

Inside  the  Epic  Battle  over  the  Debts  of  the  Holocaust 

By  John  Authers  and  Richard  Wolffe 
HarperCollins  •  458pp  •  $29.95 


A  FLAWED  CRUSADE 
FOR  HOLOCAUST  JUSTICE 


Fifty  years  after  the  end  of  World 
War  II,  a  small  group  of  Ameri- 
can Jews  launched  a  campaign  to 
resolve  one  of  the  most  complex  issues 
of  the  Holocaust:  the  plundering  of  the 
property  of  European  Jewry  by  the 
Nazis  and  their  accomplices.  In  time, 
the  aggrieved  would  win  some  mone- 
tary redress  and  a  good  deal  of  publici- 
ty for  their  cause.  But  as  John  Authers 
and  Richard  Wolffe  show  in  The  Vic- 
tim's Fortune,  what  began  as  a  crusade 
for  justice  led  quickly,  and  perhaps  in- 
evitably, to  an  unseemly  squabble  over 
money  and  representation.  The  authors, 
both  of  the  Financial  Times,  have  pro- 
vided a  well-written  account  of  a  fasci- 
nating, convoluted  set  of  events. 

In  1952,  the  fledgling  government  of 
Israel  signed  a  reparations  agreement 
that  provided  for  large  payments  by 
the  West  German  government  over 
many  years.  Along  with  the  Jewish 
state,  concentration  camp  inmates  re- 
ceived compensation,  as  did  individuals 
who  had  lost  assets  and  their  livelihoods 
in  Germany.  These  payments  ran  into 
tens  of  billions  of  dollars,  but  they  did 
not  cover  property  lost  outside  of  Ger- 
many or  restitution  for  slave  labor. 

In  the  decades  that  followed,  there 
was  little  discussion  of  the  Nazis'  sys- 
tematic looting  of  the  Jews.  In  the  thou- 
sands of  pages  written  about  the  Holo- 
caust, the  matter  was  largely  ignored. 
Partly,  this  was  a  result  of  the  Cold 
War,  which  pushed  unresolved  issues  of 
earlier  decades  to  the  margins.  Also, 
Jewish  organizations  did  not  want  the 
world  to  think  they  were  trying  to  cap- 
italize on  one  of  the  20th  century's 
greatest  human  tragedies.  Some  Jew- 
ish victims  even  refused  to  take  what 
they  saw  as  blood  money  and  a  Ger- 
man attempt  to  buy  forgiveness. 

Still,  Germany  at  least  had  confronted 
the  issue.  Eastern  European  rountries 
such  as  Poland  and  Hungary,  which  had 


the  largest  prewar  Jewish  populations  in 
Europe,  are  only  today  getting  around 
to  the  task  of  returning  Jewish  assets, 
the  better  part  of  which  were  appro- 
priated by  communist  regimes.  Repa- 
rations efforts  in  Western  European 
countries  also  idled  for  years.  Norway, 
which  had  a  tiny  Jewish  population  and 
thus  little  liability,  did  not  get  around  to 
returning  all  stolen  assets  until  1997. 
France  and  Holland,  which  had  much 
larger  Jewish  communities,  returned 
some  property  immediately  after  the 
war  but  did  little  to  help 
families  of  murdered  Jews 
retrieve  plundered  assets. 

The  Swiss,  with  their  fa- 
mously secretive  bankers, 
may  have  been  the  least 
forthcoming.  The  Victim's 
Fortune  begins  with  them. 
Authers  and  Wolffe  excel  in 
describing  the  effort  of  the 
World  Jewish  Congress,  a 
battalion  of  class-action 
lawyers,  and  numerous  pol 
cians,  including  former  U.  S 
Senator  Alfonse  D'Amato 
and  New  York  City  Comptroller  Alan 
Hevesi,  to  force  Swiss  banks  to  settle 
the  issue  of  accounts  that  had  lain  dor- 
mant since  the  war. 

wjc  Secretary-General  Israel  Singer 
started  confronting  the  Swiss  banks  in 
1995.  The  contest  became  a  very  per- 
sonal one  for  Singer,  who  felt  the  ur- 
gency of  resolving  matters  before  all  of 
the  Holocaust  survivors  died.  Singer  be- 
came a  master  at  using  the  media  and 
politicians  to  keep  the  issue  before  the 
public.  But  he  could  not  have  mounted 
much  of  an  assault  without  the  back- 
ing of  wjc  President  Edgar  Bronfman, 
the  billionaire  former  Seagram  Co.  ceo 
and  political  donor.  Bronfman  provided 
the  political  entree  to  the  Clinton  White 
House  that  led  to  a  deep  Administration 
involvement.  Before  long,  the  Clinton 


Administration  had  its  own  point 
Stuart  Eizenstat,  Under  Secret 
State  and  later  Deputy  Treasury 
tary.  Facing  such  opponents — and 
threat  of  sanctions  by  Hevesi,  who 
saw  New  York  City's  borrowir 
pension  funds — the  Swiss  banks 
to  a  $1.25  billion  settlement  in 
counts  matter. 

As  the  struggle  shifted  to 
Germany,  and  Austria,  even  more 
action  lawyers  jumped  on  bos 
though  some  had  noble  reasons  fcl 
tering  the  fight,  in  The  Victim's \ 
tune,  even  the  best-intentioned 
across  as  opportunists.  Nor  do  thel 
ish  organizations,  which  demandec| 
trol  over  unclaimed  funds,  fare 
better.  But  without  them — and  jij 
who  forced  the  parties  to  compror 
it  is  doubtful  that  giant  Europea 
porations  and  governments  would| 
acted.  In  late  1999,  fearful  of 
dragged  into  unfriendly  U.S.  d 
such    industrial    giants    as    Daij 
Chrysler,         Volkswl 
Siemens,  and  Krupp 
to  a  payout  of  $5  bill! 
compensate  slave  label 
Ironically,  the  Hol<[ 
survivors  felt  little  <| 
sense  of  success  exper 
by  those  more  direct] 
volved  in  the  negotia| 
Some,     such     as     Cl 
Weisshaus,  the  lead  pi| 
against  the  Swiss  ba 
came  critics  of  the  pii 
By  the  time  of  the  J 
settlement,  her  soh| 
her  lawyer  and  Singer,  both  of 
she  saw  as  unresponsive,  seemec 
to  her  disgust  for  the  banks, 
such  as  Martin  Stern,  the  grandsc| 
Holocaust  victim,  focused  their 
Jewish  groups,  particularly  th«j 
Stern  carried  on  a  battle  againsll 
curazioni  Generali,  the  giant  ItalJ 
surance  company  accused  of  fa 
pay  Jewish  prewar  policyholders! 
But  the  reaction  of  71-year-old| 
Rothman,  after  receiving  his 
check  for  years  of  slave  labor,  \vt 
ly  more  typical.  "The  point  is 
the  same,"  he  said.  "Too  little,  tc| 
But  if  it  had  been  earlier  or  la 
would  have  been  no  more  moral.l 
BYNEALS/1 
Jerusalem  correspondent  Sand 
tensively  covered  the  Swiss  bankl 
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THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,    12 
Spencer  Johnson  (Berkley  •  $12.95)  Management 
techniques  in  story  form. 

12   GETTING  TO  YES  Roger  Fisher,  William  Ury,  9 

Bruce  Patton  (Penguin  •  $14)  A  Harvard  team's 
step-by-step  guide  to  conflict  resolution. 


THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stan-       - 
ley,  William  D.  Danko  (Pocket  Books  •  $7.99)  The 
simple  ways  of  the  wealthy  among  us. 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T.  13 

Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 

BUILT  TO  LAST  James  C.  Collins,  Jerry  I.  Porras 
(HarperBusiness  •  $17)  How  3M,  Wal-Mart,  and 
others  became  standouts. 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economil 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re| 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  May. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 


HOT  TYPE 


WORK,     FOR    THE    MOST    PART,     ISN'T    FUN. 

After  all,  when  Adam  got  kicked  out  of 
the  Garden  of  Eden  and  ordered  to  "till  the  ground,"  it  was 
meant  as  a  punishment.  But  the  authors  of  Fish!  Tales,  this 
month's  No.  8  hardback,  say  drudgery  isn't  inevitable.  Key  to 
what  they  call  the  "Fish!  Philosophy"  is  the  idea  that  on-the- 
job  play  increases  workforce  commitment  and  creativity. 

The  book  describes  several  rejuvenated  workplaces,  many  of 
them  at  high-stress,  modest-pay  companies.  In  each  instance, 


unconventional  behavior  is  celebrated:  A  Sprint  manag| 
personates  Elvis  to  perk  up  his  customer-service  agents, 
stance,  or  a  nurse's  assistant  plays  his  clarinet  to  a  h< 
patient.  In  the  end,  everyone  feels  better  and  is  morl 
ductive.  Fish!  Tales  also  suggests  adopting  a  positive  a| 
and  being  kind. 

Is  that  all  it  takes  to  improve  work?  Put  it  this  way: 
expect  your  office  to  turn  into  the  Garden  of  Eden. 

BY  HARDY 
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ACTICE      Over  450  home  runs 
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I  TAKE  INFIELD  PRACTICE  I  3  Gold  Gloves 
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I  TAKE  VIAGRA     Let's  just  say  it  works  for  me 


Rafael  Palmeiro,  VIAGRA  has  some  impressive  stats.  In  4  years,  more  than 
ilion  prescriptions  have  been  written  in  the  United  States  alone.  Plus,  VIAGRA  has 
d  more  than  1 3  million  men  worldwide  rediscover  their  love  lives.  Hey,  it  all  adds 
)  do  what  Rafael  did.  Ask  your  doctor  if  a  free  sample  of  VIAGRA  is  right  for  you. 


VIAGRA  I  WT^ 


(sildenafil  cnr  ate)  tablets 


PROUD  SPONSOR 


" 


For    more    information,    visit    www.viagra.com 


i 


Please  see  patient  summary  of  information  for  VIAGRA  (25-mg.  50-mg,  100-m#)  tablets  on  the  following  page. 

:  cated  for  the  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs  often  used  to  control  chest  pain  (a  ^o 
as  angma ,  don't  take  VIAGRA.  This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  evel.  Discuss  your  general  health  status 
ur  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection 
Its  longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  commonly, 

blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 

VIAGRA 

(sildenafil  citrate)  Mb 
This  summary  contains  important  information  about 
VIAGRA    ;:  s  not  meant  to  take  the  place  of  your  doctor's 
instructions  Read  this  information  carefully  before  you  start  taking 
VIAGRA.  Ask  your  doctor  or  pharmacist  if  you  do  not  understand  any 
of  this  information  or  if  you  want  to  know  more  about  VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However.  VIAGRA  is  not  for  everyone  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction 
VIAGRA  must  never  be  used  by  men  who  are  taking 
medicines  that  contain  nitrates  of  any  kind,  at  any  time. 
This  includes  nitroglycerin.  If  you  take  VIAGRA  with  any 
nitrate  medicine  your  blood  pressure  could  suddenly  drop 
to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  tills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex.  this  extra  blood  flows  out 
of  the  penis  back  into  the  body  The  erection  goes  away  II  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process  The  penis  cannot  fill  with  enough  blood  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not 
be  advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex.  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection  After  sex  is  over,  the 
erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Bod/),  ask  your  doctor  if 

your  heart  is  healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either 

regularly  or  as  needed-you  should  never  take  VIAGRA. 

If  you  take  VIAGRA  with  any  nitrate  medicine  or  recreational  drug 
containing  nitrates,  your  blood  pressure  could  suddenly  drop  to  an 
unsafe  level.  You  could  get  dizzy,  faint,  or  even  have  a  heart  attack  or 
stroke.  Nitrates  are  found  in  many  prescription  medicines  that  are 
used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes, 
and  tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets 
that  are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate 
or  nitrite  ("poppers')  If  you  are  not  sure  if  any  of  your  medicines 
contain  nitrates,  or  if  you  do  not  understand  what  nitrates  are, 
ask  your  doctor  or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  for 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  .AGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV-the  virus  that 
causes  AIDS. 

•  VIAGRA  >s  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  dec  de  il  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medica1  exam  to  diagnose  your  erectile  dysfunction 
and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your  other 
medicines  Your  doctor  she,  rJ  determine  il  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  ra.mg  sex. 
Be  sure  to  tell  your  doctor  if  you 

•  have  ever  had  any  heart  problems  (e  g .  angina,  chest  pain, 
hear*  failure,  irregular  heart  beats,  or  heart  attack) 


•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 
*•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have'a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies. 
Remember,  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  lor  Everyone).  If  you  are  taking  a 
protease  inhibitor,  your  dose  may  be  adjusted  (please  see  Finding  the 
Right  Dose  lor  You.)  VIAGRA  should  not  be  used  with  any  other 
medical  treatments  that  cause  erections.  These  treatments  include 
pills,  medicines  that  are  injected  or  inserted  into  the  penis,  implants 
or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  lake  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 
If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney 
problems,  your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of 
VIAGRA.  If  you  are  taking  protease  inhibitors,  such  as  tor  the 
treatment  of  HIV.  your  doctor  may  recommend  a  25  mg  dose  and  may 
limit  you  to  a  maximum  single  dose  ol  25  mg  of  VIAGRA  in  a 

48  hour  period. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a 
high-fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine 
may  take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an 
erection  when  you  are  sexually  excited.  You  will  not  get  an  erection 
just  by  taking  the  pill 

Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These 
effects  are  usually  mild  to  moderate  and  usually  don't  last  longer  than 
a  few  hours.  Some  of  these  side  effects  are  more  likely  to  occur  with 
higher  doses.  The  most  common  side  effects  of  VIAGRA  are  headache, 
flushing  of  the  face,  and  upset  stomach.  Less  common  side  effects 
that  may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a 
blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or 
blurred  vision. 

in  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours. 
You  should  call  a  doctor  immediately  if  you  ever  have  an  erection  that 
lasts  more  than  4  hours.  If  not  treated  right  away,  permanent  damage  to 
your  penis  could  occur  (see  How  Sex  Affects  the  Body) 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA  Most,  but  not  all.  of  these  men  had  heart 
problems  before  taking  this  medicine.  It  is  not  possible  to  determine 
whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet. 
If  you  want  more  information  or  develop  any  side  effects  or  symptoms 
you  are  concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

Storing  VIAGRA 
Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  original 
container  Store  at  room  temperature.  59°-86°F  (15°-30°C). 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  il  it  is  right  lor  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra  com, 
or  call  1-888-4 VIAGRA. 

Rev.  4,  June  1999 


Major  Leagie  Baseball  trademarks  and  copyrights  are  used 
.vith  permission  ol  Major  League  Baseball  Properties.  Inc 
.isit  the  official  website  at  MLB.com. 
The  blue  diamond  tablet  shape  is  a  trademark  of  Pfizer  Inc. 


(sildenafil  citrate) wWec 


VG1 12371 


©2002  Pfizer  Inc. 


All  rights  reserved. 


fi^^a 


l.S.  PharmarculiraK 


n 


bchnology  &  You 


TEPHEN  H.  WILDSTROM 


,you@businessweek.com 


i  XP'S  UPDATE 
ORTH  A  DOWNLOAD? 


I  will  be 

more 

wrtant 

computer 

kers  and 

ers  of  new 

aputers 


sWcek  on  lino 


COLLECTION  OF 
COLUMNS  and 

3-only  reviews  of 
ology  products,  go 
hnology  &  You  at 
businessweek.com/ 
ology/ 


More  than  four  years  after  it  was  filed,  the 
government's  antitrust  case  against 
Microsoft  is  finally  about  to  bear  fruit  for 
consumers.  Although  the  effort  by  nine  states  to 
toughen  the  deal  agreed  to  by  Microsoft  and 
the  Justice  Dept.  drags  on,  the  software  maker 
has  decided  to  honor  part  of  the  original  agree- 
ment by  modifying  Windows  XP  with  an  update 
called  Service  Pack  1.  SP1,  now  in  final  testing,  is 
scheduled  to  be  released  as  a  free  update  later 
this  summer. 

SPi  makes  it  easier  for  consumers,  and,  more 
important,  computer  makers  to  change  the  con- 
figuration of  Windows  XP  and  add  or  subtract  ap- 
plications. It  also  includes  a  collection  of  bug 
fixes,  many  based  on  the  error  reports  sent  to 
Microsoft  when  a  program  crashes  in  XP.  ^— 
And  it  incorporates  all  the  im- 
provements in  security  that 
Microsoft  has  issued  since 
XP  was  released  last  fall. 

This  update  is  a  sign 
that  Microsoft  may  fi- 
nally be  growing  up.  Four 
years  ago,  the  company  re- 
sponded to  a  judge's  order 
that  it  offer  a  version  of  Win- 
dows without  Internet  Ex- 
plorer by  saying  such  a  move 
would  keep  Windows  from 
working  at  all.  But  the  new 
package  goes  beyond  grudg- 
ing compliance  with  the  letter 
of  the  agreement,  and  actually 
acknowledges  the  spirit. 

The    most    significant 
change  for  consumers  is  in 
the  control  panel  used  to  add 
or  remove  programs.  First, 
you  can  use  the  Add/Re- 
move Windows  Components 
section  to  get  rid  of  features 
that  have  been  mandatory 
parts  of  Windows,  including 
Internet  Explorer,  Windows 
Media     Player,     Windows 


►  Allows  computer  makers  to  customize  the 
appearance  of  Windows'  opening  screen  and 
decide  what  features,  such  as  browsers  or 
Messenger,  aVd I  Outlook  Ex-      ™sic  players,  will  be .insta,le(1 the 


press.  Removing  them  does 
not  just  eliminate  the  icons 
or  other  means  of  access,  as 
required  by  the  proposed 
agreement,  but  actually  re- 
moves the  features  them- 
selves. However,  since  vir- 


tually all  PCs  are  set  up  with  a  copy  of  the  com- 
pressed Windows  installation  files  on  the  hard 
drive,  the  same  control  panel  can  be  used  to  re- 
install these  features. 

A  new  feature,  called  "set  program  access 
and  defaults,"  offers  another  approach.  It  controls 
what  will  be  the  default  applications — and  what 
appears  on  the  Start  menu — for  five  classes  of 
what  the  agreement  calls  "middleware."  The 
middleware  includes  the  Web  browser,  e-mail, 
instant  messaging,  media  player,  and  Java.  (The 
service  pack  restores  built-in  support  for  Java, 
which  Microsoft  petulantly  stripped  from  the 
original  release  of  XP.)  The  "Microsoft"  button 
chooses  Internet  Explorer  and  other  standard 
Windows  programs.  The  "non-Microsoft"  choice 
selects  such  programs  as  a  Netscape  browser 
and  RealNetworks'  RealPlayer,  if  installed.  The 
"custom"  option  lets  you  choose  your  default  for 
each  class  of  programs.  Not  many  people  are 
likely  to  delete  applications  such  as  Internet  Ex- 
plorer, since  they  are  useful  and  disk  space  is 
rarely  an  issue  these  days.  But  gaining  an  easy 
way  to  choose  the  default  program  for  viewing 
Web  pages  or  listing  MP3  music  is  a  plus. 

These  changes  are  far  more  important  to  com- 
puter makers  and,  accordingly,  to  buyers  of  new 
computers.  Manufacturers  gain 
considerable  flexibility  in  how  com- 
puters are  set  up  and  what  cus- 
tomers will  see  when  they  first  turn 
them  on.  I  doubt  that  any  computer 
maker  will  eliminate  Internet  Explor- 
er, or  even  replace  it  as  the  default, 
because  it  is  the  browser  standard. 
But  a  manufacturer  might  well  sub- 
stitute RealPlayer  for  Windows  Media 
Player,  especially  if  Real  Networks 
provides  financial  incentives. 
Should  you  install  spi?  For 
one  thing,  it's  huge.  While  the 
final  product  is  likely  to  be  a 
bit    smaller    than    the    117- 
megabyte  test  version  I  used, 
most    people    will    probably 
choose  to  order  a  CD  (for  a 
"nominal    fee")    rather    than 
download  it.  More  seriously, 
the  installation  is  almost  as 
complex  as  an  operating 
system  upgrade,  and  things 
can  and  will  go  wrong.  One 
of  my  laptops  refused  to 
boot  after  I  installed  the 
test  version.  On  the  other 
hand,  many  of  the  bug  fixes 
that  don't  involve  security 
will  be  available  only  with 
service    pack.    Since 


►  Lets  consumers  remove  some  Windows 
components,  such  as  Internet  Explorer,  and 
easily  set  which  browser,  music  player,  or 
mail  program  will  be  the  default  choice 

►  Fixes  hundreds  of  bugs  and  includes  repairs 
for  all  security  problems  discovered  in  XP 


these  fixes  almost  always  in- 
clude new  bugs,  it  would 
probably  be  wise  to  wait  a 
few  weeks  after  SPi  comes 
out  to  see  what  problems 
surface  before  taking  the 
plunge.  ■ 
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Lately,  you've  been  hearing 
a  lot  about  Merrill  Lynch. 

Now  you're  going  to  hear  from  us 


There  has  never  been  a  more  critical  time  for  straight 
talk  and  commitment  from  the  financial  services 
industry.  Nor  has  there  been  a  more  critical  time  to  exert 
leadership  on  Wall  Street. 

Recently,  we  announced  a  series  of  measures  designed 
to  set  new  standards  for  investment  research. 
These  measures  were  in  part  an  answer  to  criticisms 
leveled  against  Merrill  Lynch,  as  well  as  against 
other  financial  institutions. 

Leaders  respond  constructively  to  criticism;  we've 
heard  the  criticism  and  are  responding  beyond  what  was 
asked.  In  fact,  we're  raising  the  bar  at  every  level  of  our 
firm  on  what  were  already  among  the  highest  ethical 
standards  in  the  industry. 

We're  setting  new  standards  for 
investment  research. 

•  We've  linked  our  analysts'  compensation  more  directly 
with  the  performance  of  the  stocks  they  cover.  Plus,  we 
are  creating  a  Research  Recommendation  Committee 
that  will  oversee  all  stock  ratings  and  changes  in  ratings 
to  ensure  quality  and  consistency. 

•  We're  introducing  a  simplified  rating  system:  buy, 
neutral,  sell.  As  well  as  rating  a  given  stock's  projected 
volatility  risk  and  the  safety  of  its  dividend. 

•  All  buy  recommendations  will  include  a  target 
price  objective,  and  the  research  report  will  include 
historical  information  about  the  stock's  price  performance 
and  our  analysts'  ratings. 


We're  continuing  our  leadership 
in  Wealth  Management. 

Merrill  Lynch  research  brings  knowledge  and  insight 
to  our  Wealth  Management  process  -  a  process  that 
goes  well  beyond  picking  stocks.  Stock  pickers 
try  to  choose  winners. .  .Wealth  Management  builds 
balanced  portfolios.  Stock  pickers  try  to  time  the 
market. ..  Wealth  Management  adopts  long-term 
strategies.  Stock  pickers  look  for  the  next  hot  fad. . . 
Wealth  Management  is  a  disciplined  process. 

To  be  valuable  in  Wealth  Management,  research  has  to 
focus  on  more  than  individual  stocks.  That's  why  Merrill 
Lynch  research  teams  provide  perspective  on  the  direction 
and  trends  of  the  U.S.  and  global  economies,  conditions  in 
world  financial  markets,  financial  prospects  in  particular 
industries,  and  specific  analyses  of  individual  companies. 
Plus,  Merrill  Lynch  research  informs  asset  allocation 
models  and  sophisticated  diversification  strategies  that 
can  help  manage  risk. 

Research  plays  a  substantial  role  in  the  Merrill  Lynch 
Wealth  Management  process.  But  in  the  end,  managing 
your  wealth  is  a  very  human  endeavor  -  one  that  involves 
a  Merrill  Lynch  Financial  Advisor  and  you,  working  face-to- 
face,  eye-to-eye,  to  help  realize  your  financial  goals. 
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Economic  Trends 


BY  GENE  KORETZ 

NOT  SUCH  A  HOT 
PARTY  AFTER  ALL 

Growth  for  '98-'00  may  be  whittled 

The  numbers  folks  at  WorldCom  Inc. 
et  al  aren't  the  only  ones  busy  re- 
stating the  rosy  figures  they  previously 
released  to  the  public.  At  the  end  of 
July,  the  government  will  issue  its  an- 
nual "benchmark"  revision  of  the  na- 
tion's basic  economic  output  data  for 
the  prior  three  years,  and  according  to 

WILL  REVISIONS  LOWER 
GDP  GROWTH  AGAIN? 

I  ESTIMATE  PRIOR  TO  2001    |  CURRENT  ESTIMATE  PRIOR 
BENCHMARK  REVISIONS     ITO  FORTHCOMING  REVISIONS 


1999  2000 

A  PERCENT  CHANGE  AT  ANNUAL  RATE 
Data:  Commerce  Dept. 


2001 


Morgan  Stanley  economist  Stephen  S. 
Roach,  it's  likely  to  be  a  humdinger. 

When  the  crew  with  the  green  eye- 
shades  in  Washington  performed  the 
same  exercise  last  year,  they  cut  the 
economy's  average  yearly  growth  rate 
for  1998  through  2000  by  nearly  a  third 
of  a  percentage  point  and  2000's  rise 
by  nine-tenths  of  a  percentage  point. 
But  that  still  left  the  three-year  annual 
pace  at  a  healthy  4.2%. 

This  time  around,  however,  the  re- 
sult may  be  far  less  reassuring,  says 
Roach.  Based  on  recently  released  data 
revisions,  he  expects  downward  adjust- 
ments in  such  areas  as  capital  spending, 
the  trade  balance  in  services  (which  in- 
cludes tourism,  education,  and  financial 
and  professional  services),  and  personal 
income.  All  of  these  changes  could  have 
a  significant  impact  on  estimates  of  eco- 
nomic growth. 

The  rise  in  shipments  of  nondefense 
capital  goods  in  2000,  for  example,  is 
now  pegged  at  only  5%,  just  half  of  the 
previous  estimate  of  10%.  America's 
surplus  in  services  trade  last  year  was 
recently  lowered  by  more  than  12%,  or 
$10  billion.  And  revised  data  on  wages 
and  salaries  paid  to  workers  in  the  pri- 
vate sector  in  2000  suggest  that  the 
total  could  be  cut  by  at  least  $100  bil- 
lion, enough  to  slice  more  than  a  per- 


centage point  from  the  growth  rate  of 
personal  income. 

Growth  rates  of  America's  gross  do- 
mestic product  are  now  estimated  at 
4.1%  for  both  1999  and  2000  and  1.2% 
for  2001.  Based  on  rough,  back-of-the- 
envelope  calculations,  Roach  thinks  the 
growth  rate  may  be  lowered  signifi- 
cantly for  the  last  three  years — and  pos- 
sibly by  as  much  as  a  full  percentage 
point  for  2000. 

Such  prospective  revisions  have 
some  worrisome  implications.  With  less 
household  income,  America's  record- 
low  personal  savings  rate  in  recent 
years  could  look  even  more  anemic.  A 
larger  trade  deficit  would  imply  that 
America's  dependence  on  foreign  capital 
has  been  greater  than  previously 
thought.  And  less  economic  growth 
translates  into  smaller  productivity 
gains,  further  tarnishing  some  of  the 
New  Economy's  luster. 

Roach  is  known  on  Wall  Street  and  in 
economic  circles  as  a  longtime  skeptic  of 
the  New  Economy,  so  it's  possible  that 
he  may  be  reading  too  much  gloom  into 
the  statistical  tea  leaves.  Many  of  his 
past  criticisms  of  the  recent  boom's  ex- 
cesses, however,  have  turned  out  to  be 
painfully  accurate.  For  their  part,  Wash- 
ington's statisticians  will  have  their  say 
on  July  31.  Stay  tuned. 


DON'T  BLAME 
DEMOCRACIES... 

. .  .for  bloated  social  security  systems 

With  rapidly  aging  populations, 
many  nations  face  unprecedented 
financial  pressures  from  generous  so- 
cial-security systems.  A  common  theory 
is  that  this  problem  is  a  by-product  of 
the  historic  shift  toward  democratic  gov- 
ernments whose  elderly  citizens  are  able 
to  use  their  voting  power  to  extract 
high  pension  benefits  from  legislators. 

Not  so,  report  economists  Casey  B. 
Mulligan  and  Ricard  Gil  of  the  Univer- 
sity of  Chicago  and  Xavier  Sala-i-Martin 
of  Columbia  University.  In  a  study  using 
data  from  90  nations,  they  found  that 
social-security  policy  is  indeed  affected 
by  economic  and  demographic  factors 
and  that  wealthier  countries  and  those 
with  older  populations  tend  to  spend 
more  on  public  pension  programs.  How- 
ever, the  nature  of  political  systems  per 
se  appears  to  have  little  impact  on  so- 
cial-security planning  or  growth. 

Among  nations  where  regimes  have 
changed,  for  example,  Greece  spent  far 
less  on  public  pensions  when  it  was 


ruled  by  a  military  dictatorship 
under  democratic  rule.  But  the  rev 
was  true  of  Chile  under  General 
gusto    Pinochet,    who    boosted 
spending  substantially. 

In  short,  the  authors  find  no  evic 
that  democracy  fosters  bloated  s 
security  budgets.  Indeed,  their  rest 
suggests  that  democracies  actually 
to  spend  a  little  less  of  their  gross 
mestic  product  on  social  security 
nondemocracies  and  to  "grow 
budgets  a  bit  more  slowly." 


WHY  THE  FED 
CUT  RATES  AGAI1 

Revenues-and  demand-need 

Stock  market  investors  were  Y 
ened  by  the  news  that  some 
the  companies  comprising  the  St 
&  Poor's  500-stock  index  reported 
quarter  earnings  exceeding  Wall  Si 
estimates.  But  economist  James  Pa 
of  Wells  Capital  Management  point] 
that  nearly  58%  of  the  same  groi 
companies  also  reported  year-over) 
sales  declines  (chart). 

The  problem  for  the  stock  m 
and  the  economy,  he  notes,  is  n 
much  earnings  as  revenues, 
true  that  earnings  have  probabl; 
tomed  out,  companies  can't  bolster 
bottom  lines  indefinitely  by  cutting 
in  the  face  of  falling  sales.  Morel 
such  tactics,  which  include  layoff: 
ferred  hiring,  and  restraints  on 
investment  and  advertising  outlays, 
to  weaken  underlying  growth  i 
mand,  creating  a  vicious  circle 

Paulsen  sees  a  "radical  disco 
between  Wall  Street  projections  o 
ble-digit  profit  growth  in  the 
ahead  and  the  10%-plus  year-overj 
decline  in  revenues  reported  by  i 
trial  companies  in  the  s&P-soo  last 
ter.  To  fuel  a  solid  iMBH^^M 
revival     in     pro- 
fits and  economic 
growth,  he  says, 
policy  officials  in 
Washington  need    50. 
to  find  a  way  to 
stimulate  final  de- 
mand   more    ag- 
gressively. That's 
one   reason   why 
he    believes    the 
Federal   Reserve 
is  just  as  likely  to 
cut  interest  rates 
this    year    as    to 
raise  them. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


FIVE  STEPS  TO  MAKE  WALL  STREET 
SAFER  FOR  INVESTORS 


DANGER: 

If  trust  in 
corporations 
isn't 

restored, 
the  U.S.  will 
see  growth, 
innovation, 
and  its  role 
as  a  global 
economic 
leader 
wither  away 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
the  CEO. 
(jeffrey.garten@yale.edu). 


What  worries  me  about  the  stench  com- 
ing from  Corporate  America  is  not  its 
impact  on  the  economy,  because  Amer- 
ica's resiliency  is  awesome.  It  isn't  that  scan- 
dals may  be  causing  the  dollar  to  sink,  because 
the  greenback  was  overvalued  anyway.  Nor  am  I 
concerned  that  errant  ceos  will  escape  punish- 
ment, since  the  feds  are  finally  on  the  case. 

No,  what  bothers  me  most  is  something  not  so 
easily  fixed — the  erosion  of  the  equity-based  cul- 
ture that  emerged  in  recent  years.  There  were 
several  components  to  it.  First,  Americans  came 
to  rely  on  equity  markets  for  an  ever-increasing 
amount  of  their  personal  financial  security.  By  the 
end  of  the  1990s,  for  example,  investment  in 
mutual  funds  reached  $4  trillion,  a  sixteenfold  in- 
crease during  the  decade,  with  nearly  80  mil- 
lion individuals  owning  stock  directly  or  through 
these  funds.  Individual  self-reliance  was  in.  Gov- 
ernment paternalism  was  out. 

Second,  most  companies  had  turned  to  stock- 
based  incentives  for  top  management  and  em- 
ployees to  drive  productivity  and  innovation, 
with  positive  results  for  the  economy.  Third, 
from  Seville  to  Shanghai,  the  expansion  of  equi- 
ty markets  around  the  world  facilitated  the 
breakup  and  privatization  of  state-owned  mo- 
nopolies, enhancing  both  customer  choice  and 
service.  In  addition,  America's  position  on  the 
world  scene  was  enhanced  by  the  great  success 
of  its  model  of  a  market-based  equity  culture. 

This  equity  culture  rested  on  the  trust  that 
markets  reflected  the  real  value  of  underlying 
companies — trust  that  is  now  shattered.  It  as- 
sumed that  regulators  could  spot  and  contain 
transgressions — a  faulty  assumption,  as  we  now 
know.  Shareholders,  employees,  and  the  public  at 
large  believed  that  ceos  and  their  boards  were 
effective  fiduciaries  for  their  interests.  This  faith 
has  too  often  proven  to  be  misplaced. 

Growing  popular  disillusionment  is  reflected 
in  the  13.4%  fall  of  the  Standard  &  Poor's  500- 
stock  index  in  the  second  quarter;  in  opinion 
polls  that  show  collapsing  confidence  in  business 
leaders,  recently  society's  heroes;  in  the  drop  in 
foreign  capital  coming  into  the  U.  S.,  once  a  mec- 
ca  for  equity  investors;  and  in  conversations 
about  how  the  markets  are  rigged  that  are  tak- 
ing place  in  barbershops,  restaurants,  and  other 
everyday  meeting  places. 

The  alternative  to  equity  culture  is  heavy- 
handed  government  that  saps  growth,  innova- 
tion, and  economic  freedom.  Yet  given  the  extent 
of  corporate  malfeasance,  the  only  way  to  re- 
store investor  confidence  is  for  both  ceos  and 


Washington  to  push  for  reforms  as  sweep 
those  instituted  at  the  turn  of  the  century 
the  1930s.  Most  of  the  necessary  elemen 
contained  in  the  proposals  coming  from  th 
York  Stock  Exchange,  the  Securities  &  Ex 
Commission,  Congress,  and  various  bus| 
groups.  Here  are  some  key  imperatives: 

■  Regulate  auditors.  A  new  oversight  bod 
be  established,  reporting  to  the  sec.  It  shoi 
auditing  standards,  license  auditors,  and 
power  to  punish  transgressors.  To  guaran 
independence  and  resources,  it  should  be 
by  every  publicly  listed  company. 

■  Revamp  CEO  compensation.  The  magnit 
stock  options — and  the  fact  that  they  we: 
treated  as  a  company  expense — gave  exe 
much  incentive  to  cut  corners  to  pump  up 
prices  in  the  short  term.  In  the  future, 
should  not  be  exercisable  for  five  years, 
unless  company  performance  exceeds  the 
They  should  also  be  charged  against  cc 
income  when  they  are  cashed  in.  Better  y 
ecutives  should  be  rewarded  in  stock  that 
held  for  a  number  of  years  so  ceos  can  w 
lose  with  the  rest  of  long-term  shareholdei 

■  Make  ceos  and  boards  accountable.  ThJ 
should  endorse  national  guidelines  for  all  pi 
listed  companies  doing  business  in 
Among  the  provisions:  ceos  and  cfos  m 
sonally  warrant  that  financial  statements 
full  and  accurate  picture  of  their  compani 
sitions,  including  critical  underlying  trend 
only  must  boards  be  more  independent 
audit,  compensation,  and  governance  coi 
ought  to  be  held  more  clearly  accountable 
basic  policies  of  the  companies  they  reprej] 

■  Keep  up  pressure  on  Wall  Street.  Amo: 
most  egregious  conflicts  of  interest  has  be 
way  analysts  have  been  pressured  and  p; 
recommend  stocks  simply  to  curry  favor 
the  issuing  companies.  Until  it's  clearer  hc| 
fectively  Wall  Street  will  police  itself,  th 
should  issue  public  progress  reports  on  iij 
ment  banks'  moves  to  eliminate  conflicts. 

■  Modernize  accounting.  Designed  for  a  si 
Industrial  Age,  accounting  needs  to  deal  a 
global,  financially  complex,  knowledge-based 
omy,  including  derivatives,  off-balance-she 
sets,  and  intangible  assets  such  as  researcl 
development  capabilities.  The  best  ideas 
around  the  world  must  be  combined  int 
high-grade  set  of  international  standards. 

No  one  can  guarantee  that  these  me* 
can  save  equity  culture.  But  can  we  affort 
thing  less  than  a  Herculean  effort? 
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ONT  LET  THE  SECOND  QUARTER 
ET  YOU  DOWN 

th  consumers  and  companies  look  ready  to  give  growth  a  new  kick 
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ME  PRICING  POWER 
MAKING  A  COMEBACK 
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EMI  REPORTING  IMPROVEMENT 
IKE  INCREASES 
ule  for  Supply  Management.  DRI-WEFA 


Four  percent  is  very  good 

economic  growth.  Keep  that 

in  mind — and  repeat  it  often — when  news  about 

-'•cond  quarter's  dismal  performance  rises  to  a 

pitch.  The  latest  data  suggest  that  real  gross 

-tic  product  grew  at  an  annual  rate  of  2%  or  less 

ig  the  spring.  But  since  that  followed  a  6.1%  jump 

ie  first  quarter,  the  U.S.  economy  grew  at  an  im- 

sive  pace  of  about  4%  for  the  first  half.  More  im- 

ant,  nothing  in  the  latest  trends  suggests  the  econ- 

can't  grow  at  least  3%  in  the  second  half. 

The  Commerce  Dept.  will 
report  the  second-quarter 
gross  domestic  product  num- 
bers on  July  31,  and  econo- 
mists are  already  trimming 
their  expectations,  with  some 
forecasting  a  gain  of  less  than 
2%.  The  main  triggers  for  the 
markdowns  are  a  shopping 
respite  by  consumers  and  a 
much  wider  trade  deficit  than 
previously  expected, 
ither  development,  however,  signals  real  trouble  in 
J.  S.  economy.  Other,  newer  trends  will  allow  mo- 
urn to  build  in  the  second  half.  Consumers,  for  in- 
.  will  benefit  from  cheaper  fuel  and  low  mortgage 
.  Capital  spending  is  showing  signs  of  life  after  a 
slump,  while  some  pricing  power  may  be  in  the 
ine  (chart),  which  will  improve  the  profits  out- 
Inventories  are  set  to  grow,  and  a  weaker  dollar 
boost  exports.  Add  it  all  up,  and  the  U.S.  economy 
is  ready  to  wake  up  from  its  spring  nap.  If  there's 
risk  to  the  outlook,  it's  how  investors  will  handle 
lews  about  this  bump  in  the  road. 

''  MAIN  SOURCE  of  last  quarter's  weakness  was  a 
lo\vn  in  household  spending.  Real  consumer  pur- 
jes  edged  up  just  0.1%  in  April  and  were  flat  in 
I  Retailers  blamed  poor  weather  for  keeping  shop- 
out  of  stores  in  May,  and  weekly  retail  surveys 
v  that  sales  bounced  back  in  June.  Plus,  the  red- 
uction of  zero-percent  financing  suggests  vehicle 
J  will  increase  in  coming  months. 
^Ten  so,  real  consumer  spending  probably  rose  at 
[than  2%  last  quarter.  Excluding  the  weakness  re- 
I  to  September  11,  that  pace  would  be  the  smallest 
terly  gain  in  five  years.  Ever  since  the  tax  re- 
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bate  program  began  last  summer,  consumers  have  been 
curbing  their  spending  in  favor  of  savings.  The  extra 
cash  was  a  cushion  against  possible  job  loss  and  an  off- 
set to  stock  portfolio  declines.  In  May,  the  savings 
rate  was  3.1%,  up  from  1.1%  in  May,  2001  (chart). 

Will  consumers  keep  hold- 
ing back?  Probably  not.  Job- 
less claims  stayed  under 
400,000  in  each  week  of  June, 
indicating  that  companies  are 
ending  their  huge  waves  of 
layoffs.  And  real  aftertax  in- 
come is  up  4.5%  from  a  year 
ago.  So  even  if  consumers 
want  to  sock  away  some  cash, 
they  still  have  money  to  spend 
in  the  second  half. 

Households  will  also  get  a  budget  boost  from  falling 
fuel  prices  and  continued  low  interest  rates.  Gasoline 
prices  are  down  from  their  recent  peak  in  early  April. 
And  30-year  fixed  mortgage  rates  were  near  6.5%  in 
late  June.  Bargain  borrowing  costs  will  keep  housing 
healthy  and  enable  those  homeowners  who  missed  last 
year's  mortgage  refinancing  boom  to  cash  in  now. 

BETTER  YET,  CONSUMERS  may  not  have  to  cany  the 
recovery  on  their  own  since  the  latest  data  suggest  that 
Corporate  America  is  starting  to  join  the  rebound. 
The  Purchasing  Managers'  Index  from  the  Institute 
for  Supply  Management  rose  to  56.2%  in  June,  from 
55.7%  in  May.  The  indexes  for  production,  export  or- 
ders, and  employment  advanced,  while  delivery  times 
lengthened — a  sign  that  increased  demand  is  prolonging 
the  time  from  order  to  shipment. 

One  critical  trend  in  the  PMI  data  is  the  emergence  of 
pricing  power  among  suppliers.  The  four-month  rise 
in  the  prices-paid  index  means  some  companies  are 
regaining  the  ability  to  raise  prices.  Given  that  pro- 
ductivity-driven companies  are  reducing  their  costs, 
especially  for  labor,  any  increase  in  unit  prices  goes 
right  to  the  bottom  line. 

Another  plus  for  the  outlook:  Inventories  have  fallen 
so  much,  said  the  ism,  that  their  members'  "customers 
do  not  have  sufficient  inventories  on  hand  at  this  time." 
Rebuilding  stockpiles  will  lift  industrial  production  in 
coming  months  and  add  to  real  GDP  growth. 

The  brighter  prospects  for  pricing  power  and  an  in- 
dustrial rebound  may  be  reasons  behind  the  nascent 


BusinessWeek  /  July  15.  2002  29 


Business  Outlook 


turnaround  in  capital  spending  as  shown  by  the  gov- 
ernment's April  and  May  data  on  shipments  and  orders. 
Capital-goods  shipments  have  edged  up  so  far  in  the 
second  quarter,  suggesting  business  investment  on  new 
equipment  eked  out  a  small  gain  last  quarter.  That 
would  contrast  with  no  growth  over  the  winter  and 
drops  in  the  previous  five  quarters. 

Equally  important,  new  orders  for  nondefense  capital 
goods  excluding  aircraft  have  also  increased  for  two 
quarters  in  a  row,  meaning  that  demand  is  growing — al- 
though at  a  modest  pace  (chart).  The  recovery  in  busi- 
ness investment  and  a  rebuilding  of  inventories  will  en- 
sure a  more  balanced  U.S.  recovery,  benefiting  more 
sectors  of  the  economy  and  more  workers. 

Some  of  the  increased  domestic  demand  last  quarter 
was  satisfied  by  foreign-made  goods,  and  that's  unlike- 
ly to  change  in  the  second  half.  Because  of  a  jump  in 
imports,  foreign  trade  may  have  subtracted  one  per- 
centage point  or  more  from  real  GDP  growth.  But  trade 
won't  take  as  big  a  bite  out  of  growth  in  this  half.  Al- 
though imports  will  continue  to  gain,  export  growth 
should  pick  up  slowly,  thanks  to  the  recent  weakening 
in  the  dollar  and  other  upturns  around  the  globe. 

OF  COURSE,  risks  remain  in  the  forecast.  Terrorism 
and  geopolitical  uncertainties  are  dangers.  A  spike  in  oil 
prices  or  an  unruly  drop  in  the  dollar  could  cause  in- 
flation jitters.  The  return  of  federal  deficits  could  roil 


MORE  CAPITALS 
IS  IN  THE  PIPELII 
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the  bond  market  and  push  long-term  rates  hi 
But  the  major  risk  to  a  second-half  bouncebacl 
Wall  Street's  reaction  to  the  news  of  a  second-qu 
bust.  When  investors  finally  put  their  horror  over 
porate  scandals  behind  them,  they  will  shift  their  fj 
back  to  the  economy.  But  that  could  happen  just  asj 
data  seem  to  show  a  flagging  economy. 

Investor  disappointment 
would  be  a  mistake.  After  all, 
the  second  quarter  is  history. 
Stock  prices  should  be  set  by 
the  earnings  outlook,  not  last 
quarter's  economic  perform- 
ance. And  with  pricing  power 
returning,  productivity  still  on 
a  strong  uptrend,  and  demand 
growing,  profit  reports  may 
offer  more  positive  surprises 
than  negative  news. 

Bear  in  mind  that  the  economy  never  runs 
straight  line.  A  burst  of  growth  is  often  followed 
catching-up  period.  That  was  what  happened  ove: 
course  of  the  first  half  of  2002.  But  on  average 
economy  started  this  recovery  at  a  good  pace 
goes  back  to  the  coming  weeks'  mantra:  Four  pe: 
very  good  growth.  And  better  still  for  job  seeker? 
vestors,  and  executives,  the  growth  should  be  folic 
by  solid  gains  in  the  second  half. 
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TOO  MUCH  FAITH  IN  EXPORTS? 


Japanese  business  executives 
have  a  warning  for  policymak- 
ers: A  recovery  dependent  on  ex- 
ports is  risky  business,  especially 
when  your  currency  is  rising. 

The  Tankan  survey  for  the  sec- 
ond quarter  showed  a 
significant  split  in  con- 
fidence between  big 
manufacturers  that  ex- 
port and  businesses 
that  rely  on  domestic 
demand  for  sales.  The 
manufacturing  index 
jumped  from  -38  in 
the  first  quarter  to  -18 
in  the  second,  but  the 
reading  for  nonmanu- 
facturers  rose  by  only  4  points,  to 
-16.  Moreover,  the  negative  read- 
ings for  both  sectors  show  Japan's 
industry  is  struggling  (chart). 

Other  data  also  illustrate  the 
split  in  Japan's  economy.  Real 


JAPAN'S  INDUSTRY 
IS  STILL  STRUGGLING 
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gross  domestic  product  surged  at 
an  annual  rate  of  5.7%  in  the  first 
quarter,  with  half  the  gain  result- 
ing from  exports,  which  make  up 
only  10%  of  real  GDP.  May  indus- 
trial production  jumped  3.9%  from 
April,  thanks  to  in- 
creased exports  of 
cars  and  electronics. 
But  domestic  car 
sales  in  June  were 
down  for  the  10th 
month  in  a  row,  and 
overall  household 
spending  fell  2.3% 
in  May. 

Weak  labor  markets 
are  a  big  reason  for 
the  softness  in  domestic  demand. 
Despite  the  gain  in  factory  out- 
put, manufacturing  jobs  fell  by 
390,000  in  May,  and  the  jobless 
rate  stood  at  a  high  5.4%.  The 
Tankan  survey  found  a  record  gap 


between  nonmanufacturers  thai 
felt  they  had  too  many  worker? 
and  those  service  companies  th 
thought  they  had  too  few. 

Businesses  are  not  hiring  be- 
cause they  fear  the  export-led 
covery  will  unravel,  especially 
now  that  the  yen  is  strengthen 
ing.  The  currency  is  up  10% 
against  the  dollar  since  the  staj 
of  2002,  despite  intervention  by 
central  banks  to  weaken  it.  A 
stronger  yen  will  raise  the  pric 
of  Japanese  exports  at  the  sam 
time  slower  growth  in  the  U.  S 
will  curb  demand  for  Japanese 
made  goods. 

That's  why  increased  domest 
spending  is  needed  to  keep  the 
economy  expanding.  But  Japan 
consumers  seem  more  inclined 
save  than  spend.  And  that  atti- 
tude means  Japan's  economy  rr 
lack  forward  momentum. 
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Porsche  proving  grounds  or  devil's  workshop? 


There  is  a  sinister  spirit  at  work  here  that  isn't  kind  to  new  vehicles.  Each  must  perform  like  a  true  Porsche 

before  the  badge  is  earned.  And  so  the  Cayenne  has  endured  torture  like  no  SUV  before.  It's  a  nasty  job. 

But  if  we  didn't  do  it,  who  would?  The  Cayenne.  Coming  soon.  Learn  more  at  1-80OP0RSCHE  or  porsche.com. 


Cayenne.  The  next  Porsche. 
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TOO  MANY 
ROTTEN  APPLES 

Will  Bush's  reforms  be  enough  to  calm  the  Investor  Class?  , 


If  there's  one  thing  George  W. 
Bush  detests,  it's  being  behind 
the  curve.  As  revelations  of  a 
corporate  crime  spree  broke  over 
the  past  months,  the  President 
stuck  to  his  modest  reform  plan 
and  turned  a  cold  shoulder  to 
critics  demanding  more  aggres- 
sive action.  He  discouraged  talk  on  Capi- 
tol Hill  of  re-regulating  industry.  He 
stood  by  embattled  Securi- 
ties &  Exchange  Commission 
Chairman  Harvey  L.  Pitt. 
And  through  it  all,  he  prayed 
that  the  economy  would 
withstand  the  hits  to  the 
stock  market  and  investor  confidence. 
Then  along  came  WorldCom. 
When  WorldCom  Inc.  disclosed  that 
it  had  uncovered  nearly  $4  billion  in  ex- 
penses counted  as  capital  expenditures — 
a  bookkeeping  deception  that  dwarfs  En- 
ron Corp.'s  misstatement  by  a  factor  of 
six — Bush  finally  latched  on  to  what  the 
rest  of  the  country  already  knew:  We 
have  reached  the  tipping  point. 

The  President  reacted  by  hastily 
arranging  a  July  9  visit  to  Wall  Street  to 
give  a  major  address  on  corporate 
accountability.  He  also  signaled  his 
willingness  to 
work  with  Demo- 
crats on  a  tougher 
version  of  account- 


CORPORATE 


ing  reform  than  the  one  Pitt  supports. 
Bush's  top  priority  is  to  prevent  the 
economy  from  spiraling  back  into  re- 
cession. And  by  doing  so,  he  hopes  to 
avoid  losing  control  of  the  House  in  No- 
vember. "He's  acutely  sensitive  to  the 
economy,"  says  Mark  McKinnon,  media 
adviser  to  Bush's  2000  campaign.  "He 
has  seen  its  impact  on  people.  He  has 
seen  its  impact  on  Presidents."  Among 
them  is  Bush's  father,  who 
was  voted  out  of  office  after 
the  1991  recession. 

The  younger  Bush  has 
been  struggling  to  deal  with 
the  fallout  from  the  corpo- 
rate scandals  since  March,  when  he  un- 
veiled a  10-point  plan  to  address  what 
then  seemed  to  be  a  problem  confined 
to  a  handful  of  rogue  ceos.  His  proposal: 
create  an  accounting  oversight  board,  re- 
quire additional  disclosures  by  compa- 
nies, and  force  executives  to  repay  stock 
options  and  bonuses  inflated  by  false  prof- 
its. But  investor  groups  immediately  com- 
plained that  Bush's  solutions  lacked  teeth. 
Now,  the  President  is  prepared  to 
raise  the  stakes.  In  his  upcoming  speech, 
he  intends  to  call  for  criminal  penalties 
for  executives  who  certify  incorrect  fi- 
nancial statements.  He 
also  will  request  an  in- 
fusion of  funds  for  the 
Justice  Dept.  and  the 


k  k  We  should  be  really  careful 
about  punishing  everyone  in 
the  company.  A  lot  of  people  lost 
their  pensions,  a  lot  of  people  lost 

their  jobs  at  Andersen  because  of  the  wrongdoing 

of  a  small  number  of  people . ...  II 

LARRY  ELLISON,  CEO,  Oracle 


sec — though  he's  not  likely  to  liftl 
the  $487  million  he's  O.K'd  to  any- 
thing like  the  $776  million  Con- 
gress wants  (chart,  page  34). 

Still,  there  is  tension  among  the 
President's  team  over  just  how 
tough    the    criminal    sanctions 
should  be.  Some  Bush  advisers 
are  happy  with  Pitt's  call  for  ex- 
ecutives of  companies  with  more 
than  $1.2  billion  in  revenues  to 
swear  by  the  accuracy  of  their  fi- 
nancial statements.  If  the  num- 
bers prove  false,  execs  could  be 
personally   liable.    Others    want 
Bush  to  go  further  by  calling  for] 
criminal  sanctions  against  execs  who! 
abuse  the  public  trust  by  issuing  fij 
nancial  statements  that  are  mislearj 
ing — not  necessarily  false. 

The  internal  debate  also  exter 
to  whether  Bush  should  describe 
rash  of  corporate  scandal  as  syst| 
or  confined  to  a  few  bad  apples, 
originally  claimed.  The  President 
to  let  the  Investor  Class  know  thl 
feels  its  pain — without  further  sjl 
ing  the  markets.  And  he  wants  to  \ 
Congress  to  act — without  scorching 
publicans  in  upcoming  elections. 

fine  fine,"  says  Bush  adviser  Ml 

non,  "but  it's  a  fine  line  he's  prei| 

to  walk." 

Despite  Bush's  "lock  'em  up" 


k  k  What  we  need  to  hear  1 1 
there  will  be  Administrate 
support  for  comprehensivl 
to  restore  the  independenl 

and  create  a  tough  regime  with  real  power  <| 

teeth  to  oversee  audits.  J  J 

SARAH  TESLIK.  Exec.  Director  Council  of  InstitutionaA 
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1 1  The  best  companies  already 
adopt  the  best  practices. 
Certainly,  the  SEC  is  making  it 
clear  what  best  practices  are. ..if 

t  to  take  that  and  make  it  regulation,  that 

e  all  to  the  good.  ?? 

KINNELL,  Chairman  &  CEO,  Pfizer 
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oric,  he  is  expected  to  resist  new  re- 
forms that  might  tie  the  sec's  hands  or 
hamstring  honest  ceos.  He  is  unlikely, 
for  example,  to  call  on  Wall  Street  to  co- 
operate with  state  regulators  looking  to 
sever  links  between  investment  bankers 
and  analysts.  He  is  unlikely  to  call  for 
strengthening  auditor  independence  by 
banning    consulting   for   accounting 
clients.  And  he  is  highly  unlikely  to 
call  for  measures  that  would  limit 
the  use  of  stock  options,  such  as 
requiring  that  their  cost  be  de- 
ducted from  earnings.  Pro-in- 
vestor groups  say  that  without 
these  reforms,  wary  investors 
aren't  likely  to  head  back  into 
the  market.  "What  we're  look- 
ing for  is  acknowledgment  that 
there  are  deeper  problems  than 
just  trying  to  punish  a  few  bad 
apples,"  says  William  Patterson, 
director  of  the  afl-cio's  Office 
of  Investment. 

Still,  Bush's  Wall  Street  speech 
won't  come  quickly  enough  for 
many  ceos,  who  are  mad  as  hell 
and  want  Washington  to  do  some- 
thing— anything.  Oracle  Corp.  ceo 
Lawrence  J.  Ellison  told  a  compa- 
ny conference  in  Copenhagen  on 
June  26:  "There  are  crooks  out  in 
the  street  who  will  take  your 
purse,  and  there  are  crooks  in  the 
boardroom.  They  should  go  to 
jail."  Adds  John  C.  Bogle,  founder 
of  mutual-fund  company  Vanguard 
Group  Inc:  "It  looks  like  we  were 
wrong  to  rely  on  the  moral  integrity 
of  our  corporate  leaders.  If  we  sent  a 
white-collar  criminal  to  Attica,  I  don't 
think  we'd  have  another  white-collar 
crime  in  this  generation." 
Angry  execs  share  the  President's 
concern  that  corporate  chicanery  is 
dragging  down  an  economy  trying  to 
right  itself.  The  ethical  bankruptcy  of 
some  corporate  leaders  and  a  string  of 
company  failures  are  sapping  investor 
confidence.  And  there  are  signs  that 
Americans  are  growing  restive  over 
Bush's  handling  of  the  economy.  A  June 
19-23  Pew  Research  Center  poll  found 
that  just  33%  of  Americans  believe  he  is 

i  L  I  don't  know  that  we  need 
more  laws.  We  need  people 
running  these  institutions  with  a 
higher  level  of  integrity.  And  we 
need  to  make  sure  that  the  regulations  and  laws 
that  are  in  place  are  actually  being  followed.  7  J 

HARRY  M.  JANSEN  KRAEMER  JR.,  Chairman  &  CEO,  Baxter 
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doing  as  much  as  he  can  to  improve 
the  economy;  62%  said  he  could  do 
more. 

Democrats  see  an  opportunity  in  those 
numbers.  Their  logic:  gop  attempts  to 
thwart  government 
oversight  led  to  an  at- 
mosphere conducive  to 
crime.  In  addition,  the 
Dems  are  eagerly 
pointing  out  the  close 
ties  among  Bush,  Vice- 
President  Dick  Cheney, 
and  many  alleged  cor- 
porate crooks,  espe- 
cially those  from  En- 
ron. "The  economy  is 
falling  down  around 
their  ears,"  says  House  Minority 
Leader  Richard  A.  Gephardt 
(page  37).  "If  people  want  these 
problems  solved,  they'll  want  a 
Democratic  Congress." 

Senate  Majority  Leader  Tom 
Daschle  (D-S.  D.)  plans  to  rush 
a  wide-ranging  accounting-re- 
form proposal  by  Senate  Bank- 
ing Committee  Chairman  Paul 
S.  Sarbanes  (D-Md.)  to  the  floor  the 
week  of  July  8.  Business  lobbyists  pre- 
dict Daschle  will  get  80  votes.  And 
House  Dems  hope  to  maneuver  Repub- 
licans into  voting  against  strong  reform 
efforts.  "There'll  be  some  tough  votes 
for  the  Republicans,"  says  Democratic 
pollster  Mark  S.  Mellman.  "This  divides 
their  campaign  contributors  from  their 
voters." 

That's  just  the  beginning  of  the  gop's 
worries.  Despite  one  of  the  briefest  re- 
cessions in  history,  the  stock  market, 
which  should  be  rebounding  nicely  at 
this  point  in  the  recovery,  is  back  to  its 
post-September  11  lows.  Unable  to  dis- 
tinguish honest  companies  from  dishon- 
est ones,  investors  are  choosing  to  sit  on 
the  sidelines.  While  they  aren't  dumping 
their  stocks,  they  aren't  buying,  either. 
Overseas  investors,  however,  are  bailing 
out,  says  investment  managers  Bridge- 
water  Associates  Inc.  in  Westport,  Conn. 
As  they  sell  off  their  holdings,  foreign 
investors  are  driving  down  the  dollar, 
which  has  slipped  9%  against  the  euro 
since  February. 

The  White  House  also  worries  that 
companies  are  delaying  capital  invest- 
ments and  waiting  to  rebuild  invento- 
ries. While  such  moves  may  help  bring  a 
short-lived  surge  in  profits,  they  also  de- 
lay recovery.  Any  capital-spending  re- 
bound is  likely  to  be  postponed  further 
because  the  bond  market  is  demanding  a 
"risk  premium"  in  higher  interest  rates 
from  many  companies. 

A  possible  retreat  into  recession 


seems  to  be  on  the  Fed's  mind,  too. 
After  the  Fed  cut  rates  11  times  in 
2001,  growth  in  the  first  quarter  was  a 
sizzling  6.1%.  Normally,  Fed  Chairman 
Alan  Greenspan  would  be  ready  to 
ratchet  up  interest  rates  at  this 
point  in  an  expansion.  Instead,  on 
June  26,  the  Fed  kept  rates  steady 
out  of  concern  that  the  second  half 
might  not  be  as  robust  as  the  first. 
This  recovery  has  always  de- 
pended   on    free-spending    con- 


i  f  Any  way  we  can  get  these 
white-collar  criminals  in  jail 
is  good.  And  I  don't  mean  a 
country  club  prison  in  California.  If  we 
sent  a  white-collar  criminal  to  Attica,  I 
don't  think  we'd  have  another  white- 
collar  crime  in  this  generation.  J  7 

JOHN  C.  BOGLE,  Founder  and  former  CEO, 
Vanguard  Group 


sumers.  But  the  comatose  stock  mar- 
ket— and  dwindling  401(k)  retirement 
accounts — are  giving  consumers  pause. 
In  June,  for  the  third  month  in  a  row. 
the  University  of  Michigan's  consumer 
confidence  survey  showed  Americans 
losing  faith  in  the  future.  Consumers 
said  their  financial  situations  are  the 
most  dire  since  the  early  1990s.  "If 
people  get  nervous  that  the  stock  mar- 
ket isn't  doing  anything,  then  they  may 
postpone  buying  that  new  car  or 
house,"  says  Steve  Slifer,  co-chief  U.  S. 
economist  at  Lehman  Brothers  Inc. 
"What  started  out  as  a  financial  market 
event  can  become  a  real  live  economic 
event."  Slifer  has  pared  his  third-quar- 


MORE  COPS  ON 
THE  CORPORATE  BEAT 


As  financial  fraud  cases  mount,  SEC  funding  is 
almost  certain  to  rise  next  gear — but  probably 
not  to  the  level  some  in  Congress  have  proposed: 
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ter  growth  prediction  to  2.5%  from 
On  the  firing  line  is  sec  Chairr 
Pitt,  a  lawyer  who  has  represented 
of  the  big  accounting  firms.  Daschle 
former  Vice-President  Al  Gore  I 
lashed  out  at  Pitt  as  the  wrong  per 
for  the  job.  For  now,  Pitt  has  the 
port  of  Bush  and  House  Republic 
whose  vision  of  corporate  reform  cl 
ly  parallels  his.  GOP  House  leaders 
see  no  need  to  toughen  the  ref< 
package  they  approved  earlier  this  j 
"Legislation  is  the  worst  thing  you 
do  to  solve  this  problem,"  says  C 
Deputy  Whip  Roy  D.  Blunt  (R-Mo. 
Such  comments  could  come  bacl 
haunt  House  Republicans.  Aires 
Bush  is  signaling  that  he  will  comj 
mise  with  Senate  Democrats  over 
much  tougher  Sarbanes  accounting 
form  measure.  Veteran  business  lol 
ists  are  warning  Republicans  nol 
stand  in  the  wTay  of  the  reform  1 
motive.  "The  public  is  going  to 
somebody  responsible,"  says  Bush 
fidant  Dirk  Van  Dongen,  presidenl 
the  National  Assn.  of  Wholesaler- 
tributors.  "Shame  on  the  Republical 
they  don't  take  bold  and  effective  I 
ership  on  this." 

Overreaching  is  the  danger  for  Dt 
crats.  Like  the  GOP,  they  have  rece 
millions  of  dollars  from  business.  Ai 
they  go  on  a  business-bashing  sp 
they  risk  alienating  pro-growth  su 
ban  moderates.  "We  have  to  be  cai 
to  avoid  class-warfare  rhetoric 
makes  us  seem  antibusiness,"  say 
From,  ceo  of  the  centrist  Democ; 
Leadership  Council. 

But  the  risks  to  the  President  s| 
far  greater.  Corporate  scandals  an 
lagging    economy    could    underr 
Bush's  agenda  for  the  second  ha 
his  term.  His  plan  to  create  Soci 
curity  private  investment 
counts  remains  in  deep  fr< 
Further  tax  cuts  seem  un 
ly   amid    a   growing   fe 
deficit.  And  Bush's  push] 
sweeping  deregulation  of  1 
ness  will  be  a  hard  sel 
Capitol  Hill. 

For  now,  the  President 
his  job  as  prosecutor-in-ch 
making  sure  a  few  high 
file  ceos  land  in  jail.  But 
need  to  do  more  than  ths 
restore  America's  confid 
in  capitalism. 

By     Paula     Dwyer 
Richard  S.  Dunham,  with 
ra  Cohn  and  Mike  McNo 
in  Washington,  Amy  Bam 
Philadelphia,  and  Arlene  1 
traub  in  Los  Angeles 
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COMMENTARY 


By  John  A.  Byrne 


LET'S  REALLY  CLEAN  UP 
THOSE  NUMBERS-NOW 


L! 


ittle  noticed  in  the 

shock  of  WorldCom 

Inc.'s  massive  account- 
ig  fraud  is  that  it  came  to 
ght  only  after  a  review 
litiated  by  the  company's 
adit  committee.  Yes,  believe  it 

not,  the  directors  in  the 
bardroom  actually  asked 
leir  auditors  to  take  anoth- 
look  at  the  numbers. 
Lo  and  behold,  that  review 
fd  to  the  largest  single  re- 
atement  ever:  a  $3.8  billion  re- 
uction  in  previously  reported 
retax  income.  Together  with  Xe- 
ix  Corp.'s  recent  concession  that 
overstated  operating  earnings  by 
1.4  billion,  these  two  corporate  mea 
llpas  alone  nearly  match  the  com- 
ined  total  hit  of  $5.8  billion  from  all 
53  restatements  in  1998,  1999 
ad  2000. 
How  much  worse  can  it         A^ 
et?  Plenty.  It's  not  that  we'll 
kely  see  numbers  as  breathtaking 
5  those  at  WorldCom  or  Xerox. 
ut  expect  a  tidal  wave  of  restate- 
lents  to  come  in  what  will  surely 
Tiount  to  some  sort  of  accounting 
catharsis.  If  ever 


ORPORATE 


quarters  of  one  percent  of  the  aver- 
age annual  number  of  reporting 
companies,  according  to  Financial 
Executives  International. 

Yet  most  observers  now  agree 
that  in  the  1990s  the  corporate 
ethos  reached  a  new  and  dangerous 
phase:  Many  executives  began  to 
believe  that  capitalism  rewarded  the 
companies  that  hit  their  earnings 
targets,  no  matter  how  they  did  it. 
For  every  Enron  or  WorldCom  that 
went  over  the  line,  dozens  of  other 
companies  took  full  advantage  of 
flexible  accounting  rules  to  report 
the  highest  income  possible — even 
when  those  numbers  failed  to  re- 
flect the  company's  underlying 
operating  performance. 

Besides  the  additional  over- 
sight, there's  something  else 


CRIME 


there  was  a  time 
for  companies  to 
come  clean,  it's 
now.  Over  the 
ears,  the  quality  of  financial  re- 
nting has  varied  widely.  Some 
tmpanies  did  the  bare  minimum  to 
teet  accounting  standards.  Others 
ere  more  cautious.  To  get  beyond 
le  current  stock-market  malaise, 
)mpanies  need  to  flush  out  the  ex- 
jsses  so  investors  can  regain  their 
mfidence  in  our  financial  system. 
-'s  better  to  take  a  hit  now  than 
sk  dragging  this  out  over  the  next 
iw  years. 

Many  corporate  directors  already 
re  beginning  to  correct  for  their 
larginal  oversight  and  governance, 
oday,  it's  a  rare  audit  committee 
lat  isn't  asking  tougher  questions. 
Iven  at  Southwest  Airlines  Co., 
here  Chief  Executive  James  F. 
arker  boasts  that  the  balance  sheet 
!  "so  clean  that  it  squeaks,"  the  au- 
it  committee  is  showing  "more  in- 
vest in  more  details." 


Directors  are 
so  fearful  of  their  legal  liability 
that  many  of  them  are  asking  audi- 
tors for  a  redo  of  the  previous 
years'  numbers,  which  will  in- 
evitably result  in  far  more  restate- 
ments. "Every  audit  committee  I 
know  is  doing  that,"  says  Ralph 
Larson,  former  ceo  of  Johnson  & 
Johnson.  "You'd  have  to  be  asleep  if 
you're  not." 

The  numbers  already  show  that 
is  exactly  what  is  happening.  If  re- 
statements continue  at  the  first 
quarter's  pace,  they  will  reach  a 
record  240  this  year  alone.  Until 
the  mid-1980s,  it 
was  unusual  for  fi- 
nancial restate- 
ments to  top  more 
than  half  a  dozen  in 
any  given  year. 
Then,  after  regular- 
ly running  about  50 
or  so  a  year  from 
the  early  1990s, 
these  redos  sky- 
rocketed to  a  high 
of  204  by  1999. 
Even  so,  from  1995 
through  2000,  re- 
statements account- 
ed for  only  three- 
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driving  the  current  cleanup.  The 
numbers  at  WorldCom  and  Xerox 
are  so  large  that  most  restate- 
ments— including  ones  that  merely 
take  a  more  conservative  view  of  the 
numbers — could  very  well  fall  under 
the  radar.  "There  is  so  much  other 
bad  news  out  there,  it  might  be  a 
good  time  to  release  a  restatement," 
says  Min  Wu,  a  PhD  candidate  in 
accounting  at  New  York  University's 
Stern  School  of  Business  who  tracks 
such  corrections.  "In  good  times,  one 
piece  of  bad  news  would  get  you 
hammered  more 
severely." 

Clearly,  it's  in  the 
interests  of  boards 
and  management  to 
get  the  bad  news 
out  now.  If  there  is 
an  audit  committee 
that  has  yet  to  or- 
der another  look  at 
the  numbers  over 
the  last  three  to  five 
years,  shame  on  it. 
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'I  THINK  ONLY 
REALLY  BROKE 


A  FEW  PEOPLE 
THE  LAW  HERE' 


For  months,  the  Wiiite  House  insist- 
ed that  an  ever-growing  white-col- 
lar crime  wave  would  not  hurt  the 
economy  or  cause  President  George  W. 
Bush  political  problems.  But  when 
WorldCom  Inc.  admitted  that  it  fiad 
improperly  accounted  for  nearly  $k  bil- 
lion in  expenses,  Bush  wasted  no  time. 
He  lashed  out  at  Corporate  America's 
ethical  lapses  four  times  in  four  days 
and  scheduled  a  major  speech  for  July 
9  on  Wall  Street.  As  he  helps  the  Presi- 
dent prepare  for  the  address,  Chief  Eco- 
nomic Adviser  Lawrence  B.  Lindsey 
spoke  to  BusinessWeek  Senior  Writer 
Rich  Miller. 

Corporate  accounting  scandals  are  clearly 
spooking  investors.  Could  they  cause  a 
plunge  back  into  recession? 

I  don't  believe  there  will  be  a  double- 
dip.  The  consumer  remains  strong.  Gov- 
ernment spending  remains  strong.  In- 
vestment is  likely  to  pick  up  later  this 
year  or  early  next  year  and  is  unlikely 
to  decline.  If  I  put  it  all  together,  this 
year  the  economy  will  probably  grow  a 
bit  over  3%. 


CORPORATE 


CRIME 


[But]  could  the  swooning  market  make 
people  feel  less  wealthy  and  slow  con- 
sumer spending? 

Most  of  the  economic  effects  hap- 
pened in  the  '90s,  when  these  excesses 
were  occurring.  And  as  a  re- 
sult, people  made  the  wrong 
investment  decisions.  We  had 
a  $5  trillion  decline  in  the 
stock  market  by  the  second 
quarter  of  2001,  [shortly  after]  we  came 
into  office.  That  was  offset  very  well  by 
the  [Bush]  tax  cut  that  was  enacted.  I 
think  the  wealth  hit  is  behind  us. 

What  should  be  done  to  improve  corporate 
governance? 

The  10-point  plan  the  President  laid 
out  in  March  forms  the  basis  of  what 
needs  to  be  done.  It  called  for  legisla- 
tion, which  is  now  happening,  and 
stricter  enforcement  of  the  law.  We've 
had  a  dramatically  stepped-up  level  of 
enforcement.  We've  had  the  first-ever 
settlement  with  [Edison  Schools  Inc., 
which]  adhered  to  the  technicalities  of 
[generally  accepted  accounting  princi- 
ples] but  still  didn't  give  an  accurate 
picture  of  what  was  going  on.  There 
have  also  been  a  record  number  of  cor- 
porate officials  disbarred  from  ever 
holding  responsible  office  again. 

Where  do  you  stand  on  the  accounting- 
reform  bill  of  Senate  Banking  Chairman 
Paul  Sarbanes  [D-Md.]?  He  wants  an  in- 


UNDER  CONTROL  It  The  10-point  plan 
the  President  laid  out  in 
March  forms  the  basis  of 
what  needs  to  be 

done....  We've  had 
a  dramatically 
stepped-up 
level  of 
enforcement  ?J 

LAWRENCE  B.  LINDSEY 


dependent  industry-oversight 

The  President  called  for  cH 
accounting  practices  four  mo 
And  last  week,  the  sec  put 
posal  for  an  accounting-stand 
board.  My  concern  with  the 
proposal  is  that  it  creates  ov 
jurisdictions.  His  proposed  be 
also  be  responsible  for  securii 
Basically,  we'd  have  two  SEC: 
in  Washington  long  enough 
that  when  you  have  overlapp 
dictions  between  bi 
cies,  things  either  f 
the  cracks  or  you  g 
wars.  We  think  the 
House  passed  is  mc 
to  successfully  enforce  the  la 


The  President  once  said  the  cc 
scandals  were  confined  to  a  fev 
pies."  Given  the  breadth  of 
do  you  still  feel  that  way? 

I  think  only  a  few  people  r] 
broke  the  law  here.  But  the 
were  a  period  of  financial  exc 
there's  a  lot  of  cleaning  up 
fortunately,  it  usually  is  on  tl 
side  of  a  cycle  that  we  end 
the  people  who  abuse  the  pre 
things  were  on  the  rise. 

The  Democrats  charge  that  the  J 
cans'  deregulatory  zeal  created 
that  encouraged  those  abuses, 
your  response? 

I  don't  think  it's  appropris 
sess  blame.  But  I  would  n 
tual  observation  that  they  wl 
charge  [of  the  White  House]  | 
riod  in  question. 

Democrats  say  SEC  Chairman  H.I 
too  close  to  tht 
firms,  his  form| 
clients,  to  get  | 
done.  Should 
That's  ridi 
doing  a  fine  j 
a  record  numl| 
ecutions  goinj 

Individual   invJ 
spooked  by  all 
What  will  Bus  I 
assure  them? 

I'm  not  gou| 
the  President/ 
proached  the 
very  seriously  J 
thought  throul 
of  mechanism 
provide  tough  | 
enforcement, 
what's  needed! 
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'THE  ECONOMY  IS  FALLING  DOWN  AROUND  THEIR  EARS' 


i  tical  congressional  elec- 
ins  looming,  Democrats  will 
y  to  use  the  recent  series  of 
:  scandals  to  paint  Republi- 
igents  of  Corporate  America, 
•cifically,  they'll  blame  former 
oeaker  Newt  Gingrich  and  his 
an  Revolution  for  fostering  an 
>  I  heeling  capitalism.  On  June 
•   sWeek  coirespondents  Paula 
-  Lorraine  Woellert  sat  down 
tse  Minority  Leader  Richard 
•'■:t  (D-Mo.)  to  discuss  the 
,te'  election  strategy. 


forcement.  You  have  to  ask  yourself  if 
that  was  the  wisest  thing  to  do. 

You  are  urging  Democrats  to  make  corpo- 
rate crime  a  major  line  of  attack  against 
Republicans  in  the  fall.  How  do  you  in- 
tend to  frame  this  issue? 

Well,  the  facts  are  the  facts.  People 
will  look  at  us  and  ask  whether  we  did 
the  right  things  to  keep  faith  in  our 
system  of  governance  and  our  economy. 
Individual  candidates  are  going  to  have 
to  deal  with  what  they  did  or  didn't  do. 
We  now  have  60  million  people  invested 


t  '■ 
Congress  do  to  fix  problems  that 

>e  deeply  rooted  in  the  go-go 
culture? 

ve  got  to... see  [if]  needed  reg- 
were  relaxed  or  changed 
We  have  to  put  those  rules 
dace  or  adjust  rules  that  were 
ang  correctly.  For  instance, 
he  question  here  has  to  do  with 
ig  rules  and  the  way  account- 
governed.  One  issue  is  the  role 
i  of  directors,  what  their  power 
.  vho  should  choose  them. 
f  the  things  we've  got  to  look 
ational  commission  for  corpo- 
rm.  I  think  the  problem  is  big 
hat  it  may  require  that  kind  of 
%ally,  it's  clear  that  in  the  past 
we've  had  efforts  to  either  cut 
"  level  the  money  we  put  into 
.  3  &  Exchange  Commission  en- 


DEEPER  REFORM  11  [People 
are]  asking  tough 
questions,  like  what's 
happening  to  my 
retirement,  what's 
happening  to  my 

401(k)" 

—  RICHARD  A.  GEPHARDT 

in  stocks.  And  they're  asking  tough 
questions,  like  what's  happening  to  my 
retirement,  what's  happening  to  my 
401(k).  It's  a  legitimate  election  issue. 


So  you're  laying  part  of  the  blame  for  En- 
ron, Arthur  Andersen,  and  WorldCom  at 
the  door  of  the  Republicans? 

We  have  had  an  environment  in 
this  country,  created  mainly  by  my 
friends  in  the  other  party,  that  govern- 
ment was  always  a  failure,  that  the 
tax  code  ought  to  be  pulled  up  by  its 
roots.  That  sent  a  message  to  the  cor- 
porate community  [to]  look  for  loop- 
holes or  for  ways  not  to  adhere  to 
government  rules. 

Are  you  suggesting  that  Newt  Gingrich's 
Contract  With  America  sowed  the  seeds 
for  the  current  scandals? 

If  you  look  back  at  the  statements 
made  by  [House  Majority  Whip]  Tom 
DeLay  and  Newt  Gingrich  about  the 
deregulation  of  business,  I  think  that 
started  to  create  the  climate  we  are 
seeing. 

Can  you  point  to  specifics? 

There  were  attempts  to  tighten 
accounting  rules  that  didn't  get  done. 
We  had  a  [Republican-inspired]  change 
in  the  law  with  regard  to  [limiting] 
stockholder  suits....  During  the  Clinton 
Administration,  the  ability  to  bring 
those  suits  in  state  court  got  stopped. 
That  took  away  a  very  important  tool 
for  the  private  enforcement  of  stock- 
holder rights....  Congress  also  took  en- 
ergy-trading oversight  out  from  under 
the  Commodity  Futures  Trading  Com- 
mission. That  could  have  led  to  some 
of  the  problems  we  saw  in  California 
and  with  some  of  these  [energy-trad- 
ing] companies. 

Have  we  seen  enough  Presidential  leader- 
ship on  this  issue? 

Congress  is  on  the  November  ballot, 
[President]  Bush  is  not....  It's  really 
the  Republican  congressional  leader- 
ship that  you  have  to  look  at.  Don't 
they  get  it?  Are  they  tone-deaf?  The 
economy  is  falling  down  around  their 
ears.... If  people  want  these  problems 
solved,  they  will  want  a  Democratic 
Congress. 

Do  you  see  any  downside  to  a  new  raft  of 
prescriptive  laws? 

I've  had  businesspeople  say  that 
Congress  needs  to  deal  with  this  prob- 
lem. They  know  that  good  enforcement 
of  sensible  rules  is  good  for  business. 
And  it's  good  for  capitalism.        ■ 


BusinessWeek  /  July  15,  2002  37 


News:  Analysis  &  Commentary 


THE  ECONOMY 


I 


THE  BOON 

BEHIND  THE  BUBBLE 

Even  after  big  losses,  America  is  better  off  than  before 


COMMENTARY 


By  Michael  J.  Mandel 

Like  a  film  running  backward, 
many  of  the  corporate  giants 
that  grew  quickly  to  promi- 
nence in  the  1990s  are  shrink- 
ing at  an  even  faster  rate. 
Icons  of  the  New  Econo- 
my, such  as  WorldCom,  Enron, 
and  Global  Crossing,  are  disap- 
pearing in  a  haze  of  bad  ac- 
counting. Corporate  America 
is  being  forced  to  issue  re- 
statement after  restatement, 
signaling  that  much  of  the 
earnings  booked  in  recent 
years  were  manufactured 
rather  than  real.  And  the 
stock  market  is  languish- 
ing:    The     Standard     & 
Poor's  500-stock  index  is 


'.# 


s  ti  life 


n  17%  since  the  start  of  the  year, 
aken  together,  these  problems  are 
ing  many  economists  to  wonder  if 
New  Economy  boom  was,  in  the  end, 
>ly  a  bubble,  overhyped  by  the  press 
by  Wall  Street,  and  that  many  of 
gains  of  the  1990s  will  disappear  as 
kly  as  Enron  Corp.  collapsed, 
ear  not.  There's  plenty  of  substance 
in  the  financial  markets  and  the 
lomy  even  as  the  froth  disappears, 
le  some  sectors — notably  telecom 
utilities — have  cratered,  the  overall 
500  index  has  more  than  doubled 
e  the  beginning  of  1995,  when  the 
luctivity  gains  from  tech  spending 
became  visible  and  stock  prices 
off.  That  translates  into  an  annual 
Wn  of  10.2%.  Moreover,  virtually 
y  indicator  of  economic  health  is 
dier  now  than  in  1995.  In  particular, 
wages,  business-capital  spending, 
productivity  growth  are  all  much 
»er  than  they  were  seven  years  ago 
lite  the  2001  recession. 
he  combination  of  boom  followed  by 
;  has  left  America  better  off  than 
n  it  started.  That  may  seem  like  cold 
fort  to  investors  who  can't  forget  the 
ey  they've  lost  in  the  market 
•  the  past  couple  of  years 
the  evidence  supports 
basic  premise  underly- 
the  New  Economy — 
investment  in  infor- 
ion  technology, 
bined  with  corporate 
ructuring,  can  sub- 
tially  boost  productivi- 
nd  economic  perform- 
i.  Moreover,  it  suggests 
the  U.S.  economy  should  be 
ible  of  another  round  of  solid  growth. 
Jl  this,  of  course,  assumes  that  the 
k  market  and  the  economy  have  bot- 
ed  out,  which  is  no  sure  thing.  An- 
r  terrorist  attack  or  the  discovery  of 
or  financial  problems  at  more  big 
•mpanies  could  send  the  market  into 
another  tailspin.  And  the  economy, 


while  clearly  recovering,  is  vulnerable 
to  a  double-dip:  Consumer  confidence 
was  off  3.5%  in  June,  there's  scant  evi- 
dence yet  of  a  sustained  recovery  in  the 
labor  market,  and  the  dollar  is 
down  sharply  against  the 
yen  and  euro. 

It's  also  true  that, 
in   some    cases,   it 
has  taken  consid- 
erable time  to  un- 
wind the  excess- 
es        of        an 
out-of-control  in- 
vestment boom. 
Example:     The 
aftershocks      of 
the   mid-'80s   oil 
bust  in  Oklahoma 
and  Texas  continued 
to  be  felt  for  years 
And     more     than     a 
decade  after  Japan's  stock 
market  started  to  slide  in  1990, 
the  nation  still  has  not  recovered  from 
its  post-bubble  hangover. 

For  now,  though,  it  appears  that  the 
U.S.  is  coming  out  of  its  investment 
boom  in  far  better  shape  than  Japan  did. 
Despite  the  financial  markets'  dips 
and  spikes,  about  half  of  the 
stocks  in  the  s&P  500  have 
produced  average  annual 
returns  in  excess  of  10% 
since  the  beginning  of 
1995.  Even  the  tech- 
heavy  Nasdaq  turned  in 
an  annual  return  of  8.3% 
over  that  stretch. 
Out  in  the  real  world, 
moreover,  the  economy  is  do- 
ing just  fine.  Inflation-adjusted 
wages  are  up  13%  over  the  past  seven 
years — the  best  jump  in  three  decades 
and  a  boon  for  most  Americans.  Infla- 
tion, outside  of  food  and  energy,  is  only 
2.5%,  down  from  2.9%  in  1995.  And 
productivity  growth  over  the  past 
three  years  is  still  running  at  a  3.1% 
rate — far  faster  than  the  1.5%  seen  in 


the  first  half  of  the  1990s  and  the  en- 
tire 1980s. 

Indeed,  productivity  growth  has  been 
so  strong  that  it  can  withstand  even  ex- 
pected downward  revisions  in  the 
economic  data.  At  the  end 
of  July,  the  Commerce 
Dept.  will  issue  revised 
estimates  for  the 
past  couple  of  years 
that  could  reduce 
2000's  reported 
gross  domestic 
product  and  pro- 
ductivity growth 
by  as  much  as  a 
percentage  point 
(page  28).  But 
even  if  that  hap- 
pens, the  three-year 
productivity  growth 
rate  wall  still  be  a  very 
solid  2.7%. 
The  strength  of  productivity 
gains  is  the  best  way  to  tell  if  the  boom 
was  justifiable  exuberance  about  new 
technology  or  a  mass  suspension  of  ra- 
tional thinking.  Historically,  speculative 
bubbles  are  followed  by  a  period  of  weak 
productivity  growth  and  low  investment 
as  businesses  find  themselves  stuck  with 
low  returns  from  their  capital  outlays. 
Japanese  companies,  for  example,  in- 
vested heavily  in  new  machinery  during 
the  golden  years  of  the  late  1980s.  But 
this  capital  spending  never  paid  off:  After 
the  boom  ended,  output  per  worker  in 
Japan  rose  at  less  than  1%  annually  for 
the  first  half  of  the  '90s.  In  effect,  the 
spending  was  wasted. 

In  contrast,  U.  S.  companies  generated 
big  productivity  gains  even  while  the 
economy  was  in  recession  last  year. 
That's  highly  unusual,  and  it  suggests 
that  the  info-tech  investments  of  the 
1990s  are  finally  paying  off,  though  per- 
haps with  a  longer  lag  than  expected. 
That  has  implications  for  future  spending 
as  well:  As  companies  see  the  benefits  of 
their  past  investments,  they'll  be  more 
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willing  to  put  money  into  similar  proj- 
ects, especially  if  profits  start  to  rebound 
in  the  second  half  of  the  year. 

In  truth,  though,  companies  never  re- 
ally stopped  spending.  Despite  the  Nas- 
daq's bad  performance  and  Silicon  Val- 
ley's gloom,  business  spending  on  IT  gear 
and  software  is  about  75%  higher  today 
than  it  was  in  early  '95,  according  to  the 
Commerce  Dept.  Even  shipments  of  non- 
defense  communications  equipment — the 
hardest-hit  sector — are  up  by  about  40% 
over  the  past  seven  years. 

These  gains  are  reflected  in  the  finan- 
cial reports  of  the  leading  tech  compa- 
nies, which  show  just  how  much  the  de- 
mand for  technology  has  increased.  For 
all  their  current  problems  compared  with 
the  height  of  the  boom,  Intel  and  Sun 
Microsystems  have  about  doubled  their 
1995  sales,  while  Microsoft's  revenues 
have  more  than  quadrupled.  And  Cisco 
Systems  Inc.,  despite  having  absorbed  a 
disastrous  inventory  write-off  in  2001, 
reported  sales  in  the  latest  quarter  of 
almost  $5  billion — more  than  eight  times 
its  sales  of  $581  million  in  the  first  quar- 
ter of  calendar  1995.  That's  a  striking 
increase  in  growth,  even  if  much  of  it 
came  through  acquisitions. 

Surprisingly,  these  tech  companies 
have  held  on  to  much  of  the  — ^^— 
stock  gains  they  have  racked  up 
since  1995  despite  the  massive 
plunge  in  tech  equities  over  the 
past  couple  of  years.  Adjusted 
for  stock  splits,  the  share  prices 
of  both  Microsoft  Corp.  and  Cis- 
co have  risen  by  almost  600% 
since  1995,  or  at  about  a  29% 
annual  rate.  The  stocks  of  Sun 
Microsystems  Inc.  and  Intel 
Corp.  did  a  bit  worse,  with  about 
a  20%  annual  gain  over  the  same 
period.  Overall,  s&p's  informa- 
tion-technology index  rose  by 
125%,  which  translates  into  an 
11%  annual  rate  of  return.  Spec- 
tacular? No,  but  it's  nothing  to 
sneeze  at. 

The  other  pillar  of  the  New 
Economy,  financial  services,  has 
also  stood  up  well.  The  boom  of 
the  1990s  was  built  in  large  part 
on  the  ability  of  businesses  to 
raise  cheap  capital  and  the  in- 
creased participation  of  individual 
Americans  in  the  financial  mar- 
kets. That  pumped  up  financial 
stocks,  which  collectively  almost 
quadrupled  in  value  from  1995 
to  the  peak  of  the  market  in 
2000. 

Given  the  bear  market  and 
the  general  distrust  of  Wall 
Street  and  Corporate  America 


these  days,  one  might  expect  that  a  lot 
of  these  gains  would  have  dried  up.  But 
the  combination  of  low  interest  rates, 
the  housing  boom,  and  (he  continued 
flow  of  new  corporate  bonds  has 
meant  that  the  financial  sec- 
tor has  prospered.  Finan- 
cial companies  have  ac- 
tually added  24,000 
jobs  over  the  past 
year,    and    profits 
are  close  to  record 
levels. 

As  a  result,  the 
S&p's      financial- 
services  index  is 
down  by  only  18% 
from  its  early  2001 
peak.  All  told,  the 
sector  has  shown  a 
17%  annual  return  since 
1995,  with  financial-serv- 
ices companies  some  of  the 
biggest  gainers  of  the  past  seven 
years,  reflecting  the  increasing  impor- 
tance of  the  financial  sector  in  the  econ- 
omy. The  share  price  of  Capital  One  Fi- 
nancial Corp.,  the  credit-card  company,  is 
up  almost  1,000%  since  the  beginning  of 
1995,  while  Lehman  Brothers  Inc.  is  up 
about  700%. 


premise  of  the 
ew  Economy-that  If 

investment  plus 
restructuring  boosts 
productivity  and 
growth-has  A 


WHAT'S  REAL,  WHAT'S  NOT... 

Since  the  boom  began  in  1995,  stock  prices  across 

much  of  the  economy  have  performed  well, 

while  some  sectors  have  given  up  most  of  their 

gains.  Here's  the  breakdown: 

PERCENT  INCREASE  IN  STOCK  PRICES.  1/3/95-7/2/02* 


FINANCIAL 
SERVICES 


Banks,  brokerages, 
insurance 
companies 


HEALTH 
CARE 


Drugs,  biotech, 

managed 

care 


224%    202%    128% 


INFORMATION 
TECHNOLOGY 


Hardware, 
software, 
services 


INDUSTRIALS 


Machinery, 

transportation, 

business  services 


125%     115%     107% 


BASIC 
MATERIALS 


Aluminum, 
chemicals,  steel, 
paper  products 


UTILITIES 


Gas  and 

electric 

companies 


39%       17% 


Even  financial  companies  that 
taken  heat  for  bad  behavior  are  hoi 
their  own.  Take  Merrill  Lynch  & 
which  was  publicly  pilloried  by 
York  State  Attorney  Gen 
Eliot  Spitzer  for  produ 
fTUp  misleading  analyst 

ommendations  and 
conflicts  of  inter 
At   $37   a   shj 
Merrill's  stocl 
worth  half 
it  was  at  the  I 
of  2000.  Nel 
theless,  it's 
than  four  t 
higher  than 
W     split-adjusted 
share  it  trade 
/     at  the  beginninj 

1995,  when  the 
market  boom  started 
That's   not   to   say 
U.S.    economy   didn't    devj 
some  real  excesses  in  1999  and  2| 
Dot-com  mania,  especially  toward  | 
end,  was  clearly  unconnected  to  ecor 
ic  or  business  realities.  In  telecom, 
combination  of  deregulation  and 
confidence    in    new    technology 
telecommunications  stocks  first  spi 
upward  and  then  plunging. 

There  were  other  1 
too.  Like  telecom,  the  elec 
and   gas-utility   industry 
hardly  all  it  was  cracked  uj 
be  by  its  promoters — call  itl 
"Enron  bubble."   Deregul/ 
just  as  the  boom  hit,  many  \ 
ties  also  went  through  a  sp[ 
ing-and-borrowing  spree, 
they  engaged  in  financial  tl 
neering  to  make  stodgy  corl 
nies  look  more  like  high-powl 
earnings  machines.  Of  coil 
energy  trading  and  all  the 
attempts  to  dress  up  uti 
turned  out  to  be  no  more 
smoke  and  mirrors. 

Right  now,  most  medial 
investor  attention  is  focusel 
uncovering  the  wrongdoing  I 
permeated  some  companies| 
industries  in  the   1990s- 
finding  ways  to  prevent 
the  future.  That's  as  it  shl 
be.  But  it  helps  to  remerl 
that  even  after  a  two-year  I 
the  New  Economy  has  left 
American  consumers,  invesl 
and  companies  in  better  s[ 
than  they  were  in  when  I 
boom  started. 
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*Based  on  S&P  500  Sector  Indexes     Data:  Bloomberg  Financial  Markets 
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He  has  no  idea  ITT  Industries 

helps  track  his  missions. 

But  at  Mach  1.2, 

he  knows  exactly  where  he  is. 


Knifing  through  a  mile  of  sky  every  five 
seconds  tightens  tolerances.  GPS  responds 
with  positioning  information  accurate  to  the 
foot.  ITT  satellite  transmitters  send  GPS 
information  not  just  to  fighter  jets,  but  to 
every  receiver  that  flies,  floats,  rolls  or  walks 
across  the  planet. 

ITT  believes  that  technology  should  work 
undetectably.  In  this  case,  keeping  everybody 
from  jet  pilots  to  hikers  in  the  right  place. 

Out  of  the  proverbial  woods. 


ITT  Industries 

Engineered  for  life 


www.itt.com 
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MEDIA 


DASHED 
DIGITAL 
DREAMS 

Vivendi's  marriage  of  content  and 
the  Web  isn't  the  only  one  in  trouble 


When  pressed  a  few  weeks  ago 
about  what  his  company  had 
done  to  marry  entertainment 
with  Internet  and  wireless 
technologies,  Vivendi  Universal  ceo 
Jean-Marie  Messier  insisted  that  the  so- 
called  digital  convergence  had  arrived. 
His  proof?  For  an  extra  $2.50  a  month, 
Vivendi  cellular  customers  in  France 
can  select  snippets  from  songs  by  such 
Universal  Music  Group  artists  as  Em- 
inem or  Sheryl  Crow  for  their  cell-phone 
ring  tones. 

That's  it?  A  decade  after  Hollywood 
moguls  and  Silicon  Valley  propeller- 
heads  alike  began  predicting  the  immi- 
nent arrival  of  a  phenomenon  they  jok- 
ingly   called    Siliwood,    there    is 
precious  little  to  show  for  it — at  Viven- 
di or  anywhere  else.  The  half-dozen 
media  companies  that  made  the 
most  serious  forays  into  uncharted 
e-territories  have  since  pulled  back,  in- 
cluding Walt  Disney,  AOL  Time  Warner, 
and  Bertelsmann.  In  Messier's  case,  the 
attraction  had  some  mighty  serious  con- 
sequences. On  July  1,  the  company's 
board  forced  him  to  resign,  largely  due 
to  his  own  missteps  and  scant  results 
from  his  digital-convergence  strategy 

For  a  while,  many  media  execs 
dreamed  that  by  snatching  up  Web 
startups,  Net  and  wireless-distribution 
systems,  and  cable-TV  companies,  they 
could  create  a  new  world.  It  was  to  be  a 
utopia  in  which  every  kind  of  media — 
from  movies  to  games  to  music — could 
be  delivered  to  anyone,  anytime,  and 
anywhere  via  every  imaginable  gizmo 
and  gadget. 

Best  of  all,  this  "content"  would  be 
interactive:  Consumers  of  digital  fare 
would  be  able  to  choose  one  of  several 
movie  endings  or  shop  until  they 
dropped  at  a  virtual  mall.  All  of  it  was 
going  to  be  paid  for  by  advertising  or 
micropayments  attached  practically  in- 


CONVERGENCE:  SO  FAR, 
EMPTY  PROMISES 

A  handful  of  major  media  companies 
fashioned  strategies  that  wed  content 

and  Internet  distribution,  but  they 
never  panned  out.  Here's  a  rundown: 


VIVENDI 


The  purchase  of  Universale  movie  and 
music  businesses  in  2000  was  meant  to 
enable  Vivendi  to  sell  content  via  the 
Web.  Instead,  investors  lost  faith  in 
CEO  Jean-Marie  Messier,  and  the  stock 
plummeted  80%  in  two  years.  Messier 
was  forced  to  resign  on  July  1. 


AOL  TIME  WARNER 


The  marriage  of  AOL  and  Time  Wa 
supposed  to  deliver  an  array  of  ne? 
programming  through  the  world's 
ISP.  Now,  with  the  ad  recession,  it 
years  before  those  ambitions  are  r< 
Meanwhile,  its  shares  are  down  77 
the  $81  billion  merger  in  early 


WALT  DISNEY 


It  created  its  own  separately  trade 
Internet  Group  in  1999  after  payin 
than  $400  million  for  Web  properti 
Starwave  and  Infoseek.  In  2001,  it 
much  of  the  operation,  including  i 
Network,  and  recorded  an  $820  mi 
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ly  to  each  activity,  like  buying  a 
1  one  bite  at  a  time.  It  was  to  be 
next  bonanza — topping  TV  and  the 
onal  computer. 

fessier's  fall  raises  new  questions 
it  when,  and  even  if,  the  conver- 
e  will  pay  off.  Some  companies  will 
out  completely.  Vivendi  is  expected 
Dnsider  spinning  off  its  U.  S.  movie, 
and  music  operations.  Others — es- 
ally  AOL  Time  Warner — are  under 
nse  pressure  to  prove  that  conver- 
e  can  still  work.  Only  the  persistent 
well-capitalized  will  be  able  to  wait 
the  storm  and  emerge  as  powerful 
ers  when,  perhaps  years  from  now, 
dreams  of  convergence  may  come  to 
:ion.  "What  we've  seen  here  is  a 
9  dawn,"  says  media  consultant 
fer  Kreisky.  "Convergence  is  really, 
[y  hard  work." 

\s  prospects  have  never  looked  so 
Combining  media  businesses  with 
met  distribution  and  cable-TV  sys- 
s  was  the  rationale  for  one  pricey 
isition  after  another  at  the  height  of 
Net  boom.  It  was  why  Vivendi 
led  out  $34  billion  for  Seagram  and 
Universal  movie  and  music  busi- 
es and  why  Time  Warner  sold  itself 
unerica  Online  in  a  $81  billion  all- 
>ck  deal. 

But  now  these  companies  are  be- 
ing punished  mercilessly  by  in- 
vestors who  don't  like  the  loads 
of  debt  piling  up  and  don't 
want  to  finance  the  additional 
$26  billion  it  will  cost  to  fin- 
ish providing  broadband  In- 
ternet service  to  every 
cable     home — 
on  top  of  $60 
billion 


write-off.  Its  stock  is  down  53%  in 
t.  It's  still  betting  on  movies.com. 


BERTELSMANN 


from  the  privately  held  German 
int  was  that  it  would  be  a  leader  in 
boks  and  music  over  the  Internet.  It 
sfunct  Napster  earlier  this  year,  but 
i's  Web  sales  remain  dismal. 


PRIMEDIA 


isher's  $690  million  acquisition  in 
bout.com,  a  network  of  Internet 
as  intended  to  leverage  its  slew  of 
ss  on  the  Web.  It  didn't  happen, 
imedia's  shares  trade  at  about 
wn  97%  from  two  years  ago. 


^ 


spent  already.  They're  growing  weary  of 
reading  the  tea  leaves  of  earnings  be- 
fore interest,  taxes,  depreciation,  and 
amortization  (EBITDA),  a  measure  used 
by  media  companies  that  hides  the  im- 
pact of  their  debt. 

Watch  for  a  reversal  of  the  hype-and- 
buy  trend.  Fee-hungry  investment 
bankers  who  put  these  hybrid  media 
companies  together  will  begin  to  break 
them  apart.  "For  years, 
Wall  Street  rewarded  com- 
panies doing  the  most  deals 
at  the  quickest  pace  with 
the  best  stock  values,"  says 
Arthur  Gruen,  president  of 
media  consultant  Wilkofsky 
Gruen  &  Associates.  "Now, 
investors  are  looking  more 
closely  at  the  quality  of 
profits.  That  could  mean  we 
see  another  cycle,  like  in  the 
1980s,  of  deconsolidation." 

Given  the  ubiquity  of  the 
Net  and  growing  access  to 
high-speed  cable  connec- 
tions, there's  still  a  chance 
that  many  of  the  digital  dreams  of  me- 
dia companies  will  come  true.  The  big 
question  remains  when.  For  years,  the 
revolution  was  supposed  to  be  just 
around  the  corner.  Even  now,  many  in 
the  industry  remain  convinced  that  con- 
vergence will  soon  blossom.  Tech  market 
researcher  Jupiter  Media  Metrix  Inc. 
predicts  the  number  of  U.  S.  households 
with  high-speed  Net  access  will  rise  to 
20.6  million  in  2003,  from  5.2  million  in 
2000.  That,  true  believers  maintain, 
should  translate  into  huge  growth  of 
online  revenues. 

Maybe.  But  the  days  of  convergence 
hype  are  clearly  history.  Nobody  bought 
into  that  hoo-ha  more  wholeheartedly 
than  aol  Time  Warner,  and  no  company 
has  fallen  as  hard.  Its  stock,  now  trad- 
ing at  just  $12  a  share,  has  lost  more 
than  $100  billion  in  market  value  since 
the  merger  closed  in  January,  2001. 
Newly  elevated  ceo  Richard  D.  Par- 
sons pledges  that  he  hasn't  given  up 
the  vision  that  spawned  the  merger — 
and  he  has  no  plans  to  sell  or  spin  off 
aol.  For  now,  though,  the  AOL  unit  ex- 
ecs are  focusing  on  incremental  changes, 
trying  to  boost  ad  revenues  and  buffing 
the  flagship  service  with  more  search 
functions  and  easier  broadband  access. 

What  Parsons  and  other  media 
moguls  do  next  will  determine  which 
companies  could  eventually  emerge  as 
winners  in  the  digital  world.  When  it 
comes  to  producing  compelling  content 
for  broadband  services,  aol  should  have 
left  others  in  the  dust.  But  so  far  the 
company  isn't  exploiting  its  natural  ad- 
vantages. While  it's  featuring  such 
things  as  online  movie  trailers  and  ex- 
clusive premieres  of  songs  from  Brit- 


One  lesson 
is  you  don't 
need  to  own 
Web  outlets 
to  get  Web 
distribution 


ney  Spears,  it  hasn't  tapped  the  treas- 
ure trove  of  Time  Warner  content,  aol 
won't  launch  a  music-subscription  serv- 
ice until  late  summer  because  its  De- 
cember trial  version  was  a  flop. 

There's  a  risk  to  media  companies  in 
not  being  aggressive  enough.  While  aol 
plods  along,  for  instance,  nimbler  rivals 
are  dashing  ahead.  Of  aol's  26  million 
U.S.  subscribers,  only  about  1%  get  a 
bundled  broadband-access 
package  through  aol,  esti- 
mates Jupiter  Media 
Metrix.  aol  Chief  Operat- 
ing Officer  Robert  W 
Pittman  points  out  that 
more  than  3  million  aol 
subscribers  have  lined  up 
broadband  connections  on 
their  own  with  other  serv- 
ice providers.  But  mean- 
while, cable  operator  Cox 
Communications  Inc.  is 
coming  on  strong.  At  the 
end  of  the  first  quarter,  Cox 
had  more  than  1  million 
high-speed  Net-access  sub- 
scribers, or  16%  of  its  6.3  million  users. 
Others,  badly  burned  by  earlier  ag- 
gressive moves,  are  taking  a  go-slow  ap- 
proach. In  1999,  Walt  Disney  Co.  invest- 
ed $400  million  to  buy  Starwave  and 
Infoseek  to  create  its  Go  Network  portal. 
But  amid  disappointing  results,  Disney 
shut  down  the  operation  just  two  years 
later.  It  still  plans  to  distribute  its  movies 
and  TV  shows  on  the  Net  and  through 
wireless  devices,  but  the  grand  strategy 
is  kaput.  "Some  people  tried  to  build 
their  business  models  on  aggressive  pro- 
jections. Those  of  us  who  had  more  mod- 
est expectations  are  feeling  a  little  more 
comfortable  right  now,"  says  Peter  E. 
Murphy,  executive  vice-president  of 
strategic  planning  at  Disney. 

One  lesson  from  the  boom-and-bust  is 
that  media  companies  may  not  have  to 
own  Net  outlets  to  make  the  most  of 
their  opportunities  on  the  digital  fron- 
tier. Instead,  owners  of  content  can  bar- 
gain with  independent  distributors  to 
carry  their  music,  movies,  and  other 
media.  Viacom  Inc.,  for  instance,  decided 
not  to  get  into  the  distribution  busi- 
ness. "We  figured  if  we  offered  the  best 
'oh,  wov/  programming  out  there,  ad- 
vertisers would  pay  up,"  says  Richard 
Bressler,  Viacom's  chief  financial  officer. 
If  the  ultimate  benefits  of  owning 
both  content  and  distribution  are  still  a 
long  way  from  being  realized,  the  near- 
term  penalty  has  clearly  arrived.  Media 
executives  who  bought  into  the  conver- 
gence craze  are  now  paying  a  steep 
price  for  their  fascination.  And  none 
more  than  Jean-Marie  Messier. 

By  Tom  Lowry  in  New  York,  with 
Ronald  Grover  in  Los  Angeles  and 
Catherine  Yang  in  Washington,  D.  C. 
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WHAT  WILL  HAPPEN  TO 
VIVENDI'S  GOODIES? 

Buyers  are  at  the  door,  but  shareholders  may  not  get  great  deals 


Jean-Marie  Messier  is  gone,  but  the 
company  he  created  lives  on.  For 
how  long,  though?  That  was  the 
question  preoccupying  investment 
bankers  and  media  executives  on  both 
sides  of  the  Atlantic  as  Messier's  reign 
at  Vivendi  Universal  abruptly  ended. 
It's  a  crucial  issue  for  the  industry. 

Clearly,  Vivendi  needs  an  overhaul. 
Its  market  capitalization  has  fallen  more 
than  $70  billion  since  its  transforming 
merger  with  Seagram  Co.  in  2000.  If 
Messier's  successor  tries  to  follow  his 
course  and  keep  the  unwieldy  conglom- 
erate together,  the  company  will  likely 
be  dogged  by  the  same  investor  fear 
and  distrust  that  overwhelmed  Messier. 
But  putting  Vivendi's  assets  on  the 
block  may  not  be  feasible  in  current 
market  conditions.  Indeed,  the  compa- 
ny's fragility  was  underscored  when 

ICAU  UADIC  Shal*eS      PlunSed 

JEAN-MARIE  25%  on  July  2, 

MESSIER  the     day     after 

Brought  down        fe* sjflresig?ld; 

fueled  by  a  debt 
Dy  investor  downgrade  and 
distrust  reports 


about  Vivendi's  accounting  practices.  "It 
is  complete  panic  out  there,"  says  an 
investment  banker  close  to  the  company. 

Much  will  depend  on  Messier's  suc- 
cessor. There  are  several  candidates, 
but  one  stands  out:  Jean-Rene  Four- 
tou,  the  vice-chairman  of  French-Ger- 
man pharmaceutical  group  Aventis. 
Fourtou  couldn't  be  more  different  from 
Messier.  The  low-key,  63-year-old  Four- 
tou has  never  squired  a  starlet  to  a 
Hollywood  screening  and  probably 
thinks  Eminem  is  a  candy.  But  he's 
well-respected  by  President  Jacques 
Chirac's  inner  circle  and  has  plenty  of 
experience  in  cross-border  dealmaking, 
assets  that  could  help  as  he  charts  a 
new  course  for  Vivendi. 

The  Hollywood  rumor  mill  is  already 
cranking  out  scenarios  for  the  fate  of 
Vivendi's  crown  jewels — its  Hollywood 
and  publishing  assets,  with  combined 
revenues  of  $15  billion  last  year.  These 
include  not  only  good  performers  such 
as  Universal  Studios  and  Universal 
Music  but  also  the  former  cable-TV 
holdings  of  USA  Networks,  which 
Messier  bought  last  year  from  Barry 
Diller  for  $11  billion. 

One  option  is  to  spin  off  the  media 

RETHINKING  VIVENDI 

Options  for  the  new  CEO 


ENTERTAINMENT  AND  PUBLISHING 


Spin  off  a  separately  listed  company, 
incorporating  Universal  Studios, 
Universal  Music,  VU  Publishing,  and 
former  USA  Networks  TV  holdings. 
Value:  $20  billion  to  $28  billion. 


PAY-TV 


Sell  Canal  +.  Value:  up  to  $5  billion. 


TELECOM 


Sell  stakes  in  France's  Cegetel  and 
other  holdings.  Value:  up  to  $7  billion. 


UTILITIES 


Continue  selling  off  42%  stake, 

currently  worth  $4.7  billion,  in 
<^^  Vivendi  Environnement. 

Data:  BusinessWeek 
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JEAN-RENE 
FOURTOU 

Has  the  suppoi 
many  in  the  boi 


of 


properties  as  a  separately  listed  con 
ny  that  Vivendi  would  control.  But 
about  Diller?  The  chairman  of  shopj 
company  usa  Interactive  Inc.  says 
doesn't  want  his  company  to  buy  an; 
Vivendi's  assets.  But  Diller  person 
owns  a  1.5%  stake  in  Vivendi's  TV 
film  operations.  One  script  hot  on 
cocktail  circuit:  Diller  plays  a  mana 
ment   role   in   a   spun-off  entert 
ment    company 
or  gains  control 
in   a   leveraged 
buyout.  Another 
potential  buyer 
is       Germany's 
Bertelsmann, 
which  has  $7  bil- 
lion  in   cash   it 
can  use  in  acqui- 
sitions. "Bertels- 
mann has  been 
kicking   around 
Hollywood     for 
years,  trying  to 
create  their  own 
studio,"  says  a 
former  top  stu- 
dio    executive. 

Vivendi's  European  assets  also 
likely  to  go.  Because  of  French  1 
restrictions  on  foreign  ownership 
dia,  pay-TV  group  Canal+  would  p 
bly  go  to  a  French  company  sue 
Lagardere  Media.  Vodafone  Group 
ceo  Chris  Gent  is  eager  to  grab 
tel,  a  French  phone  company  in 
Vivendi  holds  a  44%  stake.  "Just  s 
those  two  properties  would  go  a 
way  toward  getting  the  finances  iri 
der,"  says  Michael  Nathanson,  an 
with  Sanford  C.  Bernstein  &  Co. 

But  getting  a  good  deal  for  VI 
shareholders  won't  be  easy.  Global  i 
kets  are  depressed  to  begin  with, 
Vivendi  is  in  no  position  to  haggl 
pecially  now  that  its  debt  rating  i 
junk  levels.  Indeed,  Vivendi  is  in 
turmoil  that  analysts  can't  even 
on  its  breakup  value,  with  est: 
ranging  from  $18  billion  to  as  muc 
$50  billion.  That's  one  reason  the 
ceo  may  move  cautiously  on  a  sell" 

Fourtou  is  likely  to  enjoy  strong 
port  from  the  French  majority 
Vivendi's  board.  He's  a  co-founde 
Entreprises  et  Cite,  an  exclusive  ch 
30  French  CEOs  that  includes  sei 
current  and  former  Vivendi  direc 
Of  course,  the  clubby  member 
France  Inc.  protected  Messier  far 
long.  This  time,  they'll  have  to  w 
more  about  protecting  shareholders 
one  of  their  own. 

By  Carol  Matlack  in  Paris, 
Ronald  Grover  in  Los  Angeles 
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Oil  is  old  news.  It's  time 
for  a  new  era.  It's  time 
for  new  technologies' 


We're  committed  to  solar.  In  the  last  six  years, 
we've  invested  over  $200  million  in  solar  power, 
and  are  now  one  of  the  largest  producers  in  the 
world,  bringing  this  renewable  energy  to  over 
160  countries.  Our  goal:  to  make  solar  a  $1  billion 
business  by  2007. 

It's  a  start. 


bp 


beyond  petroleum 


bp.com 
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COMMENTARY 


By  Linda  Himelstein 


A  CLASS  ACT  IN  THE  VALLEY 


■  had  a  running  joke  with  Daniel  H.  Case  III  that  be- 
gan the  day  we  met.  It  was  1996,  and  I  had  just  ar- 
rived in  Silicon  Valley  from  New  York  City  to  cover 
the  financial-services  industry.  Naturally,  one  of  my  first 
calls  was  to  Dan,  then  ceo  of  high-tech  banking  boutique 
Hambrecht  &  Quist  in  San  Francisco. 

We  talked  about  the  state  of  the  industry:  what  was 
hot,  what  was  not.  Then  he  gave  me  what  at  the  time 
seemed  like  a  typical 
public-relations  pitch. 
Dan  thought  I  should 
write  about  how  his 
investment  bank  had 
managed  to  succeed 
partly  by  doing  the 
right  thing:  He  in- 
sisted that,  even  in 
the  take-no-prisoners 
business  world,  h&q 
was,  well,  nice.  We 
both  had  a  good 
laugh.  Then  I  real- 
ized he  was  serious. 

I  didn't  take  him 
up  on  the  offer.  Nor- 
mally, niceness  isn't 
much  of  a  business 
story.  Maybe  I  should 
have:  There  was  a  lot  more  to  Dan  Case 
than  being  a  nice  guy,  although  he  truly 
was  that.  Case  played  an  instrumental 
role  in  making  Silicon  Valley  an  industri- 
al powerhouse.  When  Dan  died  at  age  44 
on  June  26,  after  a  15-month  battle  with 
brain  cancer,  the  world  lost  more  than  a 
good  soul.  It  lost  a  man  who  serves  as  a 
reminder  that  Corporate  America  is  pop- 
ulated by  those  who  accomplish  much 
good,  not  just  by  cheats  and  liars.  At  a 
time  when  business  leaders  inspire  more 
scorn  than  esteem,  Dan  stands  as  a  mod- 
el of  decency. 

Throughout  his  career,  Case  was  ag- 
gressive, to  be  sure.  But  he  never 
crossed  the  line,  say  friends  and  com- 
petitors alike.  When  pitching  a  client, 
"Dan  was  a  class  act.  One  thing  I  al- 
ways liked  about  him  was  that  he  competed  on  a  positive 
basis.  He  talked  about  his  strengths,  not  other  people's 
weaknesses,"  says  Sandy  Robertson,  former  head  and  co- 
founder  of  rival  Robertson  Stephens  &  Co. 

If  a  potential  conflict  of  interest  arose,  Dan  was  quick 
to  recuse  himself,  but  he  also  tried  hard  to  prevent  those 
situations  from  coming  up  at  all.  For  instance,  he  sat  on 
the  board  of  game-software  maker  Electronic  Arts  until 
he  died,  but  he  never  did  any  of  the  company's  banking 
business,  h&q  didn't  take  America  Online  Inc.  public  even 
though  Dan's  brother,  Stephen  M.  Case,  was  ceo. 


At  a  time  when 
business  leaders 
inspire  more 
scorn  than  esteem 
Dan  Case  stands 
as  a  model  of 
decency 


DAN  CASE,  WHO  DIED  OF  BRAIN 
CANCER  JUNE  26,  EMBRACING 
HIS  BROTHER  STEVE 


His  talents  were  obvious  from  the  start.  Dan  joined 
H&Q  as  an  intern  in  1979  and  rose  through  the  ranks 
quickly.  For  two  decades,  he  provided  technology  start- 
ups with  the  cash  they  needed  to  flourish.  In  the  early 
days,  when  the  Wall  Street  powers  snubbed  Valley  start  ] 
ups,  he  took  them  public.  Later,  Dan  became  one  of  the 
key  forces  behind  the  Internet  boom.  True,  many  of 
those  companies  are  now  just  a  memory.  But  Dan's  firm 

advised  many  of 
tech's  darlings,  from] 
Siebel  Systems  Inc. 
to  Amazon.com  Inc. 
"His  clients  weren't 
served  in  the  gold- 
rush  manner  but 
with  sound  advice 
and  support  for  the 
long  run,"  says  L. 
John  Doerr,  a  ven- 
ture capitalist  at 
Kleiner  Perkins  Caul 
field  &  Byers.  Since 
1990,  his  small  firm 
underwrote  101  tecl 
initial  public  offer- 
ings, placing  it 
fourth  among  all  in- 1 
vestment  banks  in 
volume  and  well  ahead  of  such  giants  as| 
Merrill  Lynch  &  Co.,  according  to 
Dealogic  LLC. 

Case's  willingness  to  take  risks  ex- 
tended to  his  cancer  fight.  In  May,  2001, 
he  formed,  with  his  brother  Steve,  now 
chairman  of  AOL  Time  Warner  Inc.,  Ac- 
celerate Brain  Cancer  Cure  Inc.,  a  foun^ 
dation  that  aims  to  help  find  a  cure  for 
this  almost-always  fatal  disease.  The  or-J 
ganization  has  cobbled  together  a  group  | 
of  leading  researchers,  academics,  and 
Silicon  Valley  power  brokers.  So  far, 
ABC2,  as  it  is  known,  has  doled  out  21 
grants  to  medical  researchers. 

Dan  established  his  foundation  know- 
ing that  he  would  probably  not  live  to 
see  the  fruits  of  his  efforts.  What's  mord 
he  allowed  himself  to  become  a  test  cas<| 
volunteering  for  experimental  treatments  and  medica- 
tions that  might  help  cancer  victims  in  the  future.  He 
paid  a  price,  suffering  painful  side  effects. 

When  I  saw  Dan  for  the  last  time  in  May,  his  baby 
face  was  bloated  by  the  cancer  drugs.  He  had  lost 
some  hair.  But  he  was  the  same  guy.  He  prodded  me 
to  get  on  with  that  "nice"  story  about  his  firm,  now 
known  as  J.  R  Morgan  H&Q.  And  one  last  time,  we 
had  a  good  laugh. 

Senior  Correspondent  Himelstein  covers  Silicon  Vallen 
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->f  American  Hondo  •■'  -ing  Packaged 


240-hp  Acura  MDX.  Consider  the  profound  beauty  of  saying  "no."  And  instead,  say  "yes"  to  an  advanced  electronic  4-wheel-drive 
em,  room  for  seven  and  available  Acura/Bose®  Music  System  with  6-disc  CD  changer.  Because,  after  all,  not  every  social  obligation  is 
iatory.  Call  1-800-TO-Acura  or  visit  acura.com.  Taking  the  SUV  to  a  place  it's  never  been  before.    ®ACURA 
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TYCO  GETS 
A  BREATHER 


DESPITE  THE  SWOONING  STOCK 

market,  troubled  Tyco  Inter- 
national managed  to  complete 
the  initial  public  offering  of 
its  huge  commercial-finance 
arm,  CIT,  on  July  1.  The  $4.6 
billion  price  was  well  below 
the  $5  billion  to  $5.8  billion 
Tyco  had  hoped  to  raise — and 
just  40%  of  the  $11.3  billion  it 
had  invested  in  CIT  since  last 
June.  Still,  Tyco  insisted  the 
proceeds  from  the  IPO,  com- 
bined with  $2.5  billion  in  cash 
it  has  on  hand,  should  allow 
it  to  meet  all  of  its  debt 
needs  at  least  through  No- 
vember, 2003. 


SOUTHWEST  AIRS 
FAMILY  FEUD 

NORMALLY  CHEERY  EMPLOYEE 

relations  at  Southwest  Air- 
lines appear  to  be  chilling. 
On  July  1,  the  low-cost  carri- 
er and  its  mechanics'  union 


CLOSING    BELL 


WAVES  OF  WOE 

The  WorldCom  aftershocks 
continue.  On  July  1,  EDS 
shares  fell  18%,  to  $30.45, 
after  it  said  WorldCom  owed  it 
$150  million  for  unpaid  serv- 
ices and  that  the  telco's  col- 
lapse could  squeeze  2002  rev- 
enues and  profits.  The  next 
day,  Moody's  Investors  Service 
said  it  might  downgrade 
EDS's  long-term  debt  rating, 
partly  due  to  its  relationship 
with  the  troubled  telco. 


STOCK  PRICE 


JUNE  25.  '02  JULY  2 

Data:  Bloomberg  Financial  Markets 


asked  federal  mediators  to 
help  break  a  contract  dead- 
lock over  pay.  The  mechan- 
ics have  been  represented  by 
the  International  Brotherhood 
of  Teamsters  for  15  years, 
and  the  request  was  the  first 
time  the  Southwest  employ- 
ees have  sought  federal  me- 
diation. The  move  came  days 
after  union  members  rejected 
a  final  contract  offer  from  the 
Dallas-based  airline.  While 
the  company  is  nowhere  near 
a  strike,  the  move  certainly 
signals  that  profitable  South- 
west, which  also  is  in  con- 
tract talks  with  flight  atten- 
dants and  pilots,  will  see 
more  pressure  from  employ- 
ees to  share  the  spoils. 

SPREADING  THE 
GOSPEL  OF  ELIOT 

THREE    STATE    FINANCE    OFFI- 

cials  representing  more  than 
$200  billion  in  pension  and 
other  funds  called  on  broker- 
age firms  to  follow  the  con- 
flict-of-interest principles  in 
the  May  agreement  between 
New  York  Attorney  General 
Eliot  Spitzer  and  Merrill 
Lynch  or  risk  losing  the 
funds'  brokerage  business. 
The  treasurers  of  California 
and  North  Carolina  and  New 
York  State's  Comptroller 
asked  securities  firms  to  sev- 
er compensation  links  be- 
tween research  and  invest- 
ment banking.  The  states  will 
also  require  brokerage  firms 
and  money  managers  to  fully 
disclose  compensation  they 
receive  from  companies  cov- 
ered by  their  research  de- 
partments or  in  which  their 
firms  have  invested. 


DETROIT  BRINGS 
BACK  A  CLASSIC 

AUTO  MAKERS  ARE  TRYING  TO 

kick-start  sales  after  a  dis- 
mal May.  To  stoke  consumer 
interest,  General  Motors  is 
bringing  back  its  0%  financing 
program  that  won  over  buy- 
ers last  fall.  From  July  3  to 


HEADLINER:   KENT   KRESA 


ANOTHER  UNDER-THE-RADAR  SUCCESS 

it's  fitting  that  Northrop     Pentagon  has  created  a 


Grumman's  b'est-known 
product  is  the  B-2  stealth 
bomber.  Chairman  and 
ceo  Kent  Kresa  has 
a  knack  for  sneak- 
ing up  on  his 
competitors. 

That  was  the 
case  with  TRW, 
the  Cleveland- 
based  conglomer- 
ate that  got  a  sur- 
prise takeover  offer 
last  February.  TRW 
put  up  a  fight,  but  on  July 
1  it  agreed  to  a  merger  af- 
ter Kresa  made  a  sweet- 
ened offer  of  $7.8  billion  in 
Northrop  stock. 

The  TRW  deal  faces  op- 
position, chiefly  from  Lock- 
heed Martin,  which  would 
compete  most  closely  with 
the  combined  company.  The 


special  board  to  review 
deal,  but  Kresa  says  he 
confident  the  merger 
sail  through.  "The; 
no  doubt  the  coi 
bination  is  in 
best  interest  of  1 
shareholders, 
employees,  and 
our  national  de 
fense,"  he  says, 
If  completed, 
the  merger  will  bt 
a  final  feather  in  the 
cap  for  Kresa,  who  is  ex- 
pected to  step  down  whe 
he  hits  age  65  next  Marc 
His  likely  successor? 
Northrop  President  Ro 
Sugar,  a  20-year  TRW  vet 
eran  who  joined  Kresa's 
team  last  year. 

Christopher  Palm 
and  Stan  Crc 


Sept.  3,  GM  is  giving  buyers 
free  financing  for  all  2002 
models  except  Saturns,  Hum- 
mers, and  Saabs.  Industry 
experts  estimate  the  program 
will  cost  gm  almost  $2,800  a 
vehicle,  nearly  $500  a  vehi- 
cle more  than  in  January.  So 
why  do  it?  When  gm  used  0% 
last  fall,  the  company  gained 
half  a  point  of  market  share 
in  the  U.  S.,  pushing  its  stake 
to  28.1%.  Rival  Ford  Motor  is 
countering  gm's  move  with 
rebates  between  $1,500  and 
$3,000  or  low-interest  financ- 
ing on  most  models. 

ELUSIVE  NUMBERS 
ATADELPHIA? 

THE  RESIGNATION  OF  MEMBERS 

of  the  founding  Rigas  family 
after  charges  of  self-dealing 
hasn't  ended  the  infighting 
at  Adelphia  Communica- 
tions. The  cable  company's 
former  accountants,  Deloitte 
&  Touche,  charge  in  a  filing 
with  the  Securities  &  Ex- 


change Commission  thai 
ter  the  Rigas  departures 
dependent  board  mem 
withheld  key  documents 
blocked  the  firm  from  p 
erly  completing  its  2001 
Deloitte.  which  was  dismi 
by  Adelphia  on  June  9, 
charges  that  directors  as 
it  to  sign  off  on  the 
without     supporting    d 
ments.  Adelphia.  which 
for  Chapter  11  on  Jum 
has  since  hired  Pricewf 
houseCoopers  as  its  auc 
Adelphia  says  it  disag 
with  Deloitte  and  will 
spond  in  an  sec  filing. 


ET  CETERA . . . 


■  idt  is  offering  $3  billio) 
WorldCom's  MFs/Brooks 
unit  and  $2  billion  for  M« 

■  Warren  Buffett's  Berk; 
Hathaway  will  buy  apj 
maker  Garan  for  $270 

■  Merck  postponed  the  si 
19.9%  of  its  pharmacy  be) 
unit  until  the  week  of  J 
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PROMISE  TD  EXPLAIN  THE  WONDERS  OF  OUR  SYSTEM-ON-CHIP  RESEARCH 
AND  HOW  SCOTLAND  IS  SHAPING  THE  FUTURE  OF  ELECTRONIC  DESIGN. 

BUT  FIRST  WE  NEED  TD  GET  PAST  THE  KILT  THING. 


ots  of  the 
:    can 
ced  all  the 
ick  to  the 
p  toga. 

kilts  can 

I?  used  as  a 
camouflage, 
pagor 
pg  bag. 
I 

ere  never 
ir  outside  of 
nginating 
nds,  where 
i  were 

sive  and  rare, 
because 
re  impractical 
n9- 


he  reality  is  you'll  find  more  Scots  donning  lab  coats  than  kilts  these  days. 

n  electronic  design,  our  innovative  Alba  Centre  is  leading  the  world's  R&D  in  System  Level  Integration  technology,  as  well  as 

>moting  enormously  successful  collaborations  between  top  universities  and  private  sector  partners.  And  of  course,  there's  Dolly, 

■  now  famous  sheep  who  became  the  first  mammal  cloned  from  an  adult  cell— a  direct  result  of  Scotland's  thriving  and  inventive 

tech  industry. 

oday,  the  question  progressive  companies  are  asking  us  has  little  to  do  with  matters  such  as  why  we  wear  kilts— and  has 

srything  to  do  with  how  to  gain  access  to  the  kind  of  vast  knowledge  base  Scotland  offers. 

Scottish  Development  International  is  a  government-funded  organisation  that  has  a  network  of  offices  around  the  world  that  can 

Sp  your  business  tap  into  Scotland's  key  strengths  in  knowledge,  high-level  skills,  technology  and  innovation. 

Global  companies  are  always  looking  for  ways  to  gain  a  competitive 

NH|.  pH  advantage.  Scottish  Development  International  will  help  you  find  that 

""""  "  expertise  in  Scotland.  Find  out  more  about  bringing  your  business  to 

Scotland.  Or  Scotland  to  your  business. 

Visit  www.scottishdevelopmentinternational.org  for  more  information. 
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At  Prudential  Financial,  growing  and  protectin 
your  wealth  is  an  ongoing  relationship. 


"Eighteen  years  ago,  I  was 
starting  my  own  business, 
building  a  portfolio  and 
wondering  how  I'd  pay  for 
college.  Today  my  business  is 
strong,  and  I'm  more  focused 
on  issues  like  retirement 
and  how  to  protect  the  assets 
I've  been  able  to  build.  Through 
the  years  my  needs  have 
really  changed,  but  I've 
always  been  able  to  rely 
on  Carol  and  Prudential. " 

Jill  Silvers  Lippman, 

Prudential  Financial  Client 


Solutions  for  growth 

Tax-deferred  annuities 

Mutual  funds 

College  funding  plans 

IRAs  for  retirement 
and  education  needs 

Securities  brokerage 

Home-buying  and  -selling 
services 

Managed  accounts 

Tax-efficient  investments 

Solutions  for  protection 

Life  insurance 
Disability  insurance 
Long  term  care  insurance 
Estate  plan  funding 
Stable  value  investments 


"At  Prudential  Financial,  I've 
always  had  the  resources 
I  required  to  help  meet  the 
needs  of  clients  like  Jill. 
Objective  research.  A  full 
array  of  products.  And 
terrific  back  office  and 
service  support.  Prudential 
makes  sure  I  have  the 
right  tools  to  help  my 
clients  keep  their  financial  ; 
future  on  track." 

Carol  Armstrong, 

Prudential  Financial  Advisor 


We'll  be  there  every  step  of  the  way  to  offer  the  unbiased  guidance  you  need  to  plan 
for  your  financial  security.  Listening  to  your  concerns.  Reviewing  your  individual 
situation.  Developing  the  financial  strategies  that  balance  your  need  for  growth 
and  protection.  Because  at  Prudential  Financial,  we're  dedicated  to  helping  you 
create  wealth  and  sustain  it  for  a  lifetime. 


A  dynamic  approach  to  growth.  At  Prudential 
Financial,  you'll  get  advice  from  a  highly  skilled 
financial  advisor  who  works  according  to  your 
terms — either  fee-based  or  by  commission. 
You'll  leverage  the  skills  of  our  investor-focused 
research,  with  its  ultra-clear,  three-point  stock 
rating  system — buy,  sell,  hold.  And  you'll  benefit 
from  our  unique  investment  management 
philosophy  which  brings  institutional  investment 
discipline  to  individual  investors  like  you. 

360  degrees  of  risk  management.  There's 
more  to  risk  than  many  people  think.  Market 
risk,  disability,  taxes  and  premature  death  are 
just  a  few  of  the  threats  that  can  put  your 


wealth  in  jeopardy.  Nobody  understands  this 
better  than  Prudential  Financial.  After  all, 
we've  been  studying  and  managing  risk  for  moi 
than  125  years. 

Call  today  for  your  free  wealth  managemef 
review.  A  Prudential  Financial  professional 
provide  a  comprehensive  review  of  your  finan  | 
goals  and  risk  tolerance.  We'll  also  help  you 
pinpoint  vulnerabilities  to  your  wealth  and 
develop  a  strategy  to  help  grow  and  protect 
your  assets  for  the  long  run. 

1-800 -THE-R0CK  ext.9158 

prudential.com 
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Prudential  (S  Financial 

Crowing  and  Protecting  Your  Wealth® 


The  testimonial  may  not  be  representative  of  the  experience  of  other  clients.  Investment  results  or  client  satisfaction  discussed  or  implied  is  not  indicative  of  future  performance,  life  insurance  and  annuities  is  I 
Pruco  Life  Insurance  Company,  Pruco  Life  Insurance  Company  of  New  Jersey  and  The  Prudential  Insurance  Company  of  America,  all  located  in  Newark,  NJ.  Equal  Housing  Opportunity.  ©  Securities  products  and  service  I 
through  Pruco  Securities  Corporation  (member  SIPC),  751  Brood  Street,  Newark,  NJ  07102,  Prudential  Securities  Incorporated  (member  SIPC),  199  Water  Street,  New  York,  NY  10292,  and  Prudential  Investment  Marr| 
Services  LLC  (member  SIPC),  Three  Gateway  Center,  Newark,  NJ.  All  are  Prudential  Finonciol  companies.  Eoch  is  solely  responsible  for  its  own  financial  condition  ond  contractual  obligations.  Availabitity  of  cfeoMHy  income 
term  care  insurance  varies  by  carrier  and  state.  Neither  Prudential  Financial  nor  its  companies  are  tax  advisors.  Prudenriol  Finonciol  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ,  ond  its  afil 


IEMOGRATS  FIND  A  NEW  ALLY: 
HE  GREEN  GOBLIN 


Washington  Outlook 


ITED  BY  RICHARD  S.  DUNHAM 


^outh  Dakota's  Tim  Johnson  is  widely  considered  the 
kmost  endangered  Senate  Democrat.  His  generally  liber- 
Fal  voting  record  is  a  tough  sell  in  a  conservative  state 
at  George  W.  Bush  won  easily  in  2000.  But  Democrats 
I  their  interest-group  allies  think  they've  found  a  way  to 
p  Johnson  afloat:  a  big,  green  life  preserver. 
Sparsely  populated  South  Dakota  has  been  inundated  with 
lio  and  TV  commercials  from  the  League  of  Conservation 
ters  (lcv)  and  the  Sierra  Club  slamming  Johnson's  gop  chal- 
iger,  Representative  John  R.  Thune,  for  voting  to  delay 
hter  arsenic  standards  in  drinking  water.  Because  the  wa- 
■  in  18  communities  exceeds 
|leral  arsenic  limits,  the  ads 
ve  put  Bush's  handpicked 
didate  on  the  defensive, 
w,  Thune  is  airing  response 
saying  that  he,  too,  sup- 
rts  stricter  arsenic  standards. 
Democrats  are  betting  that 
b  tactical  success  in  South 
ikota  can  be  duplicated  in 
jugh  states  to  help  them  main- 
n  control  of  the  Senate — and 
lybe  even  win  back  the  House, 
nong  gop  enviro  vulnerabili-  ~ 

s:  Bush's  support  for  drilling  in  the  Arctic  National  Wildlife 
;fuge,  his  efforts  to  delay  stronger  fuel  economy  standards, 
d  a  flap  over  his  commitment  to  Superfund  cleanup. 

I  iGiven  Bush's  close  ties  to  the  energy  industry,  Democrats 
v  green  issues  take  on  added  saliency  amid  ongoing  corporate 
indals.  'There's  no  question  that  the  Achilles'  heel  of  both  the 

{^publican  Party  and  the  President  is  the  environment,"  says 
•mocratic  pollster  Mark  S.  Mellman. 

i  The  issue  is  especially  powerful  because  it  appeals  to 
ing  voting  blocs.  A  June  19-23  Pew  Research  Center  survey 
ind  that  independents  and  highly  educated  voters  disap- 
ove  of  Bush's  environmental  record.  "The  environment  can 


TOXIC  CAMPAIGN:  Tim  Johnson  vs.  John  Thune 


be  a  sleeper  issue,"  says  pollster  John  Zogby.  "To  the  degree 
[Democrats]  can  generate  emotion  and  fear,  it  can  be  a  very 
successful  strategy."  With  Congress  up  for  grabs,  environ- 
mentally conscious  voters  hold  the  key  to  six  Senate  races,  es- 
pecially those  in  Oregon,  New  Hampshire,  and  Colorado, 
and  at  least  10  House  contests,  including  ones  in  New  Jersey, 
Michigan,  California,  and  Arizona. 

At-risk  Republicans  are  scrambling  to  portray  themselves 
as  stewards  of  the  outdoors.  In  Oregon,  gop  Senator  Gordon 
H.  Smith  boasts  of  his  vote  against  Alaskan  drilling,  as  his  op- 
ponent, Oregon  Secretary  of  State  Bill  Bradbury,  talks  up  his 

efforts  to  limit  development 
along  the  state's  pristine  coast- 
line. In  Colorado,  Republican 
Senator  Wayne  Allard,  who 
launched  his  campaign  from  a 
Superfund  site,  points  to  his  ef- 
forts to  clean  up  plutonium  from 
a  nuclear-weapons  plant  in 
Rocky  Flats.  Dem  rival  Tom 
Strickland,  a  former  prosecutor, 
touts  his  role  in  establishing 
Great  Outdoors  Colorado,  which 
has  funneled  $260  million  in  lot- 
tery  money  to  wildlife  groups. 
It's  far  from  certain  that  the  Democratic  strategy  will 
succeed.  In  Minnesota's  tight  Senate  race,  for  example,  a 
Green  Party  candidate  threatens  to  tip  the  election  to  enviro- 
friendly  Republican  Norm  Coleman  by  siphoning  votes  from 
incumbent  and  staunch  green  Paul  D.  Wellstone. 

Still,  enviro  groups  are  spending  record  amounts  trying  to 
aid  Democrats  and  a  handful  of  pro-green  Republicans.  The 
Sierra  Club  is  targeting  12  key  races.  And  the  lcv  has  bud- 
geted $6  million  for  politics — nearly  matching  the  $8  million  it 
spent  in  the  past  three  campaigns  combined.  With  the  election 
so  tight,  that  kind  of  investment  could  go  a  long  way. 

By  Laura  Cohn 


CAPITAL  WRAPUP 


WE  FLAK-CATCHER 

*  President  Bush  remains  untainted  by 
•orporate  scandals  and  by  his  refusal  to 
•elease  documents  relating  to  his  2001 
Energy  task  force.  But  Dick  Cheney  ap- 
)ears  to  be  taking  heat.  A  June  14-17 
larris  Poll  showed  the  Veep's  approval 
•ating  at  55%,  15  points  behind  the 
boss's.  Harris  Senior  Vice-President 
)avid  Krane  says  Cheney  seems  to  be 
ainted  by  closed-door  meetings  with 
mergy  execs  and  his  past  role  as  ceo 
f  Halliburton,  which  is  under  sec 
nvestigation. 


MERRY  CHRISTMAS 

►  That  distant  quacking  you  hear  is 
Congress  beginning  to  plan  for  a  post- 
election lame-duck  session.  Lawmakers 
would  like  to  start  vacation  in  late  July 
and  are  eager  to  hit  the  campaign  trail 
in  early  October.  But  they  have  a  long, 
difficult  to-do  list,  topped  by  creation  of 
a  homeland  security  agency  and  post- 
Enron  reforms.  And  Congress  needs  to 
complete  13  spending  bills  that  will 
keep  the  government  operating  after 
Sept.  30.  "We'll  be  here  until  Christ- 
mas," says  one  Hill  veteran. 


TECH  WINS  ONE-FINALLY 

►  With  little  fanfare,  Bush  has  kept  a 
long-delayed  campaign  promise  to  cut 
red  tape  for  chip  and  computer  ex- 
ports. Under  new  rules,  chipmakers 
won't  need  an  export  license  to  sell 
general-purpose  microprocessors  to 
China,  India,  and  Pakistan.  The  regs 
also  more  than  double  the  power  of 
computers  that  can  be  sold  to  such 
countries  without  a  license.  Techies 
say  restrictions — supported  by  the 
Pentagon  and  law  enforcement — had 
them  at  a  competitive  disadvantage. 


BusinessWeek  /  July  15,  2002  51 


International  Business 


CHINA 


THE  TRICKS 
OF  TRADE 

WTO  neophyte  China  is  learning  fast 


In  late  June,  Robert  B.  Zoellick, 
Washington's  chief  trade  negotiator, 
let  it  be  known  that  the  U.S.  was 
becoming  increasingly  skeptical 
about  China's  commitment  to  free  trade. 
Despite  joining  the  World  Trade  Orga- 
nization in  December,  said  Zoellick, 
China  had  not  honored  its  promise  to 
raise  import  quotas  on  corn  and  wheat, 
and  was  continuing  to  provide  grain 
export  subsidies  to  its  own  farmers  in 
clear  violation  of  WTO  rules.  Earlier  this 
year,  the  U.S.  waxed  indignant  when 
Beijing  restricted  imports  of  genetical- 
ly modified  soybeans — widely  seen  as 
a  way  to  protect  Chinese  farmers. 
"China  has  not  fully  implemented  the 


WTO  accession  obligations,"  says  Allen  F. 
Johnson,  U.S.  chief  agriculture  nego- 
tiator. "It's  going  to  undermine  what 
we're  trying  to  do." 

This  is  about  much  more  than  corn 
and  soybeans,  of  course.  Everyone 
knows  China  will  have  a  hard  time 
opening  up  the  agricultural  sector  be- 
cause its  farmers  are  ill-prepared  to 
take  on  foreign  competition.  Besides, 
Washington  has  little  moral  leverage, 
given  its  own  cynical  protectionism  of 
steel  producers  and  farmers.  That  said, 
there  is  growing  concern  in  tradeland 
that  Beijing's  go-slow  on  agriculture  is 
also  happening  in  other  crucial  sectors, 
including  banking,  autos,  and  information 


WAR  OF  WORDS 


WHAT  THE  U.S.  SAYS 


►  China  is  not  living  up  to  Wl ! 
promises  on  the  importation  J 
wheat  and  corn  and  is  using  n\ 
murky  import  licensing  systerL^ 
restrict  U.  S.  grain  imports. 

►  Beijing  is  using  non-WTO-  I 
compliant  export  subsidies  to  \i 
corn  to  South  Korea,  to  the  dtfc-i 
ment  of  U.  S.  exports. 

►  Beijing  is  violating  the  tradj  I 
related  agreement  on  protectiji  < 
of  intellectual  property  by 
letting  counterfeiting  continuJ  • 


WHAT  CHINA  SAYS 


ft 


►  Higher  U.  S.  tariffs  on  steel 
violate  WTO  rules  and  unfairh 
protect  its  steel  industry.  Beyi 
has  filed  a  formal  WTO  compl 

►  The  U.S.  has  broken  its  free 
trade  pledge  by  introducing  a 
large  farm-subsidy  package 

technology.  Moreover,  trade  expert: 
Beijing  is  not  fully  cooperating  wit:  Jji; 
wto  as  it  prepares  later  this  ye;  t- 
review  China's  free-trade  commitm  f 
"Overall,  we  give  them  a  B-minus," 
Christian    Murck,    Chairman    of 
American  Chamber  of  Commen 
China.  "There's  a  strong  commiti 
from  Beijing,  but  it's  a  messy  pre 
Some  things  get  resolved,  but 
problems  come  up." 

One  is  domestic  politics.  China  i 
for  a  historic  changing  of  the  guard 
ly  next  year,  and  its  top  politician  Jbc 
eager  to  put  off  the  massive  layoffs  fer 
wto  compliance  implies,  at  least  I 
the  new  generation  of  leaders  :M: 
place.  Moreover,  various  ministriesBir 
local  governments  are  ignoring  or  <  I 
riding  market-opening  commitments   I- 
were  negotiated  last  year  by  the     I 
istry  of  Foreign  Trade  &  Economic  I 
operation  (moftec).  The  State  D«  I 
opment  Planning  Commission  (SI  I 
the  ministry  that  issues  import  lice  I 
for  agricultural  products,  is  doinj  I 
best  to  keep  out  foreign  farm  prod  I 
And  the  Ministry  of  Information  Irl 
try  hasn't  fulfilled  promises  to  prcl 
equal  treatment  for  foreign  and  do[ 
tic  technology  companies. 

As  other  agencies  drag  their 
moftec  seems  both  helpless  and  unl 
ing  to  intervene.  Already  disparage  j 
home  for  pushing  unpopular  trade 
cies,  moftec  was  further  weak<i 
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i;n  Long  Yongtu,  a  veteran  Ministry 
>aucrat  and  the  chief  wto  negotiator, 
passed  over  earlier  this  year  as 
na's  representative  to  the  world 
le  body  in  Geneva,  "moftec  doesn't 
— e  the  muscle"  to  push  its  market- 
Ining  policies,  says  an  American  in 
i  ling  familiar  with  the  WTO  trade  ne- 
„  ations.  "From  the  get-go,  the  other 
icies  have  been  saying:  *We  didn't 
this  agreement.'" 
n  .'hile  much  of  the  current  backslid- 
concerns  agriculture,  China  is  block- 
foreign    participation    in    other 
ors,  too.  For  example,  Beijing  con- 
ies to  hold  up  approval  for  foreign 
>  makers  to  enter  the  lucrative  car- 
ncing  business.  This  was  supposed 
lappen  the  moment  China  joined 
WTO.  "We're  still  waiting,"  says 
ng  Suixin,  Volkswagen  China's  chief 
resentative.  In  the  mobile  handset 
J'ket,  the  government  is  forcing  the 
Is  of  Nokia  Corp.  and  Motorola  Inc. 
iource  more  of  their  parts  locally 

I  1  their  Chinese  rivals.  Beijing  also 

a  17%  tax  on  imported  semicon- 

II  tors;  mainland  chipmakers  pay  no 
aire  than   6%.   U.S.   officials   have 

many  of  these  issues  with  Bei- 

,  but  progress  is  slow. 

hina  has  a  perfect  excuse  for  its  go- 

t  posture  on  welcoming  free  trade 
t-  investment:  The  Bush  Administra- 
t)  's  March  decision  to  raise  tariffs  on 
>s  orted  steel.  As  a  new  member  of 
n  wto,  Beijing  has  lost  no  time  in  us- 

the  global  forum  to  protect  its  in- 
:  ssts — and  turn  the  spotlight  away 
en  itself.  On  June  24,  Beijing  joined 
i  European  Union,  Japan,  and  sever- 
olther  nations  to  register  a  complaint 
oil  the  wto  against  the  U.S.  tariffs. 

•eover,  China's  efforts  to  protect  its 
ustries  through  indirect  subsidies  or 
d  controlling  import  licenses  are  hard- 
original.  The  EU  has  long  used  import 
s  rictions  on  genetically  modified  foods 

Totect  its  farmers.  One  could  argue 
i  I  China  is  simply  learning  the  tricks 
s  he  trade  trade. 

here  is  some  hope  that  once  Bei- 
s  •'s  new  leaders  feel  sufficiently  se- 

e,  they  may  begin  to  rein  in  the 
jcrst  excesses  of  the  wayward  min- 
)(ies.  "China's  leaders  recognize  that 
-.  >ssion  to  the  wto  is  in  the  long-term 

i  rests  of  the  country,"  says  Patrick 
ers,  director  of  China  Operations 
i >he  U.S.-China  Business  Council  in 
In  jing.  "It  will  help  them  reform  their 
ro  'kets  and  institute  rule  of  law."  That 
oi  he  prevailing  theory,  but  China's  do- 

itic  considerations  mean  trade  dis- 
hes won't  end  anytime  soon.  Expect 
ui  'e  histrionics  ahead  as  China's  econ- 
je  f  is  increasingly  opened  to  the  world. 
e  ty  Dexter  Roberts  in  Beijing,  with 
l«d  Magnusson  in  Washington 


CHINA 


CLEAR  SAILING 
FOR  PIRATES 

For  now,  the  WTO  can't  stop 
mainland  counterfeiters 

Gillette  razors,  Budweiser  beer, 
Bosch  fuel  filters,  Microsoft  soft- 
ware. If  it's  a  famous  international 
brand,  you  can  bet  Chinese  "entrepre- 
neurs" are  busy  trying  to  copy  it.  When 
Beijing  joined  the  World  Trade  Organi- 
zation in  December,  it  agreed  to  crack 
down  on  the  scourge.  But  in  the  ensuing 
six  months,  the  pirates  have  become 
even  more  audacious,  making  more  pho- 
ny foreign-branded  products  than  ever — 
and  shipping  more  of  them  overseas. 
So  Washington  will  plead  the  multina- 
tionals' case  before  the  wto  and  force 
Beijing  to  honor  its  pledge,  right? 

Not  so  fast.  Trade 
experts  say  it  isn't  so 
easy  to  accuse  Beijing 
of  breaking  its  agree- 
ments. That's  because 
the  wording  of  the 
Agreement  on  Trade- 
Related  Aspects  of  In- 
tellectual Property,  or 
trips,  is  ambiguous. 
While  it  calls  for  gov- 
ernments to  create  an 
"effective  deterrent" 
against  counterfeiting, 
it's  vague  on  what 
that  means,  says 
Joseph  T.  Simone,  a 
partner  with  law  firm 
Baker  &  McKenzie  in 
Hong  Kong  and  a 
vice-chairman  of  the 
Beijing-based  Quality 
Brands  Protection 
Committee.  That's  a 
fake-fighting  group 
that  includes  multina- 
tionals Compaq,  Anheuser-Busch,  John- 
son &  Johnson,  Philip  Morris,  and  Pra- 
da,  among  others. 

So  despite  the  howls  of  the  multina- 
tionals, the  U.S.  and  other  wto  mem- 
bers may  not  have  the  legal  ammunition 
they  need  to  nail  Beijing  on  the  counter- 
feiting issue.  Politics  plays  a  role,  too: 
Washington  knows  that  serious  pres- 
sure on  the  pirates  from  Beijing  would 
vaporize  thousands  of  jobs  at  a  time 
when  China  faces  rising  unemployment. 
As  a  result,  it's  unlikely  anyone  will 
take  action  for  the  time  being. 

Foreign  firms  can  only  hope  Beijing 
will  impose  stiffer  penalties,  as  prom- 
ised. The  latest  word  from  the  govern- 


ment is  that  new  rules  will  be  issued  in 
July,  providing  for  fines  up  to  10  times 
the  meager  amounts  now  levied  on 
counterfeiters  who  are  actually  caught. 

Will  that  make  any  difference?  En- 
forcement, as  always,  is  the  key.  While 
local  branches  of  such  regulatory  bodies 
as  the  Administration  for  Industry  and 
Commerce  and  the  Quality  and  Techni- 
cal Supervisory  Bureaus  are  willing  to 
get  tough — particularly  when  paid  "case 
handling  fees"  by  the  multinationals  fil- 
ing the  complaints — they  are  loath  to 
turn  over  captured  counterfeiters  for 
criminal  prosecution.  Why?  "They  don't 
want  to  pass  the  case  on  to  the  police," 
says  Procter  &  Gamble  Co.  spokesman 
John  Yam,  "because  they  lose  money." 
Translation:  The  bureaucrats  won't  be 
able  to  extract  bribes  from  the  pirates. 

While  the  multinationals  search  for 
a  way  to  curb  counterfeiting,  the  prac- 
tice is  costing  foreign  businesses  tens  of 
billions  of  dollars  a  year,  says  Timothy  P. 
Trainer,  president  of  the  International 
AntiCounterfeiting  Coalition.  And  the 


CUSTOMS 

Chinese  knock-off 
auto  parts  pile  up 
in  Le  Havre,  France 


products  are  becoming  increas- 
ingly sophisticated.  Witness  the 
growing  market  in  China-made 
fakes:  Gillette  says  bogus  Duracell 
batteries  and  Oral-B  toothbrushes 
are  being  sold  in  the  U.S.,  while 
pretend  Prestobarba  disposable  razors 
are  on  sale  in  South  America,  and  Sput- 
nik-brand blades  stock  the  shelves  in 
Russia  (Prestobarba  and  Sputnik  are 
Gillette  brands).  Similarly,  p&g's  Head  & 
Shoulders  shampoo  and  Safeguard  soap 
are  showing  up  in  the  Philippines,  the 
Middle  East,  and  Eastern  Europe. 

The  reality  is  that  China's  entry  into 
the  wto  isn't  going  to  stop  the  wave  of 
ersatz  consumables.  That  will  require 
rule  of  law  and  a  serious  crackdown  on 
corruption.  Still,  with  Chinese  brands 
themselves  starting  to  suffer,  Beijing 
may  one  day  have  sufficient  reason  to 
put  the  copy  kings  out  of  business. 

By  Dexter  Roberts  in  Beijing 
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Will  a  radical  new 
strategy  save  the 
day  for  Credit 
Suisse's  CEO? 

Lukas  Muhlemann  is  a  man  under 
siege.  On  July  2,  board  members  at 
the  Credit  Suisse  Group  gathered 
in  Zurich  to  discuss  his  strategy 
and  performance — and  decide  whether 
to  keep  him  as  chairman  and  chief  exec- 
utive. The  11 -member  board  was  un- 
nerved by  the  11%  slide  in  Credit 
Suisse's  stock  price  on  June  24  after  the 
group  was  forced  to  pour  $1.3  billion  of 
fresh  capital  into  Winterthur,  its  mon- 
ey-losing insuranct  division.  All  told,  the 
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group's  shares  have  fallen  almost  35% 
this  year,  making  it  the  worst-performing 
big-bank  stock  in  the  U.  S.  or  Europe. 

As  BusinessWeek  went  to  press,  it 
was  unclear  what  action  the  board 
would  take — whether  to  order  a  major 
restructuring  and  change  of  leadership, 
or  stay  the  course.  But  whatever  hap- 
pens Muhlemann — or  his  successor — has 
a  crisis  on  his  hands.  Cred- 
it Suisse's  profits  are  dis- 
mal, its  capital  ratios  are 
falling,  its  credit  rating  is 
slipping,  and  staff  morale  is  plunging.  In 
the  first  quarter,  the  company  made  just 
$237  million  on  operating  income  of 
$5.37  billion,  barely  a  quarter  of  the 
profit  it  reported  in  the  same  period 
last  year.  Archrival  lbs,  by  contrast, 
rang  up  a  first-quarter  profit  of  $878 
million.  For  the  year,  Credit  Suisse  is 
expected  to  earn  just  $1.22  billion  on 
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revenue  of  $22.48  billion,  forecasts  ' 
do  Hoymann  of  Metzler  Bank,  a  pit 
bank  in  Frankfurt.  That's  only  a  si 
improvement  on  last  year's  lacklu 
performance.  "Muhlemann's  stra 
just  isn't  working,"  says  Hoymann 
deed,  when  word  started  circulatinj 
July  1  that  he  might  be  forced  out, 
group's  stock  rose  more  than  3%, 
to  fall  back  by  more 
Arc  the  following  day. 

The  former  McKinse 
Co.  consultant,  who  is 
is  trying  to  convince  his  board  rr. 
bers  that,  given  time  and  a  market 
turn,  he  can  turn  the  group  around 
successfully  merge  banking,  insura 
and  investment  banking  in  one  gr 
But  nervousness  over  his  steward 
persists.  And  two  possible  succes 
are  said  to  be  waiting  in  the  wings, 
is  Walter  B.  Kielholz,  51,  the  chiei 
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tive  of  Swiss  Re,  a  reinsurance  com- 
ly  and  Muhlemann's  alma  mater.  Kiel- 

Iz  is  also  a  member  of  the  Credit 
sse  board.  The  other  potential  re- 
cement  is  Oswald  J.  Griibel,  59,  the 
mer  head  of  Credit  Suisse's  successful 

(-banking  operation. 
Reviving  Credit  Suisse  will  not  be 
y.  But  supporters  say  Miihlemann, 

0  became  CEO  in  1997  and  chairman 
2000,  has  already  made  a  start  at 
clit  Suisse  First  Boston,  the  group's 

iney-losing  investment-banking  oper- 
on.  There,  John  J.  Mack,  the  ceo 
hlemann  hired  last  July,  has  wrung 
5  billion  out  of  its  bloated  costs.  As  a 
alt,  csfb  narrowed  its  loss  from  $939 
lion  in  the  final  quarter  of  2001  to 

1  million  in  this  year's  first  quarter.  It 
o  captured  top  place  in  the  global 
rgers-and-acquisitions  league  tables 
the  first  half  of  the  year,  "csfb  is  on 


HOT  SEAT 

Miihlemann  addresses  investors. 
Now,  he  must  reassure  the  board 

a  good  track  again,  and  we  think  it  has 
all  it  takes  to  be  one  of  the  top  global 
players,"  Miihlemann  told  BusinessWeek 
in  a  June  26  interview. 

But  the  problems  at  Credit  Suisse, 
the  world's  llth-largest  banking  com- 
pany, go  far  beyond  csfb.  First  and 
foremost,  there's  Winterthur,  the  life- 
and-casualty  insurer  that  Miihlemann 
bought.  Winterthur  surprised  analysts 
by  reporting  a  $140  million  loss  in  the 
first  quarter  after  its  investment  income 
plunged  by  more  than  80%.  Falling  eq- 
uity markets  in  May  and  June  might 
have  cost  Winterthur  Insurance  an  ad- 
ditional $1.1  billion  to  $1.5  billion  in  lost 
returns,  according  to  Schroder  Salomon 
Smith  Barney.  That's  a  double  hit  be- 
cause Swiss  insurers  must  guarantee 
4%  returns  to  life-insurance  policyhold- 
ers. So  on  June  20,  Miihlemann  injected 
$1.3  billion  of  capital  into  the  insurer 
to  bolster  its  reserves.  "They  bought 
Winterthur  to  balance  csfb  and  diver- 
sify their  risk,  but  it 
has  ended  up  intensify- 
ing it,"  says  Derek 
Chambers,  an  analyst 
who  follows  the  group 
for  hsbc  Securities  Inc. 

Meanwhile,  some  in- 
vestors are  fretting 
over  the  group's  shrink- 
ing capital  base.  The 
group's  ratio  of  equity 
to  total  assets  had 
slipped  from  12%  in 
1998  to  9%  in  the  first 
quarter  of  this  year. 
That  could  drop  an  additional  50  basis 
points  because  of  the  problems  at  Win- 
terthur. This  level  would  still  be  above 
the  4%  legal  minimum,  but  such  a  slip 
in  a  blue-chip  institution  leaves  investors 
rattled.  The  shareholder's  equity  in  the 
$713-billion-in-assets  group  has  fallen 
by  more  than  11%,  to  $26  billion,  since 
March  of  last  year. 

As  if  that's  not  enough,  ratings 
agency  Standard  &  Poor's  downgraded 
the  group's  long-term  debt  from  AA- 
to  A+  in  May,  making  it  more  expensive 
for  Credit  Suisse  to  raise  money.  "We 
doubt  they'll  be  able  to  earn  decent 
profits  and  strengthen  their  balance 
sheet  in  the  near  term,"  says  Peter  Dut- 
ton,  who  follows  the  bank  for  s&P. 

To  be  sure,  parts  of  Credit  Suisse 
are  doing  well.  The  private-banking 
business  is  thriving.  So  are  the  corpo- 
rate and  retail  operations  in  Switzer- 
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land.  And  while  total  assets  under  man- 
agement dipped  slightly,  to  $940  billion, 
in  the  first  quarter,  the  group  is  out- 
performing most  rivals  on  the  money- 
management  front.  Miihlemann  is  sure 
that  even  Winterthur  can  be  put  right. 
"The  underlying  performance  of  the  in- 
surance business  is  good,"  he  insists. 
"Everyone  has  problems  with  their  in- 
vestment portfolio.  Ours  are  just  more 
noticeable  because  we're  the  only  Swiss 
insurer  that  publishes  quarterly  figures." 
There's  no  denying  that  Miihlemann 
has  a  track  record  of  meeting  challenges. 
Before  joining  Credit  Suisse,  he  trans- 
formed Swiss  Re  into  one  of  the  world's 
most  dynamic  financial  companies.  He 
steered  the  group  through  the  Russian 
crisis  of  1998  when  csfb  and  its  clients 
were  the  largest  holders  of  Russian  Trea- 
sury bills  and  government  bonds.  And 
Miihlemann  is  continuing  to  cut  costs. 
In  Switzerland,  for  example,  he  an- 
nounced plans  on  June  12  to  trim  500 
staff  by  reorganizing  the  private-  and 
retail-banking  operations.  "He's  capable  of 
putting  out  these  fires,"  says  a  board 
member  from  a  rival  bank. 

The  larger  question  is  whether 
Muhlemann's  strategy 
will  survive.  Observers 
say  Credit  Suisse  seems 
increasingly  likely  to 
dump  Winterthur,  end- 
ing Muhlemann's  fling 
with  bancassurance — a 
single  institution  selling 
insurance  and  banking 
products.  This  rarely 
works  in  practice.  Be- 
sides, Winterthur  isn't 
big  enough  to  compete 
effectively  with  rival  in- 
surers, the  critics  say. 
"I'm  not  convinced  that  Winterthur  be- 
longs to  their  core  business,"  says 
Christoph  Ritschard,  a  banking  analyst  at 
Zurchner  Kantonalbank.  Miihlemann 
doesn't  agree.  "But  no  strategy  is  ever 
unshakable,"  he  says. 

Whatever  happens,  a  speedy  recovery 
for  the  group  looks  unlikely.  Schroder 
Salomon  Smith  Barney  analyst  Ronit 
Ghose  thinks  Credit  Suisse  was  lucky  if 
it  made  any  profit  at  all  in  the  second 
quarter,  largely  because  of  the  deterio- 
rating situation  at  Winterthur.  Unless 
things  improve  and  fast,  institutional 
investors,  which  include  corporate  gadfly 
Martin  Ebner,  whose  bz  Group  Hold- 
ing has  a  7.2%  stake,  will  take  their  re- 
venge. Swiss  banking  used  to  be  a  dull 
and  predictable  business.  Investors 
would  love  to  have  some  of  that  bore- 
dom back. 

By  David  Fairlamb  in  Zurich 
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HE  PALESTINIAN  DILEMMA: 
HETHER  TO  JETTISON  ARAFAT 


or  people  like  Sam  Bahour,  a  37-year-old  telecom  entre- 
preneur, life  in  the  occupied  West  Bank  is  getting  grim- 
mer. Bahour  is  afraid  to  leave  his  home  in  Ramallah 
in  the  few  hours  when  curfew  is  lifted  because  a  con- 
nt  of  Israeli  troops  have  taken  over  the  house  across  the 
One  of  their  tanks  is  parked  outside.  A  persistent  crit- 
the  disastrous  policies  of  the  Palestinian  Authority,  Ba- 
nevertheless  wonders  whether  change  is  possible  under 
conditions.  "People  know  there  is  a  need  for  reform,"  he 
"But  it  is  a  joke  when  we  are  locked  up  in  our  homes." 
hat's  the  reality  Palestinians  confront 
ey  ponder  upcoming  elections.  Pales- 
in  leader  Yassir  Arafat  has  declared 
idential  and  legislative  elections  for 
coming  January — in  response  to  Pres- 
George  W.  Bush's  recent  call  for  re- 
in the  Palestinian  Authority.  The 
ership  has  so  far  dismissed  U.S.  de- 
ds  that  they  replace  Arafat.  Never- 
ss,  the  elections  could  give  the  3  mil- 
Palestinians  who  reside  in  the  West 
and  Gaza  the  chance  to  debate 
course  for  them  really  makes  sense, 
rafat,  who  hasn't  officially  declared,  is 
;cted  to  run.  The  latest  polls  show  him 
35%  support — down  from  the  75%  of  " 
mid-1990s  but  ahead  of  his  nearest  challenger,  says  the 
stinian  Center  for  Policy  &  Survey  Research.  "Most 
stinians  do  realize  without  the  [U.S.]  President  reminding 
that  Arafat  has  failed,"  says  Khalil  I.  Shikaki,  the  cen- 
director.  But  most  Palestinians  "don't  want  him  to  go." 
Eat's  nearest  rival,  backed  by  19%,  is  Marwan  Barghouti,  a 
er  of  Arafat's  Fatah  movement  who  is  now  languishing  in 
sraeli  jail.  Elections  could  also  give  a  bigger  voice  to  the 
mic  organizations  Hamas  and  Islamic  Jihad,  which  are 
ced  by  25%  of  voters.  "There  is  really  no  opposition  wait- 
in  the  wings  to  take  over  from  Arafat,"  says  Jonathan 


ARAFAT:  Will  he  be  kicked  upstairs? 
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Figel,  a  former  Israeli  military  governor  of  Ramallah. 
If  there  is  to  be  serious  change  in  Palestinian  politics, 
moderate  Arab  states  will  likely  be  involved.  The  Egyptians, 
who  have  smashed  their  own  Islamic  insurgency,  may  offer  the 
Palestinians  help  in  rounding  up  suicide  bombers.  A  more 
crucial  contribution  from  Egypt  or  Saudi  Arabia  could  be 
brokering  a  deal  between  the  U.S.  and  Arafat  that  saves 
the  Palestinian  chief  some  face.  "If  our  effort  has  any  chance 
of  success,  it  has  to  come  from  the  Saudis  and  others  putting 
pressure  on  the  Palestinians,"  says  one  Administration  source. 
That  could  involve  kicking  the  Pales- 
tinian leader  upstairs.  One  idea  making 
the  rounds  is  to  award  him  a  ceremonial 
role  such  as  the  presidency  of  the  Pales- 
tinian National  Council,  which  represents 
Palestinians  worldwide,  while  letting 
younger  leaders  run  for  the  post  of  Prime 
Minister.  "Egypt  will  not  ask  Arafat  to 
leave  but  will  not  object  to  a  Palestinian 
alternative  to  Arafat,"  says  Abdel  Moneim 
Said,  director  of  the  Al-Ahram  Center  for 
Political  and  Strategic  Studies  in  Cairo. 

The  huge  setbacks  of  recent  years 
leave  Palestinian  society  ripe  for  such 
changes.  But  the  intense  debate  needed  to 
"  shift  the  leadership  is  unlikely  to  happen 
as  long  as  Israeli  tanks  are  besieging  Palestinian  cities.  And 
some  analysts  wronder  whether  the  U.  S.  will  follow  through 
and  recognize  a  Palestinian  state  if  a  leader  other  than  Arafat 
is  elected.  "It  all  depends  on  the  offer.  If  Arafat  steps  aside, 
what  do  the  Palestinians  get  in  return?"  asks  Emad  Shahin, 
a  political  science  professor  at  the  American  University  in 
Cairo.  Despite  such  questions,  the  Palestinians  have  few  oth- 
er options  than  to  try  and  start  the  painful  process  of  reform. 
By  Stanley  Reed  in  London  and  Stan  Crock  in  Washing- 
ton, with  Neal  Sandler  in  Jerusalem  and  Susan  Postlewaite 
in  Cairo 
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ICSSON'S  TROUBLED  DEAL 

Cricsson's  new  chairman,  Michael 
eschow,  has  his  hands  full.  The 
?edish  telecom-equipment  maker's 
2  billion  share  offering  appears  to 

in  trouble.  Shareholders,  who  are 
ing  asked  to  buy  new  stock  through 
rights  offering,  are  hesitating.  With 
share  price  down  more  than  90% 
ice  the  March,  2000,  peak,  investors 
>rry  they  may  be  throwing  good 

ney  after  bad.  Officials  from  institu- 
>nal  shareholders  such  as  Alecta,  a 
?edish  pension  fund  that  holds  about 


3%  of  the  stock,  have  been  publicly 
speculating  that  the  offering  could  be 
canceled  if  the  share  price  falls  below 
$1.50.  Ericsson  shares  have  tested  that 
floor  but  bounced  back  to  $1.65  on  July 
2,  thanks  to  takeover  rumors. 

RUSSIAN  LAND  GRAB? 

►Are  foreigners  getting  the  shaft  as 
Russia  reforms  its  land  code?  It  may 
look  like  it.  The  country's  new  land  re- 
form law  bars  foreigners  from  outright 
ownership  of  farmland,  instead  permit- 
ting them  only  to  lease  such  property. 
That  provision  was  lobbied  for  by  do- 


mestic agribusiness  interests  who  are 
snapping  up  choice  parcels  of  land. 
"We  need  a  temporary  advantage  to 
become  as  strong  as  [potential]  foreign 
competitors,"  says  a  Moscow  agribusi- 
ness executive. 

Still,  determined  foreigners  should 
not  be  too  concerned.  Similar  restric- 
tions on  sales  of  domestic  shares  of  gas 
giant  Gazprom  have  easily  been  evaded 
through  gray  schemes  crafted  by 
lawyers.  In  the  agricultural  sector,  Russ- 
ian-registered companies  owned  by  off- 
shore foreign  interests  are  now  likely 
to  proliferate,  lawyers  say. 
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The  World's 
Most  Valuable 
Companies 

How  they  rank 
in  market  value 


Comfort  food.  That's  the  business  Nestle  of  Switzer- 
land is  in — ice  cream,  pasta,  chocolate.  And  in 
this  turbulent  global  market,  comfort  food  sure 
sounds  like  a  great  idea.  In  a  year  when  U.  S.  cor- 
porate scandals,  a  worldwide  telecom  meltdown, 
and  general  uncertainty  hammered  the  planet's 
biggest  bourses.  Nestles  steady  earnings  drove  its 
market  capitalization  up,  close  to  20^  over  the  past  12 
months,  to  $96  billion.  That  was  enough  to  make  the  giant 
Swiss  confectioner  the  world's  30th  largest  company  by  mar- 
ket cap,  up  from  45th  place  a  year  ago.  Rock-solid  accounting 
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helped  too.  'We've  often  been  accused  of  being  too  traditi 
of  not  leveraging  enough."  says  CEO  Peter  Brabeck 
mathe.  "Well,  a  conservative  balance  sheet  is  not  the  w 
thing  to  have." 

No  kidding.  Flight  to  quality — or  just  sheer  flight 
the  dominant  theme  in  this  year's  Global  1000  survey.  U 
data  from  Morgan  Stanley  Capital  International  In< 
Geneva,  BusinessWeek  ranks  companies  in  23  countrie 
market  capitalization  as  of  May  31,  2002.  As  such,  the  C 
al  1000  provides  a  good  barometer  of  investor  sentir 
around  the  globe.  Not  surprisingly,  sentiment  stinks 


Companies  that  keep  it  simple 
are  the  ones  that  are  getting  investors'  votes 


is,  one  of  the  most  chaotic  years  on  record,  investors  ei- 
r  retreated  to  a  few  favored  stocks  or  categories,  parked 

jir  cash  in  bonds  or  real  estate,  or  switched  funds  to  hot 

terging-market  bourses  like  Korea.  The  net  result  was  an 
rail  12%  shrinkage  of  market  cap  in  the  exchanges  of 
an  and  the  West,  to  $18.5  trillion.  Even  favorites  like 

neral  Electric,  Intel,  and  Citigroup  saw  their  shares 

oop.  The  value  of  the  telecom  sector, 

lich  dominated  the  list  just  two  years 

o,  contracted  34%.  A  debt  overhang 

>m  a  giant  spending  spree  on  fiber-op- 

s  networks,  3G  licenses,  and  acquisi- 

ms  battered  the  industrv.  Scandals  at 


Special  Report 


One  of  the  few  sectors  that  bucked  the  trend  was  con- 
sumer staples.  The  79  companies  that  figure  in  this  catego- 
ry registered  a  combined  19%  increase  in  market  cap.  Even 
in  a  downturn,  people  have  to  eat,  brush  their  teeth,  and 
wash  their  hair.  That's  good  news  for  stalwarts  like  Coca- 
Cola,  Colgate-Palmolive,  Unilever,  and  Gillette.  And  with 
their  strong  cash  positions,  these  global  marketers  can  cut 
deals  as  well.  Nestle  bolstered  its  bottom 
line  with  last  year's  $10.3  billion  acquisi- 
tion of  pet-food  maker  Ralston  Purina. 
The  Swiss  company  has  pulled  even  with 


Qq  Anglo-Dutch  rival  Unilever  in  ice  cream 

INTRnnllPTinN  ky  picking  up  brands  such  as  Haagen- 

est  Communications  International  Inc.  lUlnUUUUMUH  Dazs  and  Dreyer's  Grand  Ice  Cream  Inc. 


d  Global  Crossing  Ltd.  didn't  help 
her. 

But  even  in  this  annus  horribilis,  size 
ants — and  so,  surprisingly,  does 
nericanness.  Despite  the  declining  dol- 
and  the  steady  tom-tom  of  earnings 
appointments  and  scandalous  revela- 
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in  the  U.  S.  Nestle's  net  profit  rose  30% 
in  dollar  terms  in  2001,  to  $4.2  billion,  on 
sales  of  $54.1  billion. 

The  search  for  steady-as-you-go  com- 
panies has  moved  beyond  consumer  sta- 
ples to  other  categories.  Thus  a  reputa- 
tion for  caution  has  done  nothing  but 


ns,  American  giants  dominate  the  top good  for  hsbc  Holdings.  The  London- 


slots  in  the  Global  1000,  with  ge,  Mi- 
osoft,  ExxonMobil,  Wal-Mart  Stores,  and  Citigroup  taking 
e  top  five  places.  U.  S.  corporations  account  for  more  than 
If  the  capitalization  of  our  entire  list. 
True,  the  rankings  are  based  on  end-of-May  numbers, 
lich  predate  the  WorldCom  Inc.  bombshell.  But  since  then, 
e  U.S.  stock  market  has  fallen  more  or  less  in  tandem 
th  the  Tokyo  and  European  bourses — which  means  the 
neral  supremacy  of  U.  S.  equities  still  holds  true. 
What  gives?  It's  simple.  Investors  who  want  to  stay  in 
veloped-country  stocks  have  to  keep  U.S.  shares  in  their 
rtfolios.  And  the  U.S.  economy  could  still  grow  3%  or 
>re  this  year,  while  Europe  will  be  fortunate  to  grow  at  half 
at  rate,  and  Japan  will  be  lucky  to  break  out  of  recession. 
But  whether  it's  American,  French,  or  Japanese  stocks, 
testers  are  definitely  being  more  discriminating.  No  longer 
11  they  buy  into  an  entire  sector.  They  only  want  the  bluest 
the  blue  chips.  Those  brave  enough  to  venture  back  into 
':h  will  pick  Microsoft  Corp.  over  Oracle  Corp.  And  in  telcos, 
•rizon  Communications,  with  dependable  earnings  from  its 
U-phone  franchise,  is  favored  over  AT&T. 


based  international  powerhouse  ascended 
two  rungs  in  our  rankings,  to  No.  22.  That's  impressive  con- 
sidering that  pretax  profits  fell  by  18%  last  year,  to  $8  bil- 
lion, due  in  large  part  to  hsbc's  exposure  to  Argentina. 
Still,  the  company's  diversified  balance  sheet  and  an  em- 
phasis on  cost  control  have  stood  the  bank  in  good  stead. 
"hsbc's  real  strength  is  the  conservative  position  we  have  al- 
ways adopted  as  far  as  credit  is  concerned,"  says  group 
ceo  Keith  R.  Whitson.  Other  shrewdly  managed  banks 
climbed  up  the  rankings  too,  including  another  British  house, 
Royal  Bank  of  Scotland  Group  PLC,  which  climbed  30  places 
to  No.  35.  The  Edinburgh-based  bank  is  achieving  annual 
savings  of  $3  billion  a  year  from  its  recent  merger  with 
Nat  West  Group. 

Oil  majors  also  figure  prominently  on  the  list,  a  reflection  of 
ongoing  consolidation  within  the  industry  and  a  largely  suc- 
cessful effort  by  producers  to  keep  prices  steady.  Last  year's 
merger  of  note  was  the  $44  billion  tie-up  that  created  Chevron- 
Texaco  Corp.  The  combination  debuts  on  our  list  at  No.  31, 
while  Royal  Dutch/Shell  Group  and  BP  PLC  both  stayed  in  the 
top  10.  Oil  companies  will  continue  to  post  solid  earnings  in 
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MARKET  VALUE 

BILLIONS  OF  U.S.  DOLLARS 


SALES 

BILLIONS  OF  U.S.  DOLLARS 


PROFITS 

BILLIONS  OF  U.S.  DOLLARS 


SHARE-PRICE  GAIN 

%  CHANGE  FROM  2001  IN  U.S.  DOLLARS 


GENERAL  ELECTRIC 
!  MICROSOFT 
.)  EXXON  MOBIL 
l  WAL-MART  STORES 
fS  CITIGROUP 
5  PFIZER 

i  ROYAL  DUTCH/SHELL 
3  BP 

i  JOHNSON  &  JOHNSON 
0  INTEL 


$309.46 
275.70 
271.23 
240.91 
223.04 
216.78 
194.55 
192.12 
186.94 
184.67 


1  WAL-MART  STORES  $217.80 

213.49 
175.35 
174.22 
162.41 
136.07 
135.21 
125.91 

9  TOYOTA  MOTOR  121.72 

10  MITSUBISHI  112.97 

Data:  Morgan  Stanley  Capital 


2  EXXONMOBIL 

213.49 

3  GENERAL  MOTORS 

175.35 

4  BP 

174.22 

5  FORD  MOTOR 

162.41 

6  DAIMLERCHRYSLER 

136.07 

7  ROYAL  DUTCH/SHELL 

135.21 

8  GENERAL  ELECTRIC 

125.91 

1  EXXON  MOBIL  $15.11 

ICTRIC 
H/SHELL 

US 

9  MICROSOFT 

10  MERCK  7.28 

International,  S&P  C0MPUSTAT 


2  CITIGROUP 

14.28 

3  GENERAL  ELECTRIC 

14.13 

4  ROYAL  DUTCH/SHELL 

10.85 

5BP 

9.88 

6  PHILIP  MORRIS 

8.57 

7  PFIZER 

7.75 

8  IBM 

7.72 

1  AUTOZONE  148% 

2  EXPEDIA  138 

3  AETNA  105 

4  MOHAWK  INDUSTRIES  105 

5  OFFICE  DEPOT  100 

6  MICROCHIP  TECHNOLOGY  95 

7  SUPERVALU  94 

8  PG&E  89 

9  IMPERIAL  TOBACCO  87 
10  OXFORD  HEALTH  PLANS  76 
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Despite  the  stream  of  scandals,  American 
companies  continue  to  dominate  the  rankings 


2002  on  a  combination  of 
firm  oil  prices  and  ongoing 
cost-cutting. 

Pharmaceutical  stocks — 
traditionally  seen  as  safe 
harbors  in  choppy  mar- 
kets— have  performed 
poorly  in  the  past  year. 
The  main  culprits:  patent 
expirations  and  weak 
product  pipelines.  One 
company  that  didn't  dis- 
appoint was  Johnson  & 
Johnson.  The  company 
soared  to  No.  9,  from  21, 
largely  on  the  back  of 
blockbusters  such  as  Pro- 
crit  (sold  as  Eprex  outside 
the  U.S.),  an  anemia 
treatment  with  $3.4  billion 
sales  last  year.  The  mar- 
ket has  clearly  endorsed 
management's  move  to 
beef  up  the  prescription 
drug  side  of  the  business 
through  a  combination  of 
investment  in  existing 
product  lines  and  acquisi- 
tions, such  as  the  1999 
purchase  of  Centocor  Inc., 
a  biotech  player  that  sells 
a  fast-growing  drug  to 
battle  rheumatoid  arthri- 
tis. "We  expect  the  next 
couple  years  to  be 
stronger  than  typical 
growth,"  says  Chief  Fi- 
nancial Officer  Robert  J. 
Darretta.  It  could  still  be 
a  rocky  road,  though:  On 
July  1,  U.S.  regulators 
turned  down  j&j's  applica- 
tion with  its  partner  Alkermes  Inc.  to  market  a  long-acting 
version  of  its  schizophrenia  drug,  Risperdal,  j&j's  shares 
tumbled  on  the  news. 

One  big  surprise  is  the  strength  of  the  auto  sector.  Fiat, 
Italy's  deeply  troubled  carmaker,  slid  all  the  way  down  to 
No.  658,  from  435  the  previous  year,  while  Ford  slipped 

from  No.  104  to  No. 
131.  But  carmakers 
generally  profited 
from  the  fact  that  de- 
mand for  autos  held  up  surprisingly  well  in  the  U.  S.  General 
Motors,  DaimlerChrysler,  Nissan,  Honda,  and  Volkswagen  all 
climbed  in  the  rankings. 

Among  the  carmakers,  Honda  Motor  Co.  was  one  of  the 
few  Japanese  companies  that  increased  its  market  cap.  It  has 
Americans  to  thank  for  it:  Three-quarters  of  the  Tokyo-based 
carmaker's  profits  come  from  the  U.S.  Honda's  mainstay 
sedans  are  as  common  a  sight  in  the  suburbs  of  Chicago  as 
they  are  in  the  streets  of  Shanghai.  And  its  family-friendly 
minivans  like  the  Odyssey  and  suvs  such  as  the  cr-v  are  also 
a  big  hit  with  soccer  moms — and  dads — worldwide.  Honda 
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EDIBLES  TO  OIL 

Nestle's  staid 
accounting  helped 
vault  it  to  No.  30. 
Consolidation  in  Big 
Oil  lifted  the  sector 


posted  a  record  $2.9  billi< 

profit  on  sales  of  $59  V 

for    the    year    ended 

March.  "Sensitivity  to 

specific  needs  of  custo: 

in    markets    around    t 

world"  is  a  key  ingredie 

of  the  company's  sue 

says  ceo  Hiroyuki  Yosi 

Honda's  compatriot, 

Corp.,  didn't  fare  as  ¥ 

It  fell  14  spots  in  this  y< 

list,  to  No.  63.  For  a  whi 

it  looked  as  if  Sony  woi 

escape  the  problems  p] 

ing  the  rest  of  Japan's 

tronics   sector.    It   has 

standout  brand  and  the  t 

ent  and  verve  to  prodi 

the  most  stylish,  innovati 

digital  gadgets  on  the  pb 

et.  Valuable  assets,  but  th 

haven't  helped  halt  the 

ings  slide.  Sony  post 

40.3%  plunge  in  operati 

profits,  to  $1.1  billion, 

sales  of  $632  billion  for 


Special  Report 


fiscal  year  ended  in  Mar 
This  year  should  be  better,  thanks  to  the  success  of  \ 
movie  Spider-Man  and  booming  sales  of  PlayStatio: 
consoles  and  games.  If  not  for  the  PS2,  Sony  wo 
have  fallen  into  the  red  in  fiscal  2001. 

One  fresh  threat  to  Sony's  recovery  poses  a  danfj 
for  all  Japanese  exporters.  "The  strong  yen  is  a  pi 
lem,"  says  Kun  Soo  Lee,  senior  analyst  at  WestLB 
curities  Pacific  Ltd.  in  Tokyo.  "Sony  bases  its  calcv 
tions  on  an  exchange  rate  of  130  yen  to  the  dollar, ) 
it's  already  down  under  120  and  may  soon  be 
yen."  Other  Japanese  companies  dependent  on 
U.  S.  market,  including  Matsushita  Electric  Indus 
Co.,  the  carmakers,  and  specialty  tech  companies  l 
Rohm  Co.  and  NEC  Corp.  could  face  a  similar  ha 
mering  from  a  stronger  yen. 

Overall,  it's  a  bleak  picture  for  the  markets.  So  bleak  t 
maybe  it's  time  for  a  frosty  one.  Investors  think  so:  They 
moved  the  world's  biggest  brewer,  Anheuser-Busch  Co 
nies  Inc.,  to  No.  80  in  our  rankings,  from  120.  Its  market 
rose  15%,  to  $45  billion.  With  almost  half  the  U.  S.  beer 
ket,  the  St.  Louis-based  brewer  boasts  enviable  pricing 
er  and  huge  leverage  with  distributors.  Anheuser-Busch 
istered  a  10%  increase  in  net  income,  to  $1.7  billion,  on 
of  $12.9  billion  in  2001.  And  the  balance  sheet  looks  s 
prise-free.  "Our  business  is  reahy  fairly  simple,"  says  ne 
installed  ceo  Patrick  T  Stokes,  who  took  over  from  Aug 
A.  Busch  III  on  July  1.  That's  right:  You  brew  beer,  you 
it.  In  this  addled  market,  the  simpler  the  better. 

By  Cristina  Lindblad  in  New  York,  with  bureau  rep* 


BusinessWeek  online 


For  an  interactive  scoreboard  on  the  Global  1000,  plus  the  top  20 

emerging  market  companies,  go  to  the  July  15  issue  online  at 

www.businessweek.com. 
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DELL  COMPUTER 

Billions  of  U.S.  -Jul 
U.S.     69.1 

1 
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GENERAL  ELECTRIC 

U.S.  309.46 

2 

2 

MICROSOFT 

U.S.  275.70 

47 

57 

UBS 

Switzerland     69j 
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3 

EXXON  MOBIL 

U.S.  271.23 

48 
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NOKIA 

Finland    67J 
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WAL-MART  STORES  (7) 

U.S.  240.91 

49 
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UNITED  PARCEL  SERVICE  (7) 
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6 
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CITIGROUP  (7) 

U.S.  223.04 
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UNILEVER 
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51 

47 
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Britain  192.12 
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JOHNSON  &  JOHNSON 
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LLOYDS  TSB  GROUP 
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59 

82 

MEDTRONIC  (7) 

U.S.     56] 

15 

16 

MERCK 

U.S.  129.68 

60 

71 

AVENTIS 
SIEMENS 

France    551 
Germany     541 

16 

15 

GLAXOSMITHKLINE 

Britain  126.27 

61 

61 

17 

27 

NOVARTIS 

Switzerland  123.93 

62 

53 

ALLIANZ 

Germany    54 1 

18 

26 

PHILIP  MORRIS 

U.S.  122.93 

63 

49 

SONY 

Japan    53] 

19 

36 

BANK  OF  AMERICA 

U.S.  117.09 

64 

67 

TELECOM  ITALIA 

Italy    53 

20 

17 

VERIZON  COMMUNICATIONS 

U.S.  116.84 

65 

60 

ING  GROEP 
WACHOVIA  (7) 

Netherlands    52  J 
U.S.     521 

21 

39 

PROCTER  &  GAMBLE 

U.S.   116.38 

66 

154 

22 

24 

HSBC  HOLDINGS 

Britain  116.34 

67 

54 

TELEFONICA 

Spain    511 

23 

19 

CISCO  SYSTEMS  (7) 

U.S.  115.53 

68 

48 

MORGAN  STANLEY 

U.S.     50J 

24 

18 

SBC  COMMUNICATIONS  (7) 

U.S.  114.53 

69 

124 

BNP  PARIBAS 

France    491 

25 

30 

BERKSHIRE  HATHAWAY  (7) 

U.S.  114.36 
France  110.51 

70 

52 

AMGEN 

U.S.    49l 
U.S.     49| 

26 

28 

TOTALFINAELF 

71 

70 

TEXAS  INSTRUMENTS 

27 

14 

VODAFONE  GROUP 

Britain  102.95 

72 

97 

DAIMLERCHRYSLER 

Germany    491 

28 

22 

TOYOTA  MOTOR 

Japan     99.70 
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U.S.     93.14 
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59 
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U.S.     91.90 

77 

37 

DEUTSCHE  TELEKOM 

Germany    46l 
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44 

WELLS  FARGO 

U.S.     89.64 

78 

90 
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U.S.     45l 

34 

31 
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U.S.     87.25 

79 
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U.S.    45I 
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36 

65 

7 
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Britain     83.40 
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80 
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81 
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U.S.    45I 

37 

42 

FANNIE  MAE 

U.S.     79.65 

82 

NR 

HBOS 

Britain    451 

38 

40 

ASTRAZENECA 

Britain     76.65 

83 

92 

DEUTSCHE  BANK 

Germany    44l 

39 

NR 

KRAFT  FOODS  (7) 

U.S.     74.62 

84 

78 

MITSUBISHI  TOKYO  FINANCIAL  GROUP 

Japan     44l 

40 

46 
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U.S.     74.13 
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86 
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France    44j 
Switzerland    44l 

41 

33 
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Japan     73.71 

76 
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42 

41 

WYETH  (7) 

U.S.     73.64 

87 
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Spain    441 

43 

56 

ROCHE  HOLDING 

Switzerland     73.34 

88 
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U.S.     431 

44 
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89 

32 
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45 

34 
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AT&T 
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1)  Global  ranking  calculated  for  Royal  Dutch/Shell  Group  by  combii   ^g  market  value  of  the  Nether 
lated  for  Unilever  cy  combining  market  value  of  the  Netherlands'  Un  lever  NV  and  Britain's  Unilev* 
BHP  Billiton  PLC  and  Australia's  BHP  Billiton  LTD.  4)  Global  ranking  calculated  for  Rio  Tinto  by  c 
ing  calculated  for  Reed  Elsevier  by  combining  market  value  of  Britain's  Reed  Elsevier  PLC  and  the 
bining  market  value  of  Britain's  Brambles  Industries  PLC  and  the  Australia's  Brambles  Industries  L 

ands'  Royal  Dutch  Petroleum  and  Britain's  Shell  Transport  &  Trading.  2)  Global  ranking  cal 
r  PLC.  3)  Global  ranking  calculated  for  BHP  Billiton  by  combining  market  value  of  Britain  1 
ombining  market  value  of  Britain's  Rio  Tinto  PLC  and  Australia's  Rio  Tinto  LTD.  5)  Glota    1 
Netherlands'  Reed  Elsevier  NV.  6)  Global  ranking  calculated  for  Brambles  Industries  by  col 
TD.  7)  Data  for  this  company  provided  by  Standard  &  Poor's  COMPUSTAT.  NR=Not  ranked! 
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It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


As  the  global  leader  in  enterprise  information  storage  solutions,  Eh 
recognized  that  a  complete  overhaul  of  its  existing  business  systerr 
was  needed  to  sustain  future  growth.  I  am  EMC's  idea,  deliven 
Accenture  teamed  with  EMC  to  design  and  build  a  massive,  scalab 
information  infrastructure  to  integrate  all  of  EMC's  systems  and 
processes  globally,  accelerate  new  product  introductions  and  give 
management  more  flexibility  in  responding  to  changing  market 
conditions.  Now,  design  changes  can  make  the  rounds  to  6,000  usi 
around  the  world  in  minutes,  instead  of  days. 


In  the  last  three  years,  Wyeth  has  launched  nine  new  products  and  th 
of  these  have  been  among  the  most  successful  prescription  medicatio 
launches  of  all  time.  Wyeth  wanted  to  ensure  that  its  R&D  organizatic 
would  continue  to  fuel  this  pace  of  innovation  for  patients  worldwide 
I  am  Wyeth's  idea,  delivered.  Accenture  helped  Wyeth  refine  their 
management  and  decision-making  processes,  implement  innovative 
changes  to  Discovery,  and  instill  a  culture  of  performance  managemei 
and  accountability-all  with  the  goal  of  producing  ten  to  twelve  new  d 
development  candidates  a  year.  Productivity  is  now  up  significantly  ar 
Wyeth  ranks  among  the  industry  leaders  in  cost,  output  and  cycle  tim 

As  the  agency  that  oversees  nearly  a  million  people  and  businesses 
licensed  by  the  state-from  real-estate  agents,  barbers  and  CPAs  to 
restaurants  and  hotels-the  Florida  Department  of  Business  and 
Professional  Regulation  (DBPR)  wanted  to  develop  an  Internet  portal ; 
automated  phone  service  to  make  the  licensing  process  dramatically 
easier.  I  am  the  State  of  Florida's  idea,  delivered.  Accenture  was 
chosen  to  overhaul  the  department's  business  processes  and  teehnolo< 
and  to  implement  a  first-of-its-kind  online  licensing  system.  Being 
phased  in  over  24  months,  the  new  system  is  estimated  to  save  the  st 
of  Florida  between  $70  million  and  $100  million  in  its  first  ten  years. 


• 


To  see  how  we  can  deliver  innovation  in  your  industry, 
visit  us  at  accenture.com 
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The  BusinessWeek  Global  1000 

RANK 

MARKET  VALUE 

Billions  of  U.S.  dollars 

RANK 

2002   2001 

156   252 

UNITEDHEALTH  GROUP 

MARKET  VALUE 

Billions  of  U.S.  dollars 

U.S.     27.96 

02   2001 

1    133 

DIAGEO 

Britain 

41.75 

2    114 

HONDA  MOTOR 

Japan 

41.61 

157   281 

LOCKHEED  MARTIN  (7) 

U.S. 

27.80 

3      89 

MUNCHENER  RUECK. 

Germany 

41.39 

158    168 

MARSH  &  McLENNAN 

U.S. 

27.40 

4    140 

ROYAL  PHILIPS  ELECTRONICS 

Netherlands 

40.99 

159    147 

ALLSTATE 

U.S. 

27.30 

5  101 

6  115 

TAKEDA  CHEMICAL  INDUSTRIES 
WALGREEN 

Japan 

40.06 

160    164 

TELEFONICA  MOVILES 

Spain 

26.77 

U.S. 

39.16 

161    113 

ORANGE 

France 

26.76 

7     68 

SCHERING-PLOUGH 

U.S. 

38.78 

162    180 

RIO  TINTO 

Australia/Brit. 

26.47 

8    107 

BANCO  BILBAO  VIZCAYA  ARGENTARIA 

Spain 

38.55 

163    117 

BANK  OF  NEW  YORK  (7) 

U.S. 

26.43 

9    119 

MCDONALD'S 

U.S. 

38.08 

164   201 

TESCO 

Britain 

26.41 

-0   145 

FIFTH  THIRD  BANCORP 

U.S. 

37.93 

165    139 

DUKE  ENERGY 

U.S. 

26.41 

1    155 

WASHINGTON  MUTUAL 

U.S. 

37.84 

166   280 

BRITISH  AMERICAN  TOBACCO 

Britain 

26.13 

>2    162 

GILLETTE  (7) 

U.S. 

37.60 

167    174 

LVMH  MOET  HENNESSY  LOUIS  VUITTON 

France 

25.97 

'3    146 

TARGET 

U.S. 

37.59 

168   241 

ROYAL  BANK  OF  CANADA 

Canada 

25.85 

4    102 

FLEETBOSTON  FINANCIAL 

U.S. 

36.88 

169    134 

COMCAST 

U.S. 

25.31 

•5   183 

6     99 

LOWE'S 

U.S. 

36.63 

170  172 

171  143 

ELECTRONIC  DATA  SYSTEMS 

U.S. 

25.30 

GOLDMAN  SACHS  GROUP 

U.S. 

36.34 

HITACHI  LTD. 

Japan 

25.29 

7   116 

APPLIED  MATERIALS 

U.S. 

36.33 

172   231 

KOHL'S 

U.S. 

25.21 

8   151 

MOTOROLA 

U.S. 

36.30 

173   224 

HCA 

U.S. 

25.02 

i9     86 

TIM 

Italy 

36.25 

174    153 

STMICROELECTRONICS 

France 

24.76 

0   127 

ENEL 

Italy 

36.14 

175      95 

QUALCOMM  (7) 

U.S. 

24.35 

1    131 

E.ON 

Germany 

36.06 

176    167 

EMERSON  ELECTRIC 

U.S. 

24.34 

2     NR 

BHP  BILLITON 

Australia/Brit. 

35.86 

177   321 

TENET  HEALTHCARE 

U.S. 

24.28 

'3   125 

CARREFOUR 

France 

35.84 

178   240 

COMMONWEALTH  BANK  OF  AUSTRALIA 

Australia 

23.76 

4   129 

SEVEN-ELEVEN  JAPAN 

Japan 

35.81 

179    170 

BAYER 

Germany 

23.74 

5  96 

6  81 

HUTCHISON  WHAMPOA 

Hong  Kong 

35.67 
35.55 

180   203 

METLIFE 

U.S. 

23.44 

BT  GROUP 

Britain 

181    163 

HOUSEHOLD  INTERNATIONAL 

U.S. 

23.35 

7     77 

MERRILL  LYNCH  (7) 

U.S. 

35.02 

182   211 

UNICREDITO  ITALIANO 

Italy 

22.94 

8   156 

GENERAL  MOTORS  (7) 

U.S. 

34.84 

183      94 

MIZUHO  HOLDINGS 

Japan 

22.70 

9   112 

TELSTRA 

Australia 

34.45 

184     63 

FRANCE  TELECOM 

France 

22.39 

:0  128 

NEWS  CORP. 

Australia 

34.33 

185      80 

SUN  MICROSYSTEMS  (7) 

U.S. 

22.37 

!1      50 

VIVENDI  UNIVERSAL 

France 

34.14 

186   213 

ITO-YOKADO 

Japan 

22.27 

12     74 

BOEING  (7) 

U.S. 

34.07 

187   237 

REED  ELSEVIER 

Neth./Britain 

22.19 

:3     88 

AXA 

France 

33.87 

188   282 

PHILLIPS  PETROLEUM 

U.S. 

21.94 

4   141 

CANON 

Japan 

33.77 

189    199 

ABBEY  NATIONAL 

Britain 

21.89 

5   149 
!6   105 

KIMBERLY-CLARK 

U.S. 

33.69 

190     NR 

CREDIT  AGRICOLE 

France 

21.87 

SAP 

Germany 

32.97 

191    227 

ILLINOIS  TOOL  WORKS 

U.S. 

21.75 

•7   123 

UNITED  TECHNOLOGIES 

U.S. 

32.58 

192   728 

AT&T  WIRELESS  SERVICES 

U.S. 

21.71 

:8  166 

BAXTER  INTERNATIONAL  (7) 

U.S. 

32.27 

193   225 

RWE 

Germany 

21.52 

:9  144 

AUTOMATIC  DATA  PROCESSING 

U.S. 

32.20 

194    192 

CHEUNG  KONG  HOLDINGS 

Hong  Kong 

21.45 

:0   179 
11    126 

NISSAN  MOTOR 
HONEYWELL  INTERNATIONAL 

Japan 

32.07 

195   248 

FOX  ENTERTAINMENT  GROUP 

U.S. 

21.28 

U.S. 

32.05 

196  223 

HANG  SENG  BANK 

Hong  Kong 

21.14 

12   104 

FORD  MOTOR  (7) 

U.S. 

31.99 

197    165 

CGNU 

Britain 

21.09 

'.3     91 

SUMITOMO  MITSUI  BANKING 

Japan 

31.97 

198  253 

INTERNATIONAL  PAPER 

U.S. 

20.81 

■4  137 

CLEAR  CHANNEL  COMMUNICATIONS 

U.S. 

31.91 

199   220 

THOMSON 

Canada 

20.69 

(5   194 

NATIONAL  AUSTRALIA  BANK 

Australia 

31.86 

200  251 

201  249 

VOLKSWAGEN 

Germany 

20.61 

16   121 

NOMURA  HOLDINGS 

Japan 

31.68 

BRITISH  SKY  BROADCASTING  GROUP 

Britain 

20.35 

17   175 

SWISS  RE 

Switzerland 

31.53 

202   304 

GENERAL  DYNAMICS 

U.S. 

20.25 

(8   108 

LIBERTY  MEDIA 

U.S. 

31.03 

203   262 

NATIONAL  CITY 

U.S. 

20.25 

19   169 

MBNA 

U.S. 

30.84 

204    198 

COX  COMMUNICATIONS 

U.S. 

20.20 

K>   136 

AEGON 

Netherlands 

30.56 
30.26 

205   268 

GANNETT 

U.S. 

20.20 

H    150 

DOW  CHEMICAL 

U.S. 

206     NR 

PRUDENTIAL  FINANCIAL 

U.S. 

20.15 

\2   189 

FIRST  DATA 

U.S. 

30.19 

207    197 

KONINKLIJKE  AHOLD 

Netherlands 

19.71 

13   152 

CARDINAL  HEALTH  (7) 

U.S. 

30.02 

208    195 

SAFEWAY  (7) 

U.S. 

19.69 

W   171 

ABN  AMRO  HOLDING 

Netherlands 

29.81 

209    176 

NINTENDO 

Japan 

19.59 

15   135 

SCHLUMBERGER  (7) 
ASSICURAZIONI  GENERALI 

U.S. 
Italy 

29.80 
29.79 

210   256 

SUNTRUST  BANKS 

U.S. 

19.55 

*   138 

211    243 

GROUPE  DANONE 

France 

19.49 

7    148 

COLGATE-PALMOLIVE  (7) 

U.S. 

29.65 

212    173 

ZURICH  FINANCIAL  SERVICES  GROUP 

Switzerland 

19.46 

8   132 

ALCOA 

U.S. 

29.62 

213   208 

PRUDENTIAL 

Britain 

19.45 

8   157 

FORTIS 

Belgium 

29.43 

214     NR 

ACCENTURE  (7) 

U.S. 

19.39 

)0   158 

SUEZ 

France 

29.04 

215   205 

INTESABCI 

Italy 

19.28 

il    130 

MATSUSHITA  ELECTRIC  INDUSTRIAL 

Japan 

28.99 

216   295 

SOUTHERN  CO. 

U.S. 

18.99 

i2    193 

SOCIETE  GENERALE 

France 

28.84 

217     NR 

HUGHES  ELECTRONICS  (7) 

U.S. 

18.97 

>3  207 

BMW 

Germany 

28.79 

218   260 

SWISSCOM 

Switzerland 

18.97 

•4   142 

TOKYO  ELECTRIC  POWER 

Japan 

28.34 

219   289 

CENDANT  (7) 

U.S. 

18.97 

>5   196 

BASF 

Germany 

28.20 

220     NR 

STATOIL 

Norway 

18.86 
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Jeff  knows  trees.  Jeff  wants  people  to  know  he  knows  trees. 

Jeff  and  Lake  Kowell  operate  Image  Tree  Service.  Jeff  works  on  the  trees,  Lake  runs 
the  business.  Jeff  doesn't  just  trim  trees,  he  shapes  them  to  complement  and  enhance 
homes  and  workplaces.  He's  an  artist.  That  makes  Image  Tree  Service  different  from 
most  -  an  excellent  selling  point.  But  Jeff  and  Lake  are  so  busy  working,  they  don't 
have  time  to  think  about  Image  Tree's  image.  Ironic?  Not  to  Jeff  and  Lake. 

HP  has  a  few  ideas  that  might  help... 


m 


n    v    e    n    t 


shape  your  image,  grow  your  business 

HP  Business  Keys  is  an  online  collection  of  free  resources  designed  to  help 
you  develop  your  business.  Print  customized  business  cards,  flyers,  letterhead 
and  more.  Discover  helpful  advice,  tips  and  online  resources.  Subscribe  to 
the  HP  business  newsletter  for  regular  email  updates.  It's  free-all  you  need  is 
a  computer,  an  HP  inkjet  printer  and  a  business! 

explore  hp  business  keys  at  www.hp.com/go/imagel 

we're  always  open  for  business 


see  what  genuine 

hp  paper  can  do 

for  your  image 

get  your  free 
hp  sample 
paper  pack 

see  mail-in  certificate 
for  details 
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first  name 


ilHIBL'HUWWIft  offer  expires  August  31, 2002 

FREE 

hp  inkjet 
sample  paper 
pack  -  20  value 

HP  inkjet  sample  paper  pack  includes  -  '13  worth  of  hp  specially  papers: 

brochure  and  flyer  paper,  premium  inkjet  transparency  film,  iron-on  transfers, 

photo  greeting  cards  and  premium  ink|et  paper;  plus  a  rebate  up  to  s7  for  future 

hp  inkjet  specialty  paper  purchases 

purchase:    any  two  hp  inkjet  print  cartridges 

enclose:      1)  this  original  completed  mail-in  certificate 

2)  the  original  UPC  symbols  from  your  hp  inkjet  print  cartridges 

3)  the  store-identified  cosh  register  receipt  or  invoice  doted  between 
5/ 1  /02  and  8/3 1  /02  with  the  purchase  prices  circled 

moil  lo:      hp  inkjet  sample  paper  pack,  P.O.  Box  8595,  St.  Cloud,  MN  56398-8595 

postmark  no  later  than  9/ 1 4/02 
receive:      a  free  hp  inkjet  sample  paper  pack 

Allow  8  •  10  weeks  for  processing.  While  supplies  lost  Offer  good  on  purchoses  mode  between  Moy  1, 2002  ond  August  31, 2002  of  qualifying  hp  mk|et  punt  cartridges  Products  purchased  befoie  or  offer  these  dotes  ore  not 
eligible  for  this  offer  Purchase  dote  is  determined  by  invoice  oi  receipt  dote.  This  offer  is  not  combinoble  with  other  hp  offers.  Offer  is  limited  to  pioduct  on  hand  ond  NO  substitutions  with  other  products  ore  eligible.  Defective 
products  will  be  leploced.  HP  reserves  the  right  to  issue  substitute  offer  products  without  odvonce  notice  Keep  copies  of  materials  submitted,  originals  become  hp  property  ond  will  not  be  returned.  HP  reserves  the  right  to  request 
oddifionol  information  regarding  this  cloim.  False  information  disqualifies  tins  claim,  making  it  subject  to  review  under  US  Postal  Regulations.  Vioiotors  moy  be  prosecuted.  Only  purchases  mode  by  on  end-user  customer  or  o  commercial 
business  from  on  authorized  hp  reseller  in  the  United  Stotes  and  its  tetiitories  ore  valid.  Purchoses  by  hp  resellers  ond  internal  hp  orders  ore  ineligible.  Offer  void  where  prohibited,  toxed  or  restricted  by  law.  If  you  hove  any  questions 
regarding  this  offei,  pleose  coll  the  HP  Awards  Center  at  1-877-768-7016  from  7:00  om  through  5:00  pm,  CSI,  Mondoy  through  Friday.  Limit  one  (1)  somple  popei  pack  per  customer,  household  oi  commercial  business. 


last  name 

address 

city 

slate                                                              zip 

moy  hp  contact  you  with  more  information? 

□  yes 

J 

by  email' 

□  yes 

□  no 

by  postal  mail7 

□  yes 

□  no 

email  address 
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RANK 

MARKET  VALUE 

2002   2001 

Billions  of  U.S.  dollars 

221    209 

SUN  HUNG  KAI  PROPERTIES 

Hong  Kong     ] 

l8.85 

222   204 

EAST  JAPAN  RAILWAY 

Japan     1 

8.73 

223    185 

GENENTECH 

U.S.     1 

18.66 

224    188 

HYPOVEREINSBANK 

Germany     ] 

.8.60 

225   360 

SEARS,  ROEBUCK 

U.S.     1 

18.59 

226  326 

DEXIA 

Belgium     ] 

18.54 

227   239 

SYSCO 

U.S.     I 

18.52 

228  331 

BANK  OF  NOVA  SCOTIA 

Canada     ] 

18.13 

229   316 

BB&T  (7) 

U.S.     1 

18.08 

230     87 

LM  ERICSSON 

Sweden     ] 

18.05 

231    250 

CATERPILLAR  (7) 

U.S.     1 

17.98 

232   271 

COSTCO  WHOLESALE 

U.S.     1 

17.83 

233   283 

CARNIVAL 

U.S.     1 

17.83 

234   285 

DOMINION  RESOURCES 

U.S.     ] 

17.80 

235   233 

KROGER  (7) 

U.S.     1 
U.S.     ] 

17.77 

17.60 

236  453 

RAYTHEON 

237     NR 

TRAVELERS  PROPERTY  CASUALTY  (7) 

U.S.     1 

17.55 

238   222 

ROHM 

Japan     ] 

17.48 

239   216 

EXELON 

U.S.     ; 

17.22 

240   279 

NORDEA 

Sweden     1 
Britain     ] 

17.15 
17.15 

241    313 

BAE  SYSTEMS 

242   287 

SHIN-ETSU  CHEMICAL 

Japan     1 

17.02 

243   270 

WASTE  MANAGEMENT 

U.S.     ] 

16.97 

244   245 

MURATA  MF6. 

Japan     : 

16.95 

245   302 

HEINEKEN 

Netherlands    ] 

16.85 

246   244 

CONOCO  (7) 

U.S.     ] 

16.84 

247   399 

GENERAL  MILLS  (7) 

U.S.    • 

16.66 

248   273 

AFLAC 

U.S.     1 

16.65 

249    187 

CHARLES  SCHWAB 

U.S.     1 

16.58 

250  315 

SARA  LEE 

U.S.     : 

16.54 
16.51 

251   416 

AUSTRALIA  &  NEW  ZEALAND  BANKING  GROUP 

Australia     : 

252   394 

WESTPAC  BANKING 

Australia     ' 

16.50 

253   272 

ENDESA 

Spain     ] 

16.42 

254   214 

MELLON  FINANCIAL 

U.S.     1 

16.36 

255   298 

HARTFORD  FINANCIAL  SERVICES  GROUP 

U.S.     • 

16.33 

256   291 

TORONTO-DOMINION  BANK 

Canada     1 

16.23 

257   217 

FUJI  PHOTO  FILM 

Japan 

16.17 

258   275 

OMNICOM  GROUP  (7) 

U.S.     ] 

16.16 

259   276 

DEUTSCHE  POST 

Germany 

16.14 

260      51 

EMC 

U.S.    : 

16.12 

261   406 

FEDEX 

U.S. 

L6.10 

262     NR 

MILLEA  HOLDINGS 

Japan 

16.01 

263   257 

ALLTEL 

U.S. 

16.00 

264  389 

CONCORD  EFS  (7) 

U.S. 

15.97 

265   235 

PNC  FINANCIAL  SERVICES  GROUP 

U.S. 

15.94 

266    182 

LUCENT  TECHNOLOGIES  (7) 

U.S. 

15.93 

267   334 

HARLEY-DAVIDSON 

U.S. 

15.91 

268   332 

SINGAPORE  TELECOMMUNICATIONS 

Singapore 

15.66 

269   259 

SPRINT  FON  GROUP  (7) 

U.S. 

15.48 

270  288 

271  362 

EBAY 

HENNES  &  MAURITZ 

U.S. 

15.47 

Sweden 

15.38 

272   264 

KYOCERA 

Japan 

15.35 

273   354 

BG  GROUP 

Britain 

15.32 

274   377 

COMPAGNIE  DE  SAINT-GOBAIN 

France 

15.30 

275   333 

UNION  PACIFIC 

U.S. 

15.21 

276   229 

PINAULT-PRINTEMPS-REDOUTE 

France 

15.13 

277   265 

STATE  STREET 

U.S. 

15.11 

278   228 

KDDI 

Japan 

15.10 

279   366 

CADBURY  SCHWEPPES 

Britain 

15.02 

280  438 

KELLOGG 

U.S. 
Canada 

15.01 
15.00 

281   230 

BCE  (BELL  CANADA  ENTERPRISES) 

282   323 

MAXIM  INTEGRATED  PRODUCTS 

U.S. 

14.99 

283   418 

SLM 

U.S. 

14.99 

284   327 

CIGNA  (7) 

U.S. 

14.94 

285   591 

ENCANA 

Canada 

14.68 

RANK 

2002  2001 


MARKET  VALU 


Billions  of  U.S.  dolla 


286  190  FUJITSU 

287  433  BEST  BUY 

288  408  CREDIT  LYONNAIS 

289  {61  ALCATEL 

290  261  LEHMAN  BROTHERS  HOLDINGS 

291  181  UFJ  HOLDINGS 

292  380  WEYERHAEUSER  (7) 

293  428  NIKE 

294  294  SHARP 

295  215  REPSOLYPF 

296  370  MANULIFE  FINANCIAL 

297  412  ALBERTSON'S  (7) 

298  519  SUN  LIFE  FINANCIAL  SERVICES  OF  CANADA 

299  347  RICOH 

300  310  HI  HEINZ 

301  210  MICRON  TECHNOLOGY 

302  379  LAIR  LIQUIDE 

303  299  KAO 

304  286  COMPASS  GROUP 

305  559  IMMUNEX 

306  426  RENAULT 

307  277  KANSAI  ELECTRIC  POWER 

308  293  AMERICAN  ELECTRIC  POWER 

309  319  CENTRAL  JAPAN  RAILWAY 

310  356  CAPITAL  ONE  FINANCIAL  (7) 

311  339  C0MPA6NIE  FINANCIERE  RICHEMONT 

312  630  NORTHROP  GRUMMAN 

313  367  PEUGEOT 

314  160  EL  PASO 

315  376  TXU 

316  263  DENSO 

317  254  TOSHIBA 

318  338  JAPAN  TOBACCO 

319  247  SANPAOLO-IMI 

320  402  DANSKEBANK 

321  429  NORSK  HYDRO 

322  305  STANDARD  CHARTERED 

323  297  ANALOG  DEVICES 

324  274  NTT  DATA 

325  401  LAFARGE 

326  427  CONAGRA  FOODS 

327  368  FOREST  LABORATORIES  (7) 

328  301  EADS 

329  457  STORAENSO 

330  497  PROGRESSIVE  (7) 

331  450  INTERBREW 

332  309  SOUTHWEST  AIRLINES 

333  405  NATIONAL  GRID  GROUP 

334  330  PAYCHEX 

335  500  BANK  OF  IRELAND 

336  706  UNITED  OVERSEAS  BANK 

337  490  INDITEX 

338  439  WM.  WRIGLEY  JR.  (7) 

339  387  AKZO  NOBEL 

340  442  MASCO 

341  365  CHUBB  (7) 

342  343  CENTRICA 

343  469  MARKS  &  SPENCER  GROUP 

344  373  TRIBUNE 

345  303  ANADARKO  PETROLEUM 

346  184  GAP 

347  335  CHUBU  ELECTRIC  POWER 

348  417  INTERPUBLIC  GROUP  (7) 

349  219  CVS  (7) 

350  411  IBERDROLA 


Japan 

U.S. 

France 

France 

U.S. 

Japan 

U.S. 

U.S. 

Japan 

Spain 

Canada 
U.S. 

Canada 

Japan 

U.S. 

U.S. 
France 
Japan 
Britain 

U.S. 

France 

Japan 

U.S. 

Japan 

U.S. 

Switzerland 

U.S. 

France 

U.S. 

U.S. 

Japan 

Japan 

Japan 

Italy 

Denmark 

Norway 

Britain 

U.S. 

Japan 

France 

U.S. 

U.S. 
France 
Finland 

U.S. 

Belgium 

U.S. 

Britain 

U.S. 

Ireland 

Singapore 

Spain 

U.S. 

Netherlands 

U.S. 

U.S. 
Britain 
Britain 

U.S. 

U.S. 

U.S. 
Japan 

U.S. 

U.S. 
Spain 
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When  nearly  half  of  the  Fortune'  1000 
count  on  you,  a  pattern  starts  to  emerge. 


en  leading  businesses  need  a  wireless  partner  to  keep  things  moving,  they  turn  to  us.  That's  why  we've 
Jrged  as  the  number  one  wireless  carrier  for  business  data  users.  With  Cingular,  you  get  everything  from 
iness  calling  plans  and  corporate  email  to  interactive  messaging  and  CRM  solutions -all  built  around  your 
ipany's  specific  needs  and  goals.  Maybe  it's  time  you  noticed  the  shape  business  is  taking  to  express 
If.  To  see  how  we  can  build  a  wireless  solution  around  you,  give  us  a  call  at  1-866-446-7599  or  visit  us 
vww.cingular/business.com.  Also,  feel  free  to  download  our  "orange"  paper,  Executive  Guide  to 
erprise-Wide  Wireless  Data  Strategies,  when  you  visit  our  website. 


ar  Wireless,  "What  do  you  have  to  say7"  and  the  graphic  icon  are  Service  Marks  of  Cingular  Wireless  LLC.  ©2002  Cingular  Wireless  LLC.  Fortune  is  registered  trademark  of  Time,  Inc.  Photos  used  with  permission  of  the  NYSE. 


X  cingular" 

WIRELESS 

What  do  you  have  to  say?" 


The  BusinessWeek  Global  1000 


RANK 

MARKET  VALUE 

2002   2001 

Billions  of  U.S. 

dollars 

351    531 

EQUITY  OFFICE  PROPERTIES  TRUST 

U.S. 

12.54 

352   460 

AVON  PRODUCTS 

U.S. 

12.53 

353   226 

BOMBARDIER 

Canada 

L2.53 

354   522 

BRIOGESTONE 

Japan 

12.51 

355   372 

FANUC 

Japan 

L2.39 

356   795 

IMPERIAL  TOBACCO  GROUP 

Britain 

12.38 

357   336 

ALCAN 

Canada 

L2.37 

358   364 

BAKER  HUGHES  (7) 

U.S.     ■ 

L2.36 

359   495 

ALLIED  IRISH  BANKS 

Ireland 

12.35 

360   510 

SCHNEIDER  ELECTRIC 

France 

L2.35 

361    178 

NEC 

Japan 

12.34 

362   383 

McGRAW-HILL  (7) 

U.S. 

L2.27 

363   386 

CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

Canada 

L2.26 

364  413 

GUIDANT 

U.S. 

12.24 

365     NR 

NEWMONT  MINING 

U.S. 

12.23 

366   306 

AGILENT  TECHNOLOGIES 

U.S. 

12.23 

367   363 

BANK  OF  MONTREAL 

Canada 

L2.20 

368  451 

ADECCO 

Switzerland     ] 

12.20 

369   278 

TRANSOCEAN 

U.S.     ' 

[2.18 

370  456 

371  221 

DBS  GROUP  HOLDINGS 

Singapore     ] 

L2.14 

INFINEON  TECHNOLOGIES 

Germany     ] 

L2.09 

372   325 

ECHOSTAR  COMMUNICATIONS  (7) 

U.S.     1 

12.09 

373   465 

SCHERING 

Germany     ] 

[2.05 

374  449 

ELECTRABEL 

Belgium 

[2.04 

375  392 

376  481 

WPP  GROUP 

Britain     ] 

[2.03 

XL  CAPITAL 

U.S.     1 

[2.00 

377   353 

SECOM 

Japan     ] 

[1.97 

378   385 

MITSUBISHI  CORP. 

Japan     ] 

[1.97 

379   448 

IMPERIAL  OIL 

Canada 

[1.89 

380   397 

TOKYO  ELECTRON 

Japan     : 

[1.86 

381    351 

XILINX 

U.S.     ] 

[1.83 

382   329 

MITSUBISHI  HEAVY  INDUSTRIES 

Japan     ] 

[1.82 

383   307 

LINEAR  TECHNOLOGY 

U.S.     1 

.1.82 

384   502 

USA  INTERACTIVE  (7) 

U.S.     ] 

.1.78 

385  734 

386  388 

BARRICK  GOLD 

Canada     ] 

1.74 

T-ONLINE  INTERNATIONAL 

Germany     ] 

1.66 

387   473 

KEYCORP 

U.S.     1 

.1.61 

388   398 

CAMPBELL  SOUP  (7) 

U.S.     ] 

1.55 

389   384 

MITSUBISHI  ESTATE 

Japan     ] 

1.52 

390   493 

TJX 

U.S.     ] 

1.50 

391   318 

NORTHERN  TRUST 

U.S.     1 

1.49 

392   440 

KBC  BANCASSURANCE  HOLDING 

Belgium     ] 

1.48 

393   425 

LEGAL  &  GENERAL  GROUP 

Britain     ] 

1.41 

394   534 

LOBLAW 

Canada     ] 

1.40 

395   437 

FRANKLIN  RESOURCES  (7) 

U.S.     ] 

1.40 

396   544 

PROGRESS  ENERGY  (7) 

U.S.     ] 

1.34 

397   308 

NOVO-NORDISK 

Denmark     ] 

1.33 

398   680 

BOSTON  SCIENTIFIC  (7) 

U.S.     ] 

1.31 

399   470 

COMERtCA  (7) 

U.S.     1 

1.28 

400   573 

RECKITT  BENCKISER 

Britain     ] 

1.24 

401   431 

OCCIDENTAL  PETROLEUM 

U.S.     ] 

1.19 

402   543 

DEERE  (7) 

U.S.     ] 

1.17 

403   483 

SVENSKA  HANDELSBANKEN 

Sweden     ] 

1.14 

404  467 

FPL  GROUP 

U.S.     ] 

1.08 

405   422 

NIPPON  STEEL 

Japan     ] 

1.08 
1.07 

406   311 

NIKKO  CORDIAL 

Japan     ] 

407   317 

VIVENDI  ENVIRONNEMENT 

France     1 

0.97 

408  414 

KONINKLIJKE  KPN 

Netherlands     ] 

0.94 

409   352 

LOEWS 

U.S.     1 

0.93 

410  476 

411  NR 

AIR  PRODUCTS  &  CHEMICALS  (7) 

U.S.     1 

0.92 

PRINCIPAL  FINANCIAL  GROUP 

U.S.     1 

0.90 

412   678 

LIMITED  BRANDS 

U.S.     ] 

0.89 

413   357 

SCOTTISH  POWER 

Britain     ] 

0.88 

414  390 

BURLINGTON  NORTHERN  SANTA  FE  (7) 

U.S.     ] 

0.86 

415   472 

GOLDEN  WEST  FINANCIAL 

U.S.     1 

0.83 

RANK 

2002   2001 


MARKET  VALU 


Billions  of  U.S.  dolls 


France 

10.1 

Finland 
U.S. 

10.1 
10.C 

Japan 

Japan 

U.S. 

10.0J 

lo.d 

10.01 

416  420  AMP  LTD.  Australia     10.8 

417  393  JOHN  HANCOCK  FINANCIAL  SERVICES  U.S.     10.8 

418  218  ABB  Switzerland     10.8 

419  424  STRYKER  U.S.     10.7. 

420  486  McKESS0N(7)  U.S.     10.7 

421  404  J.  SAINSBURY  Britain 

422  824  WELLPOINT  HEALTH  NETWORKS  U.S.     10.6 

423  643  GEORGE  WESTON  Canada     10.6 

424  381  METRO  Germany     10.5 

425  234  SPRINT  PCS  GROUP  (7)  U.S.     10. 

426  586  CLOROX  (7)  U.S. 

427  462  DAI  NIPPON  PRINTING  Japan     10.5 

428  532  DANAHER  U.S.     10.5 

429  458  MITSUI  &  CO.  Japan     10.5 

430  374  JAPAN  TELECOM  Japan     10.4 

431  358  OLIVETTI  Italy     10.4 

432  400  MITSUBISHI  ELECTRIC  Japan     10.4 

433  687  FIRSTENERGY  (7)  U.S.     10.2 

434  516  GUCCI  GROUP  Netherlands     1 

435  391  BOUYGUES 

436  605  UPM-KYMMENE 

437  489  MAY  DEPARTMENT  STORES 

438  403  ACOM 

439  369  TAKEFUJI 

440  284  COMPUTER  ASSOCIATES  INTERNATIONAL  (7) 

441  568  BED  BATH  &  BEYOND  U.S. 

442  538  CASTORAMA  DUBOIS  INVESTISSEMENTS  France 

443  355  COMMERZBANK  Germany 

444  314  PEARSON  Britain 

445  593  BEIERSDORF  Germany 

446  571  HENKEL  Germany      9.6 

447  505  ENTERGY  U.S.       9.81 

448  723  STAPLES  (7)  U.S.       9.6  j 

449  487  PITNEY  BOWES  U.S.       9.8 [ 

450  447  YAMANOUCHI  PHARMACEUTICAL  Japan  I 

451  603  SHELL  CANADA  Canada      9 

452  419  MARRIOTT  INTERNATIONAL  (7)  U.S.       9 

453  463  CLP  HOLDINGS  Hong  Kong      9 

454  554  HOLCIM  Switzerland      9. 

455  648  POWER  FINANCIAL  Canada 

456  324  DAIWA  SECURITIES  GROUP  Japan 

457  446  TPG  Netherlands 

458  238  REUTERS  GROUP  Britain 

459  545  BECTON,  DICKINSON  U.S.       9.7 

460  677  COCA-COLA  ENTERPRISES  (7)  U.S. 

461  346  EASTMAN  KODAK  U.S. 

462  491  SIX  CONTINENTS  Britain       9.6 

463  499  KLA-TENCOR  U.S.       9.£ 

464  628  CANADIAN  NATIONAL  RAILWAY  Canada      9£ 

465  513  PPG  INDUSTRIES  U.S. 

466  657  CONCESSIONI  E  COSTRUZIONI  AUTOSTRADE  Italy 

467  647  AEON  Japan      9.f| 

468  530  BAA  Britain       9.f[ 

469  466  YAHOO!  U.S.       9.«| 

470  567  GUS  Britain       9.5 

471  666  BANCO  POPULAR  ESPANOL  Spain      9.5 

472  558  ARCHER  DANIELS  MIDLAND  U.S.       9.-I  ] 

473  709  YUM!  BRANDS  U.S.       9>| 

474  322  SERONO  Switzerland      9.<l 

475  430  MEDIASET  Italy 

476  698  LATTICE  GROUP  Britain 

477  445  PUBLIC  SERVICE  ENTERPRISE  GROUP  U.S.      92 

478  577  CONSOLIDATED  EDISON  U.S.       9.: 

479  707  INTUIT  U.S.       9.: 

480  642  STARBUCKS  U.S.       9.. 
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Liquid  crystal  television 


AQUOS 


HI 


©2001  Sharp  Corporation 


Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 


The  BusinessWeek  Global  1000 


RANK 

MARKET  VALUE 

2002   2001 

Billions  of  U.S.  dollars 

481    752 

PEPSI  BOTTLING  GROUP  (7) 

U.S. 

9.25 

482   535 

CRH 

Ireland 

9.24 

483   622 

MATTEL 

U.S. 

9.19 

484   598 

PRAXAIR 

U.S. 

9.15 

485   503 

PORTUGAL  TELECOM 

Portugal 

9.14 
9.11 

486   474 

YAMATO  TRANSPORT 

Japan 

487   579 

GREAT-WEST  LIFECO 

Canada 

9.11 

488   701 

NEWELL  RUBBERMAID 

U.S. 

9.11 

489   578 

HERSHEY  FOODS  (7) 

U.S. 

9.10 

490   524 

AON 

U.S. 

9.09 

491    186 

VERITAS  SOFTWARE 

U.S. 

9.09 

492   396 

SEAT  PAGINE  GIALLE 

Italy 

9.07 

493    533 

ACE  (7) 

U.S. 

9.06 

494   690 

LUXOTTICA  GROUP 

Italy 

9.06 

495   526 

KEYENCE 

Japan 

9.03 

496   625 

BOOTS 

Britain 

9.01 

497   471 

WEST  JAPAN  RAILWAY 

Japan 

8.99 

498   507 

UNOCAL 

U.S. 

8.99 

499   454 

AGF 

France 

8.97 

500   537 

RAS 

Italy 

8.94 

501   443 

ASML  HOLDING 

Netherlands 

8.93 

502   527 

UNIVISION  COMMUNICATIONS  (7) 

U.S. 

8.88 

503   602 

CINTAS 

U.S. 

8.87 

504  434 

ST.  PAUL 

U.S. 

8.86 

505   584 

DELPHI  (7) 

U.S. 

8.83 

506   564 

SOUTHTRUST 

U.S. 

8.83 

507   607 

ELECTRONIC  ARTS 

U.S. 

8.83 

508   546 

BANCA  MONTE  DEI  PASCHI  Dl  SIENA 

Italy 

8.81 

509   612 

SCOTTISH  &  SOUTHERN  ENERGY 

Britain 

8.76 

510   613 

OCBC  BANK 

Singapore 

8.73 

511   494 

ESTEE  LAUDER 

U.S. 

8.73 

512   512 

CASINO,  GUICHARD-PERRACHON 

France 

8.70 

513   551 

SINGAPORE  AIRLINES 

Singapore 

8.66 

514     69 

QWEST  COMMUNICATIONS  INTL.  (7) 

U.S. 

8.64 

515   242 

SIEBEL  SYSTEMS 

U.S. 

8.64 

516   576 

HOYA 

Japan 

8.62 

517    504 

ADOBE  SYSTEMS 

U.S. 

8.59 

518   566 

SWIRE  PACIFIC 

Hong  Kong 

8.54 

519   479 

MARATHON  OIL 

U.S. 

8.49 

520   600 

INGERSOLL-RAND 

U.S. 

8.47 

521    788 

QUEST  DIAGNOSTICS 

U.S. 

8.45 

522     NR 

BRAMBLES  INDUSTRIES 

Australia/Brit. 

8.45 

523     NR 

AUTOZONE  (7) 

U.S. 

8.43 

524   550 

SMC 

Japan 

8.40 

525   509 

LINCOLN  NATIONAL 

U.S. 

8.38 

526   382 

SANYO  ELECTRIC 

Japan 

8.37 

527   969 

PG&E 

U.S. 

8.37 

528   676 

GAS  NATURAL  SDG 

Spain 

8.37 

529   614 

THYSSEN  KRUPP 

Germany 

8.34 

530   539 

FEDERATED  DEPARTMENT  STORES 

U.S. 

8.33 

531    652 

ROHM  &  HAAS 

U.S. 

8.32 

532     NR 

MITSUI  SUMITOMO  INSURANCE 

Japan 

8.31 

533   618 

ROLO  BANCA  1473 

Italy 

8.31 

534  636 

FUJISAWA  PHARMACEUTICAL 

Japan 

8.30 

535   611 

MBIA 

U.S. 

8.29 

536   645 

HONGKONG  ELECTRIC  HOLDINGS 

Hong  Kong 

8.29 

537   669 

REGIONS  FINANCIAL  (7) 

U.S. 

8.28 

538   681 

APPLE  COMPUTER 

U.S. 

8.25 

539   831 

H&R  BLOCK 

U.S. 

8.24 

540   561 

NORFOLK  SOUTHERN 

U.S. 

8.22 

541   452 

BURLINGTON  RESOURCES 

U.S. 

8.17 

542   520 

NIPPON  MITSUBISHI  OIL 

Japan 

8.16 

543   633 

DEVON  ENERGY  (7) 

U.S. 

8.16 

544   511 

SUMITOMO  TRUST  &  BANKING 

Japan 

8.16 

545   673 

HELLENIC  TELECOMMUNICATIONS  ORGANIZATION         Greece 

8.14 

RANK 

2002   2001 


546  407  ALLERGAN  (7) 

547  574  ALLEANZA  ASSICURAZIONI 

548  565  MEDIMMUNE 

549  5t)8  KIRIN  BREWERY 

550  599  LEXMARK  INTERNATIONAL 

551  588  ACCOR 

552  651  M&TBANK(7) 

553  671  COMPUTER  SCIENCES  (7) 

554  NR  AMERISOURCEBERGEN  (7) 

555  683  VOLVO 

556  889  SVENSKA  CELLULOSA  AKTIEBOLAGET 

557  236  HALLIBURTON 

558  692  AMSOUTH  BANCORPORATION  (7) 

559  649  EISAI 

560  856  FORTUNE  BRANDS 

561  750  CHARTER  ONE  FINANCIAL  (7) 

562  691 

563  461 

564  NR 

565  521 


FISERV 

XCEL  ENERGY  (7) 

DENTSU 

BANCO  COMERCIAL  PORTUGUES  (BCP) 


566  596  SUNGARD  DATA  SYSTEMS 

567  993  GLOBALSANTAFE 

568  664  EQUITY  RESIDENTIAL 

569  708  ALMANIJ 

570  459  THOMSON  MULTIMEDIA 

571  541  SYNOVUS  FINANCIAL  (7) 

572  767  SUNCOR ENERGY 

573  742  RENTOKIL  INITIAL 

574  349  AMVESCAP 

575  496  ASAHI  GLASS 

576  616  TOPPAN  PRINTING 

577  760  JOHNSON  CONTROLS 

578  646  BOC GROUP 

579  634  MGIC  INVESTMENT  (7) 

580  866  WOOLWORTHS  LTD. 

581  575  TOKYO  GAS 

582  552  MTR 

583  883  UNIONBANCAL  (7) 

584  581  SUMITOMO  CHEMICAL 

585  638  APACHE 

586  517  VNU 

587  696  NEW  YORK  TIMES 

588  300  TELIA 

589  715  HONG  KONG  &  CHINA  GAS 

590  623  TDK 

591  595  BIOMET  (7) 

592  720  ALLIED  DOMECQ 

593  617  MITSUI  FUDOSAN 

594  744  DTE  ENERGY 

595  441  MATSUSHITA  COMMUNICATION  INDUSTRIAL 

596  933  ALTANA 

597  739  LAND  SECURITIES 

598  NR  ARCELOR 

599  663  CHRISTIAN  DIOR 

600  557  ORIX 

601  869  MOODY'S 

602  670  MEDIOBANCA 

603  528  BIOGEN  (7) 

604  851  ST.  JUDE  MEDICAL 

605  592  HENDERSON  LAND  DEVELOPMENT 

606  699  CINCINNATI  FINANCIAL 

607  703  POWERGEN 

608  NR  AFFILIATED  COMPUTER  SERVICES  (7) 

609  246  WILLIAMS 

610  570  DAMPSKIBSSELSKABETAF1912 


MARKET  VALU 

Billions  of  U.S.  dolla 

U.S. 

8.1 

Italy 

8.1 

U.S. 

8.1 

Japan 

8.1 

U.S. 

8.1 

France 

8.1 

U.S. 

8.1 

U.S. 

8.C 

U.S. 

8.C 

Sweden 

8.C 

Sweden 

8.0 

U.S. 

8.0 

U.S. 

8.0 

Japan 

8.0 

U.S. 

7.9 

U.S. 

7.9 

U.S. 

7.9 

U.S. 

7.9 

Japan 

7.9 

Portugal 

7.9 

U.S. 

7.9 

U.S. 

7.9 

U.S. 

Belgium 

7.9 

France 

U.S. 

7.8 

Canada 

7.8 

Britain 

- 

Britain 

- 

Japan 

Japan 

7.8 

U.S. 

7.7 

Britain 

' 

U.S. 

7.7 

Australia 

7.7 

Japan 

7.7 

Hong  Kong 

7.6 

U.S. 

7.6 

Japan 

7.6 

U.S. 

7.6 

Netherlands 

7.6 

U.S. 

7.6 

Sweden 

7.6 

Hong  Kong 

7.5 

Japan 

7.5 

U.S. 

7.5 

Britain 

7.5 

Japan 

7.5 

U.S. 

7.5 

Japan 

7.5 

Germany 

7.5 

Britain 

7.5 

France 

7.5 

France 

7.4 

Japan 

7.4 

U.S. 

7.4 

Italy 

7.4 

U.S. 

7.4 

U.S. 

7.4 

Hong  Kong 

7.4 

U.S. 

7.3 

Britain 

7.3 

U.S. 

7.3 

U.S. 

7.3 

Denmark 

7.3 
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Agenda  para  el  Desarrollo 

CONSEJERIA  DE  ECONOMIA 
E  INNOVACI6N  TECNOLOGICA 

Comunidad  de  Madrid 

Fax:        +    34      91       420        64        56 
+    34       91       399        74        51 

e-mail:  agencia.desarrollo@madrid.org 
www.    investinmadrid.com 
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Madrid  in  nova 
•  Recipient  of  over  72%  of  all  foreign  direct 
Investment  in  Spain  •  13  universities  and 
numerous  postgraduate  schools  •  Over  35% 
of  the  national  R&D  activity  •  Leading 
region  for  high  technology:  aerospace, 
biotechnology,  telecom...  •  National  centre 
for  telecommunications  •  State-of-the-art 
technology  parks  and  industrial  areas  • 
Geo-strategic  location  as  a  hub  among  the 
European  Union,  North  Africa  and  Latin 
America  •  One  of  the  best  cities  in  the  world 
in  terms  of  auality  of  life  • 


The  BusinessWeek  Global  1000 


RANK 

MARKET  VALUE 

2002   2001 

Billions  of  U  S 

.  dollars 

611   492 

INVESTOR 

Sweden 

7.33 

612     NR 

ANTHEM 

U.S. 

7.33 

613   255 

CABLE  &  WIRELESS 

Britain 

7.32 

614   632 

GROUPE  BRUXELLES  LAMBERT 

Belgium 

7.31 

615   631 

AMERADA  HESS 

U.S. 

7.31 
7.31 

616  667 

AJINOMOTO 

Japan 

617   688 

MOLEX  (7) 

U.S. 

7.31 

618   590 

CSX  (7) 

U.S. 

7.31 

619   956 

ASSOCIATED  BRITISH  FOODS 

Britain 

7.24 

620   798 

TRANSCANAOA  PIPELINES 

Canada 

7.24 

621    665 

PETRO-CANADA 

Canada 

7.22 

622   553 

DOVER 

U.S. 

7.22 

623   705 

SMITHS  GROUP 

Britain 

7.15 

624   654 

JEFFERSON-PILOT 

U.S. 

7.15 

625   770 

AMBAC  FINANCIAL  GROUP  (7) 

U.S. 
Switzerland 

7.14 
7.11 

626   811 

SYNGENTA 

627   627 

SUMITOMO  CORP. 

Japan 

7.04 

628   637 

STARWOOD  HOTELS  &  RESORTS  WORLDWIDE 

U.S. 

7.02 

629   727 

SKANDINAVISKA  ENSKILDA  BANKEN 

Sweden 

7.02 

630   686 

THALES 

France 

7.01 

631   837 

TRW  (7) 

U.S. 

7.00 

632     NR 

AIFUL 

Japan 

6.99 

633   908 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS  (7) 

U.S. 

6.99 

634  484 

PROMISE 

Japan 

6.98 

635     NR 

AETNA 

U.S. 

6.98 

636   909 

GILEAD  SCIENCES  (7) 

U.S. 

6.94 

637   515 

ALTERA  (7) 

U.S. 

6.93 

638   523 

MONSANTO  (7) 

U.S. 

6.92 

639   775 

DEGUSSA 

Germany 

6.92 

640   540 

KINGFISHER 

Britain 

6.89 
6.87 

641   485 

CHIRON  (7) 

U.S. 

642    569 

WANADOO 

France 

6.87 

643   805 

UNION  PLANTERS  (7) 

U.S. 

6.86 

644   604 

TELENOR 

Norway 

6.86 

645  730 

646  724 

SECURITAS 
SYNTHES-STRATEC 

Sweden 

6.86 

Switzerland 

6.86 

647   763 

FORENINGSSPARBANKEN 

Sweden 

6.86 

648  620 

ORIENTAL  LAND 

Japan 

6.85 

649   765 

AMAZON.COM 

U.S. 

6.84 

650  464 

ADVANTEST 

Japan 

6.83 

651   468 

GEN2YME  GENERAL 

U.S. 

6.83 

652   635 

KYUSHU  ELECTRIC  POWER 

Japan 

6.82 

653    111 

NORTEL  NETWORKS 

Canada 

6.82 

654     NR 

ZIMMER  HOLDINGS  (7) 

U.S. 

6.79 

655   721 

SUZUKI  MOTOR 

Japan 

6.79 

656  432 

FLEXTRONICS  INTERNATIONAL  (7) 

U.S. 

6.79 

657  455 

31  GROUP 

Britain 

6.75 

658  435 

FIAT  GROUP 

Italy 

6.72 

659    548 

KING  PHARMACEUTICALS  (7) 

U.S. 

6.71 

660   514 

SANKYO 

Japan 

6.70 

661   478 

CELESTICA 

Canada 

6.66 

662   344 

SOLECTRON 

U.S. 

6.65 

663   269 

ORACLE  CORP.  JAPAN 

Japan 

6.62 

664  854 

MARSHALL  &  ILSLEY  (7) 

U.S. 

6.61 

665   759 

RJ.  REYNOLDS  TOBACCO  HOLDINGS 

U.S. 

6.59 

666   585 

FINMECCANICA 

Italy 

6.57 

667     NR 

ALTADIS 

Spain 

6.57 

668   587 

TEXTRON 

U.S. 

6.56 

669   641 

TOHOKU  ELECTRIC  POWER 

Japan 

6.55 

670   529 

IDEC  PHARMACEUTICALS 

U.S. 

6.54 

671    684 

TF1  TELEVISION  FRANCAISE  1 

France 

6.51 

672     NR 

NOMURA  RESEARCH  INSTITUTE 

Japan 

6.50 

673   920 

UST 

U.S. 

6.47 

674   814 

ALLIANCE  &  LEICESTER 

Britain 

6.46 

675   818 

J.C.  PENNEY 

U.S. 

6.45 

RANK 

2002   2001 


MARKET  V* 
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676  941  NORTH  FORK  BANCORPORATION  U.S.       6.4 

677  761  HEINEKEN  HOLDING  Netherlands      6.4 

678  787  AVERY  DENNISON  U.S.       6.3} 

679  893  AMERSHAM  Britain      6.3i 

680  626  DAMPSKIBSSELSKABET  SVENBORG  Denmark       6.3 1 

681  904  GENUINE  PARTS 

682  629  ELECTRICIDADE  DE  PORTUGAL  (EDP) 

683  583  NIPPON  TELEVISION  NETWORK 

684  758  AMEREN    - 

685  NR  MEADWESTVACO  (7) 

686  501  BANCA  FIDEURAM 

687  640  FUJI  TELEVISION  NETWORK 

688  659  LAGARDERE 

689  917  FAMILY  DOLLAR  STORES  (7) 

690  409  PEOPLESOFT 

691  639  NABORS  INDUSTRIES  U.S. 

692  836  ELECTROLUX  Sweden 

693  328  CAP  GEMINI  France 

694  506  ROYAL  &  SUN  ALLIANCE  INSURANCE  GROUP  Britain 

695  693  NOVELLUS  SYSTEMS  (7)  U.S. 

696  922  SCOTTISH  &  NEWCASTLE  Britain 

697  867  ECOLAB  (7)  U.S. 

698  NR  WOLSELEY  Britain 

699  609  UNUMPROVIDENT  U.S. 

700  594  GEORGIA-PACIFIC  U.S. 

701  846  E.W.  SCRIPPS  (7) 

702  695  NIPPON  UNIPAC  HOLDING 

703  549  BROADCOM  (7) 

704  NR  EDISON  INTERNATIONAL 

705  562  IMS  HEALTH 

706  732  DIXONS  GROUP 

707  898  WMC 

708  803  CINERGY 

709  964  COUNTRYWIDE  CREDIT  INDUSTRIES 

710  NR  in  INDUSTRIES 

711  555  SANMINA-SCI  (7) 

712  870  HERMES  INTERNATIONAL 

713  740  WEATHERFORD  INTERNATIONAL 

714  NR  MICROCHIP  TECHNOLOGY  (7) 

715  894  MGM  MIRAGE  (7) 

716  891  RADIOSHACK  (7) 

717  823  SANDVIK 

718  722  FRESENIUS  MEDICAL  CARE 

719  653  CNA  FINANCIAL  (7) 

720  726  DST  SYSTEMS 

721  820  TALISMAN  ENERGY 

722  NR  AUTOROUTES  DU  SUD  DE  LA  FRANCE  (ASF) 

723  477  SUMITOMO  ELECTRIC  INDUSTRIES 

724  832  YASUDA  FIRE  &  MARINE  INSURANCE 

725  668  SWATCH  GROUP 

726  881  LINDE 

727  944  MAGNA  INTERNATIONAL 

728  947  SIMON  PROPERTY  GROUP 

729  915  WESFARMERS 

730  757  BJ  SERVICES 

731  660  WOLTERS  KLUWER  Netherlands       5.8 

732  815  WASHINGTON  POST  U.S.       5.1 

733  NR  SOLVAY  Belgium       5.8| 

734  719  KERR-McGEE  U.S.       5.s| 

735  608  OSAKA  GAS  Japan       5.s| 

736  NR  APOLLO  GROUP  (7)  U.S.  I 

737  560  MATSUSHITA  ELECTRIC  WORKS  Japan       5.7| 

738  813  WHARF  HOLDINGS  Hong  Kong      5.7| 

739  802  PARKER  HANNIFIN  U.S.       5.7l 

740  937  IMPERIAL  CHEMICAL  INDUSTRIES  Britain       5.7| 


U.S.  6.3| 

Portugal  6.: 

Japan  6.3J 

U.S.  6.3 

U.S.  6.3 

Italy 

Japan 

France 

U.S. 

U.S. 

6.21 

6l| 
6.H 
6  11 

6.1 

6.1 
6.l| 

6.: 

6J 
6.1 

U.S.  6.1 

Japan  6.1 1 

U.S.  6.C 

U.S.  6.C 

U.S.  6.C 

Britain  6.C 

Australia  6.01 

U.S.  6.ol 

U.S.  6.01 

U.S.  6.0 1 

U.S.  6.01 

France  6.0| 

U.S.  6.C 

U.S.  6.C 

U.S.  5.9|l 

U.S.  9 

Sweden  5.! 

Germany  5.S 

U.S.  5| 

U.S.  5.9| 

Canada  5.9| 

France  5.9l 

Japan  5.9l 

Japan  5.9l 

Switzerland  5.9| 

Germany  5.9| 

Canada  5.9| 

U.S.  5.8l 

Australia  5.8l 

U.S.  5.8l 
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UST 


ERS   TRUST    YO 


WHO    DO    YOU    TRUST? 


<^ 


«». 


UL  Mark  of  Safety  instantly  communicates  to  consumers,  retailers  and  regulatory  authorities  your  commitment  to  the  highest 
evels  of  safety.  They  know  that  by  choosing  the  market  leader  for  product  testing  and  certification,  you're  leaving  nothing  to 
:hance.  More  than  64,000  manufacturers  share  the  same  trust  and  confidence  in  selecting  UL,  recognized  worldwide  for  both 
ts  independence  and  integrity.  Since  1894,  UL  has  helped  companies  manage  risk  and  build 
customer  loyalty.  Join  with  other  leading  safety-conscious  manufacturers  by  making  UL  an  integral 
)art  of  your  product  planning  and  development. 


Working  for 
a  safer  world 


www.ul.com 


2002  Underwriter.  1  aboralom 


Welcome  to  this  season's 


Presenting  the  Lexus  RX  300  Coach  Edition. 

In  the  fashion  world,  they  say  style  is  all  about  how  you  carry  yourself.  Al  Lexus,  we  wholeheartedly 
.  Especially  if  you  happen  to  be  carrying  yourself  in  the  elegant  Lexus  RX  300  (loach  Edition.  I  he  smooth 
il    the    RX  300   is   made   even    more    indulgent   when   accompanied   by   a   luxurious   Ivory   Couch   Edition 

r-trimmed  interior,  which  features  perforated  seats.    I  he  RX  300's  cabin  is  enriched  by  bird's-eye  maple. 


ttifully  embellishing  both  the  steering  wheel  and  the  interior  i  rim.  Its  exterior,  available  in  Burnished  (  mid 


al  White  or  Graphite  Gray,  satisfies  both  your  sense  of  style  and  your  taste  for  adventure  with  a  blend  of 


ng  and  rugged  design  cues.  You  even  have  the  option  ol   the 


.tern*   v.  1 1 it  1 1 


lally  direel  you  to  nearly  tiny  destination  in  the  contiguous  United  Slates.  And  along  with  your  RX  300 


Edition  you'll   receive   two  complimentary  Coach    bags — a  large 


m    leathei  Cabin  Bag,  perfecl  foi  weekend  getaways,  and 
w   Signature  Demi  Pouch  handbag  in   the  exclusive 


J 


logo   fabric 


tither  trim.  Si 


about  everything  else  in  style,  as  well. 


'exus.com 


THE   PASSIONATE   PURSUIT  OF   PERFECTION. 
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RANK 

MARKET  VALUE 

2002   2001 

Billions  of  U.S 

dollars 

741   955 

INTERNATIONAL  GAME  TECHNOLOGY 

U.S. 

5.72 

742   753 

DOLLAR  GENERAL  (7) 

U.S. 

5.72 

743   716 

H.  LUNDBECK 

Denmark 

5.71 

744  895 

NATIONAL  COMMERCE  FINANCIAL  (7) 

U.S. 

5.71 

745   809 

AMB  GENERALI  HOLDING 

Germany 

5.70 

746   689 

TAISHO  PHARMACEUTICAL 

Japan 

5.67 

747   819 

SEIBU  RAILWAY 

Japan 

5.66 

748  655 

PACIFIC  CENTURY  CYBERWORKS 

Hong  Kong 

5.66 

749   789 

NOBLE 

U.S. 

5.66 

750   785 

BEAR  STEARNS 

U.S. 

5.65 

751   850 

HILTON  GROUP 

Britain 

5.65 

752     NR 

SPX  (7) 

U.S. 

5.64 

753   712 

KINKI  NIPPON  RAILWAY 

Japan 

5.64 

754   843 

EATON 

U.S. 

5.64 

755     NR 

OFFICE  DEPOT 

U.S. 
Denmark 

5.64 
5.63 

756   525 

TDC 

757   682 

SABRE  HOLDINGS 

U.S. 

5.62 

758   975 

POWER  CORP.  OF  CANADA 

Canada 

5.61 

759   991 

SHISEIDO 

Japan 

5.61 

760  NR 

761  NR 

PLUM  CREEK  TIMBER  (7) 

U.S. 

5.61 

SNAM  RETE  GAS 

Italy 

5.61 

762   986 

GROUPE  UCB 

Belgium 

5.59 

763   875 

HANSON 

Britain 

5.58 

764   901 

HEALTHSOUTH  (7) 

U.S. 

5.57 

765   792 

NATIONWIDE  FINANCIAL  SERVICES  (7) 

U.S. 

5.56 

766   714 

DAIICHI  PHARMACEUTICAL 

Japan 

5.55 

767     NR 

AUTONATION  (7) 

U.S. 

5.53 

768     NR 

KNIGHT-RIDDER 

U.S. 

5.52 

769   793 

OJI  PAPER 

Japan 

5.51 

770   799 

SODEXHO  ALLIANCE 

France 

5.50 

771   943 

NATIONAL  SEMICONDUCTOR  (7) 

U.S. 

5.50 

772     NR 

TOSTEM  INAX  HOLDING 

Japan 

5.50 

773     NR 

INVESTORS  GROUP 

Canada 

5.47 

774   833 

UNION  FENOSA 

Spain 

5.47 

775  936 

776  995 

AMERICAN  STANDARD  (7) 

U.S. 

5.46 

HARRAH'S  ENTERTAINMENT 

U.S. 

5.46 

777   858 

TONENGENERAL  SEKIYU 

Japan 

5.46 

778  890 

TIFFANY 

U.S. 

5.46 

779   672 

INVENSYS 

Britain 

5.43 

780   796 

ITOCHU 

Japan 

5.42 

781   860 

FOSTERS  GROUP 

Australia 

5.40 

782   606 

MEOIOLANUM 

Italy 

5.39 

783     NR 

ST.  GEORGE  BANK 

Australia 

5.39 

784     NR 

MM02 

Britain 

5.39 

785  863 

UNITED  UTILITIES 

Britain 

5.39 

786   961 

BROWN-FORMAN  (7) 

U.S. 

5.38 

787   736 

MITSUBISHI  CHEMICAL 

Japan 

5.35 

788   710 

GRANADA 

Britain 

5.34 

789   822 

KEYSPAN  (7) 

U.S. 

5.32 

790   755 

JAPAN  AIRLINES 

Japan 

5.32 

791   951 

CATHAY  PACIFIC  AIRWAYS 

Hong  Kong 

5.32 

792   700 

ASAHI  KASEI 

Japan 

5.31 

793   697 

TOYOTA  INDUSTRIES 

Japan 

5.30 

794   718 

SEKISUI  HOUSE 

Japan 

5.30 

795   897 

WOODSIDE  PETROLEUM 

Australia 

5.30 

796   375 

SOFTBANK 

Japan 

5.29 

797     NR 

YAHOO!  JAPAN 

Japan 

5.28 

798   745 

KINOER  MORGAN 

U.S. 

5.28 

799   942 

VINCI 

France 

5.28 

800   994 

SMITH  &  NEPHEW 

Britain 

5.26 

801    948 

HILTON  HOTELS 

U.S. 

5.26 

802   930 

MICHELIN 

France 

5.26 

803   855 

NIHO  DENKO 

Japan 

5.25 

804   874 

NIPPON  EXPRESS 

Japan 

5.25 

805   675 

DEUTSCHE  LUFTHANSA 

Germany 

5.24 

RANK 

MARKET  \ 

AUlA 

2002   2001 

Billions  of  U.S 

806     NR 

CIBA  SPEZIALITAETENCHEMIE  HOLOING 

Switzerland 

5.2 

807     NR 

TYSON  FOODS  (7) 

U.S. 

5.2 

808     NR 

NUCOR 

U.S. 

5.2 

809   8S08 

SEMPRA  ENERGY 

U.S. 

5.2 

810     NR 

GOLDEN  STATE  BANCORP  (7) 

U.S. 

5.1 

811    547 

PPL  (7) 

U.S. 

5.1 

812   359 

RELIANT  ENERGY 

U.S. 

5.1 

813   987 

LEGGETT  &  PLATT  (7) 

U.S. 

5.1 

814     NR 

RADIAN  G80UP  (7) 

U.S. 

5.1 

815     NR 

PACCAR  (7) 

U.S. 

5.1 

816     NR 

GREENPOINT  FINANCIAL  (7) 

U.S. 

5.1 

817     NR 

ENBRIDGE 

Canada 

5.1 

818  884 

AGERE  SYSTEMS  (7) 

U.S. 

5.1 

819   910 

MABUCHI  MOTOR 

Japan 

5.C 

820  781 

CHUGOKU  ELECTRIC  POWER 

Japan 
Australia 

5.C 
5.C 

821     NR 

WESTFIELD  HOLDINGS 

822   847 

JONES  APPAREL  GROUP 

U.S. 

5.C 

823     NR 

DUPONT  CANADA 

Canada 

5.C 

824  821 

MARUI 

Japan 

5.C 

825   896 

ZIONS  BANCORPORATION 

U.S. 

5.C 

826     NR 

PERNOD  RICARD 

France 

5.C 

827  1000 

WM.  MORRISON  SUPERMARKETS 

Britain 

5.C 

828  743 

JOHNSON  ELECTRIC  HOLDINGS 

Hong  Kong 

5.C 

829   737 

NISOURCE 

U.S. 

5.C 

830     NR 

L-3  COMMUNICATIONS  HOLDINGS  (7) 

U.S. 

5.C 

831     NR 

HUNTINGTON  BANCSHARES 

U.S. 

4.S 

832     NR 

ARAMARK  (7) 

U.S. 

4.? 

833  834 

DAIKIN  INDUSTRIES 

Japan 

4.S 

834     NR 

W.W.  GRAINGER 

U.S. 

4.cl 

835  621 

836  679 

CONSTELLATION  ENERGY  GROUP  (7) 
TERADYNE 

U.S. 

■ 

U.S. 

I 

837     NR 

MITSUBISHI  PHARMA 

Japan 

4.c 

838     NR 

ATLAS  COPCO 

Sweden 

4.E 

839  978 

HEALTH  MANAGEMENT  ASSOCS.  (7) 

U.S. 

4.? 

840  918 

BIOWH. 

Canada 

4.? 

841    916 

TORCHMARK 

U.S. 

4.? 

842   953 

FIRST  TENNESSEE  NATL.  (7) 

U.S. 

4.? 

843  827 

ASAHI  BREWERIES 

Japan 

4.S 

844     NR 

BLOCKBUSTER  (7) 

U.S. 

4.S 

845  783 

846  NR 

MERCK  KGAA 

Germany 

4.J 

4i 

WHIRLPOOL  (7) 

U.S. 

847  828 

VULCAN  MATERIALS  (7) 

U.S. 

4i 

848   777 

NVIDIA  (7) 

U.S. 

4i 

849   932 

NEXT 

Britain 

4.f 

850   840 

SYMANTEC  (7) 

U.S. 

4.f 

851   853 

CADENCE  DESIGN  SYSTEMS  (7) 

U.S. 

A.t 

852     NR 

SHERWIN-WILLIAMS 

U.S. 

4i 

853   747 

PREUSSAG 

Germany 

4i 

854  844 

ASSA  ABLOY 

Sweden 

4.f 

855   662 

STILWELL  FINANCIAL  (7) 

U.S. 
Sweden 

4i 
4./ 

856  444 

SKANDIA  FORSAKRING 

857   713 

SHIZUOKA  BANK 

Japan 

4.; 

858   212 

JDS  UNIPHASE  (7) 

U.S. 

4J 

859     NR 

WILLIS  GROUP  HOLDINGS  (7) 

U.S. 

4.: 

860  NR 

861  610 

CIRCUIT  CITY  GROUP  (7) 

U.S. 

4.; 

SHIONOGI  &  CO. 

Japan 

4.;l 

862   859 

DELHAIZE  GROUPE 

Belgium 

4  1 

863     NR 

ROCKWELL  COLLINS  (7) 

U.S. 

4  1 

864  865 

EOG  RESOURCES  (7) 

U.S. 

4'l 

865   912 

DOW  JONES 

U.S. 

4   1 

866     NR 

ARCHSTONE-SMITH  TRUST  (7) 

U.S. 

4    1 

867     NR 

FORTUM 

Finland 

4    1 

868     NR 

DEUTSCHE  BOERSE 

Germany 

4    1 

869   601 

NATIONAL  BANK  OF  GREECE 

Greece 

4-  1 

870   771 

TOKYU 

Japan 

4.1 
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With  Avaya,  you're  already  this  close  to  IP  Telephony. 

In  fact,  as  the  leader  in  voice  solutions,  Avaya  can  give  you  Enterprise  Class  IP 
Solutions  now.  By  merging  voice  and  data  into  one  network,  you  cut  costs  while 
enabling  employees  to  stay  in  touch  with  clients  and  colleagues,  utilizing  multimedia 
communications  seamlessly  —  anywhere,  anytime.  And  our  MultiVantage"  Software  utilizes 
an  open  architecture,  which  allows  integration  with  your  existing  systems  and  business 
processes.  So  you  can  extend  the  benefits  of  IP  Telephony  at  your  own  pace,  however  it 
makes  sense  for  your  company.  See  how  close  you  are  to  IP  Telephony  at  avaya.com/yes 


AVAyA 

COMMUNICATION    WITHOUT   BOUNDARIES 
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RANK 

MARKET  VALUE 

2002   2001 

Billions  of  US 

dollars 

871     NR 

VORNADO  REALTY  TRUST  (7) 

U.S. 

4.71 

872     NR 

SAFEWAY  PLC 

Britain 

4.70 

873     NR 

NIDEC 

Japan 

4.68 

874   935 

VF(7) 

U.S. 

4.67 

875   861 

MITSUBISHI  MOTORS 

Japan 

4.66 

876     NR 

THE  BRITISH  LAND  COMPANY 

Britain 

4.63 

877   886 

DASSAULT  SYSTEMES 

France 

4.60 

878     NR 

TELECOM  CORP.  OF  NEW  ZEALAND 

New  Zealand 

4.59 

879   542 

BROCADE  COMMUNICATIONS  SYSTEMS  (7) 

U.S. 

4.59 

880  NR 

881  864 

DSM 

Netherlands 

4.57 

KUBOTA 

Japan 

4.57 

882   791 

BALOISE  HOLDING 

Switzerland 

4.55 

883   985 

TRANSATLANTIC  HOLDINGS  (7) 

U.S. 

4.55 

884     NR 

HUSKY  ENERGY 

Canada 

4.54 

885     NR 

DOLLAR  TREE  STORES  (7) 

U.S. 

4.54 

886   804 

JABIL  CIRCUIT 

U.S. 

4.54 

887   979 

BANK  OF  YOKOHAMA 

Japan 

4.53 

888     NR 

P&O  PRINCESS  CRUISES 

Britain 

4.53 

889   857 

ALTRAN  TECHNOLOGIES 

France 

4.52 

890   794 

TOTAL  SYSTEM  SERVICES  (7) 

U.S. 

4.51 

891    774 

ALLEGHENY  ENERGY 

U.S. 

4.51 

892     NR 

PLACER  DOME 

Canada 

4.51 

893   885 

NIPPON  YUSEN 

Japan 

4.50 

894     NR 

SERVICEMASTER 

U.S. 

4.49 

895     NR 

PUBLIC  STORAGE  (7) 

U.S. 

4.49 

896   959 

T.  ROWE  PRICE  (7) 

U.S. 

4.48 

897     NR 

CDW  COMPUTER  CENTERS  (7) 

U.S. 

4.48 

898   754 

TELEPHONE  &  DATA  SYSTEMS  (7) 

U.S. 

4.45 

899     NR 

COMPASS  BANCSHARES  (7) 

U.S. 

4.44 

900     NR 

NORTHERN  ROCK 

Britain 

4.44 

901   849 

DIAMOND  OFFSHORE  DRILLING  (7) 

U.S. 

4.44 

902     NR 

COLES  MYER 

Australia 

4.44 

903   267 

CORNING  (7) 

U.S. 

4.43 

904   741 

CONVERGYS  (7) 

U.S. 

4.42 

905   963 

ENSCO  INTERNATIONAL  (7) 

U.S. 

4.41 

906     NR 

MOHAWK  INDUSTRIES  (7) 

U.S. 

4.41 

907     NR 

DARDEN  RESTAURANTS 

U.S. 

4.41 

908   929 

SAMPO 

Finland 

4.40 

909     NR 

CAREMARK  RX  (7) 

U.S. 

4.40 

910     NR 

SHIRE  PHARMACEUTICALS  GROUP 

Britain 

4.39 

911     NR 

WEIGHT  WATCHERS  INTERNATIONAL  (7) 

U.S. 

4.39 

912   968 

PECHINEY 

France 

4.38 

913     NR 

CENTURYTEL  (7) 

U.S. 

4.38 

914     NR 

FRIENDS  PROVIDENT 

Britain 

4.38 

915     NR 

COMPANIA  ESPANOLA  DE  PETROLEOS  (CEPSA) 

Spain 

4.37 

916   807 

ALL  NIPPON  AIRWAYS 

Japan 

4.37 

917     NR 

MITSUI  CHEMICALS 

Japan 

4.37 

918   345 

BEA  SYSTEMS  (7) 

U.S. 

4.37 

919   992 

ONO  PHARMACEUTICAL 

Japan 

4.36 

920  845 

ROLLS-ROYCE 

Britain 

4.36 
4.36 

921   685 

BANCA  NAZIONALE  DEL  LAVORO 

Italy 

922   810 

PORSCHE 

Germany 

4.36 

923     NR 

POPULAR  (7) 

U.S. 

4.35 

924     NR 

AMERICAN  WATER  WORKS  (7) 

U.S. 

4.35 

925   768 

NETWORK  APPLIANCE  (7) 

U.S. 
Japan 

4.34 
4.34 

926     NR 

CREDIT  SAISON 

927     NR 

ORKLA 

Norway 

4.34 

928     NR 

LAMAR  ADVERTISING  (7) 

U.S. 

4.33 

929   899 

ROBERT  HALF  INTERNATIONAL 

U.S. 

4.33 

930     NR 

NIKON 

Japan 

4.33 

931    965 

DAILY  MAIL  &  GENERAL  TRUST 

Britain 

4.32 

932     NR 

TELEKOM  AUSTRIA 

Austria 

4.32 

933     NR 

ROYAL  CARIBBEAN  CRUISES  (7) 

U.S. 

4.32 

934  872 

CANARY  WHARF  GROUP 

Britain 

4.31 

935     NR 

SEGA 

Japan 

4.30 

RANK 

2002   2001 


MARKET  VAU 

Billions  of  U.S  (U.| 


936  NR  SINGAPORE  PRESS  HOLDINGS 

937  NR  DAIWA  BANK  HOLDINGS 

938  NR  PROLOGIS  (7) 

939  892  LI  &  FUNG 

940  931  QLOGIC  (7) 

941  NR  OXFORD  HEALTH  PLANS  (7) 

942  981  PUBLICIS 

943  NR  MURPHY  OIL  (7) 

944  NR  RYANAIR FOLDINGS 

945  NR  IRISH  LIFE  &  PERMANENT 

946  772  LSI  LOGIC  (7) 

947  615  HAYS 

948  NR  EFG  EUROBANK  ERGASIAS 

949  NR  VALERO  ENERGY  (7) 

950  NR  LONZA  GROUP 

951  921  CANADA  LIFE  FINANCIAL 

952  582  MILLENNIUM  PHARMACEUTICALS 

953  NR  CENTROS  COMERCIALES  CARREFOUR 

954  738  SONERA 

955  NR  INCO 

956  NR  BISYS  GROUP  (7) 

957  NR  EXPRESS  SCRIPTS  (7) 

958  348  AMD0CS(7) 

959  NR  NATIONAL  BANK  OF  CANADA 

960  776  BMC  SOFTWARE  (7) 

961  NR  WESTWOOO  ONE  (7) 

962  NR  SCANIA 

963  888  METRO-GOLDWYN-MAYER  (7) 

964  NR  SAFECO  (7) 

965  748  TORAY  INDUSTRIES 

966  976  HEIDELBERGER  DRUCKMASCHINEN 

967  949  OMRON 

968  NR  ESSILOR  INTERNATIONAL 

969  NR  WELLA 

970  556  ROCKWELL  AUTOMATION 

971  NR  KAWASAKI  STEEL 

972  984  AISINSEIKI 

973  NR  ENGELHARD 

974  NR  COOPER  INDUSTRIES  (7) 

975  NR  DNB  HOLDING 

976  NR  SOVEREIGN  BANCORP  (7) 

977  NR  CORUS  GROUP 

978  NR  CANADIAN  NATURAL  RESOURCES 

979  NR  SUPERVALU  (7) 

980  NR  OLD  REPUBLIC  INTERNATIONAL  (7) 

981  NR  SMURFIT-STONE  CONTAINER 

982  312  GEMSTAR-TV  GUIDE  INTERNATIONAL 

983  NR  BRASCAN 

984  NR  EXPEDIA  (7) 

985  927  EQUIFAX 

986  NR  WENDY'S  INTERNATIONAL 

987  342  TELLABS  (7) 

988  395  NEXTEL  COMMUNICATIONS  (7) 

989  NR  MAN  GROUP 

990  NR  AMCOR 

991  NR  BANKNORTH  GROUP  (7) 

992  597  SWISS  LIFE 

993  729  KONINKLIJKE  NUMICO 

994  NR  OLYMPUS  OPTICAL 

995  NR  TCF  FINANCIAL  (7) 

996  812  TREND  MICRO 

997  NR  VISHAY  INTERTECHNOLOGY  (7) 

998  NR  AMADEUS  GLOBAL  TRAVEL  DISTRIBUTION 

999  NR  SEVERN  TRENT 

1000  536  ADVANCED  MICRO  DEVICES 
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U.S. 

Hong  Kong 

U.S. 

U.S. 
France 

U.S. 
Ireland 
Ireland 


U.S. 

Sweden 

U.S. 

U.S. 

Japan 

Germany 
Japan 
France 

Germany 
U.S. 

Japan 
Japan 

U.S. 

U.S. 
Norway 

U.S. 
Britain 
Canada 

U.S. 

U.S. 

U.S. 
U.S. 
Canada 
U.S. 
U.S. 

U.S. 

U.S. 

U.S. 

Britain 

Australia 

U.S. 

Switzerland 

Netherlands 

Japan 

U.S. 

Japan 

U.S. 

Spain 

Britain 

U.S. 


4 
4 
4. 
4. 
41 

4i 

4  ! 

4 
4. 

4.1 


U.S.  4 

Britain  4. 

Greece  4. 

U.S.  4 

Switzerland  4 

Canada  4 

U.S.  4.) 

Spain  4 

Finland  4.1 

Canada  4 j 

U.S.  41 

U.S.  4 

U.S.  4.1 

Canada  4.1 

U.S.  4.[ 


4 
4 
4 
4 
4 

4 

4.1 
4.1 
4  [ 
4 

4| 
4 
4 
4. 1 

4 

4 
4 

4 

4.1 
3.1 

3. 
3 
3 
3 
3 

3.1 

3I 

3 

3| 

3 

3 
3 
3 
3 
3 

3 
sl 

3 

3 

3| 


80  BusinessWeek  /  July  15,  2002 


"We  told  KPMG  Consulting: 

Texans  should  do  government 

business  online,  not  in  line." 


'KPMG  Consulting  and  the  State  of  Texas  have 
certainly  hit  a  home  run  with  the  people  of 
Texas.  In  90  days,  we  provided  our  citizens 
with  TexasOnline  ...  establishing  our  place  in 
the  market. 

'We've  lowered  the  transaction  cost  for  people 
to  do  their  government  business.  The  benefits 
are  endless,  and  we've  only  begun  to  scratch 
the  surface." 


www.TexasOnline.com 


"This  is  a  very  new  opportunity  in  government 
providing  services  on  the  Internet.  We  saw 
this  as  a  business  problem,  not  a  technology 
problem. 

"So  we  created  a  solution  where  we  not  only 
build  and  manage  the  technology,  but  we 
manage  the  accounting,  finance,  marketing, 
public  relations,  customer  service,  and 
translation  services. 

"We're  very  proud  to  have  just  had  our  5 
millionth  visit  to  TexasOnline." 


YOU  CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 
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The  BusinessWeek  Global  1000 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company  shows  its  nationality  and  rank 
within  that  nation.  To  find  the  statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


41«  ABB(SWI-ll) 
119  Abbey  National  (BR-16) 
40  Abbott  Laboratories  (US-28) 
144  ABN  AMRO  Holding  (NE-6) 
214  Accenture(US-112) 
551  Accor(FR-32) 
493  ACE  (US-243) 
431  Acom  (JA-53) 
3M  Adecco  iSWI-10) 
517  Adobe  Systems  (US-254) 
1000  Advanced  Micro  Devices  (US479) 
650  Advantest  (JA-84) 

140  Aegon  (NE-5) 
4(7  Aeon  (JA-57) 
635  Aetna  (US-309) 

608  Affiliated  Computer  Svcs.  (US-297) 

240  AFLAC  (US-131) 

til  Agere  Systems  (US-391) 

499  AGF  (FR-30) 

366  Agilent  Technologies  (US- 185) 

632  Aiful  (JA-81) 

302  Air  Uquide  (LI  (FR-21) 

410  Air  Products  &  Chemicals  (US-204) 

972  Aisin  Seiki  (JA-140) 

616  Ajmomoto  (JA-79) 

339  Uczo  Nobel  (NE-9) 

297  Albertson's  (US-156) 

357  Alcan  (CA-10) 

269  Alcatel  (FR-20) 

141  Alcoa  (US-83) 

916  All  Nippon  Airways  (JA-130) 
547  Alleanza  Assicuraaoni  (IT-17) 
891  Allegheny  Energy  (US426) 
546  Allergan  (US-270) 
674  Alliance  &  Leicester  (BR-56) 

62  Allianz  (GE-2) 
592  Allied  Domecq  (BR-48) 
359  Allied  Irish  Banks  (IR-2) 
159  Allstate  (US-87) 
263  Alltel  (US-139) 
569  Almanij  (BE-6) 
667  Altadrs(SP-ll) 
596  ALTANAIGE-24) 
637  Altera  (US-311) 
189  Altran  Technologies  (FR-48) 
998  Amadeus  Global  Travel  (SP-15) 
649  Amazon.com  (US-315) 
745  AMB  Generali  Holding  (GE-28) 
625  Ambac  Financial  (US-305) 
990  Amcor(AS-19) 
958  Amdocs  (US-458) 
615  Amerada  Hess  (US-30O) 
6*4  Ameren  (US-330) 
308  American  Electric  Power  (US-160) 

57  American  Express  (US-37) 

11  American  International  Group  (US-9) 
775  American  Standard  (US-374) 
924  American  Water  Works  (US-444) 
554  AmerisourceBergen  (US-275) 
679  Amersham  (BR-57) 

70  Amgen  (US42) 
416  AMP  Ltd.  (AS-8) 
558  AmSouth  Bancorporation  (US-277) 

574  Amvescap  (BR-46) 

345  Anadarko  Petroleum  (US-175) 
323  Analog  Devices  (US-165) 

10  Anheuser-Busch  (US-49) 
612  Anthem  (US-299) 

36  AOL  Time  Warner  (US-25) 
491  Aon  (US-241) 
515  Apache  (US-289) 
736  Apollo  Group  (US-357) 
531  Apple  Computer  (US-265) 
107  Applied  Materials  (US-64) 
132  Aramark  (US-397) 
598  Arcelor  (FR-34) 
472  Archer  Daniels  Midland  (US-230) 
866  Archstone-Smith  Trust  (US-418) 
643  Asahi  Breweries  (JA-121) 

575  Asahi  Glass  (JA-71) 
792  Asahi  Kasei  (J A- 109) 
722  ASF  (FR-42) 

501  ASML  Holding  (NE- 14) 

854  AssaAbloy(SWE-15) 

146  Assicurazioni  Generali  (IT-5) 

619  Associated  Bntish  Foods  (BR-52) 

31  AstraZeneca  (BR-6) 

90  AT&T  [US-53) 
192  AT&T  Wireless  (US-102) 

jpco  (SWE-14) 
251  Australia  &  New  Zealand  Banking  (AS-6) 
129  Automatic  Data  Processing  (US-72) 
767  AutoNation  (US-37 1) 
466  Autostrade  (IT-10) 
523  AutoZone  (US-258) 

60  Aventis  (FR-2) 
671  Avery  Dennison  (US-328) 
352  Avon  Products  (US-180) 
123  Axa(FR-8) 


468  BAA  BR-40] 

241  BAE  Systems  (BR-21) 

351  Baker  Hughes  (US-181) 

112  Balase  Holding  (SWI-18) 

75  Banc  One  (US-45) 

686  BancaFk)euram(IT-21) 

506  Banca  Monte  del  Paschi  di  Siena  (IT-15) 

921  Banca  Nazionale  del  Lavoro  (IT-24) 

96  Banco  Bilbao  Vizcaya  Argentaria  (SP-3) 

565  Banco  Comercial  Portugues  (BCP)  (PO-2) 

471  Banco  Popular  Espanol  (SP-9) 

87  Banco  Santander  Central  Hispano  (SP-2) 

19  Bank  of  America  (US-14) 

335  Bank  of  Ireland  (IR-1) 

367  Bank  of  Montreal  (CA-12) 

163  Bank  of  New  York  (US-88) 

221  Bank  of  Nova  Scotia  (CA-3) 

887  Bank  of  Yokohama  (JA-128) 

991  Banknorth  Group  (US-476) 

56  Barclays  (BR-9) 

315  Barrick  Gold  (CA-14) 

155  BASF  (GE-10) 

121  Baxter  International  (US-71) 
179  Bayer  (GE-11) 

229  BB&TIUS-119) 

211  BCE  (Bell  Canada  Enterprises)  (CA-5) 

911  BEA  Systems  (US442) 

750  Bear  Stearns  (US-363) 

459  Becton,  Dickinson  (US-224) 

441  Bed  Bath  &  Beyond  (US-219) 

445  Beiersdorf(GE-21) 

51  BellSouth  (US-34) 

25  Berkshire  Hathaway  (US-19) 

287  Best  8uy  (US-152) 

273  BG  Group  (BR-22) 

112  BHP  Billiton  (AS/BR-NR) 

KR  BHP  Billiton  LTD  (AS-5) 

NR  BHP  Billiton  PLC  (BR-26) 

603  Biogen  (US-294) 

591  Biomet(US-291) 

MO  Biovail  (CA-32) 

956  BISYS  Group  (US-456) 

730  BJ  Services  (US-354) 

539  Block  (H&R)  (US-266) 

144  Blockbuster  (US-404) 

960  BMC  Software  (US-459) 

153  BMW  (GE-9) 

69  BNP  Paribas  (FR-3) 

571  BOC  Group  (8R47) 

122  Boeing  (US68) 

353  Bombardier  (CA-9) 
496  Boots  (BR43) 

396  Boston  Scientific  (US- 198) 

435  Bouygues (FR-28) 

I  BP  (BR-1) 

522  Brambles  Industries  (AS/BR-NR) 

NR  Brambles  Industries  LTD.  (AS-1/) 

NR  Brambles  Industries  PLC  (BR-85) 

983  Brascan  (CA-39) 

354  Bndgestone  (JA-39) 

53  Bnstol-Myers  Squibb  (US-35) 

166  British  American  Tobacco  (BR-15) 

176  Bntish  Land  (BR-73) 

201  British  Sky  Broadcasting  Group  (BR-18) 

703  Broadcom  (US-340) 

179  Brocade  Communications  (US-421) 

716  Brown-Forman  (US-377) 

116  BT  Group  (BR- 12) 

414  Burlington  Northern  Santa  Fe  (US-207) 

541  Burlington  Resources  (US-268) 


613  Cable  &  Wireless  (BR-51) 

279  Cadbury  Schweppes  (BR-23) 

651  Cadence  Design  Systems  (US409) 

366  Campbell  Soup  (US- 193) 

951  Canada  Life  Financial  (CA-35) 

363  Canadian  Imperial  Bank  (CA-11) 

464  Canadian  National  Railway  (CA-19) 

971  Canadian  Natural  Resources  (CA  38) 

934  Canary  Wharf  Group  (BR-80) 

124  Canon  (JA-9) 

693  Cap  Gemini  (FR-40) 

310  Capital  One  Financial  (US  161) 

143  Cardinal  Health  (US-80) 

919  Caremark  Rx  (US-439) 

233  Carnival  (US-122) 

113  Carrefour  (FR-6) 

512  Casino.  Guichard  Perrachon  (FR  31) 

442  Castorama  Dubois  invesbssements  (FR-29! 

231  Caterpillar  (US-120) 

791  Cathay  Pacific  Airways  (HK-13) 

•97  CDW  Computer  Centers  (US-430) 

HI  Celestica  (CA-25) 

219  Cendant  (US-1 15) 

309  Central  Japan  Railway  (JA-33) 

342  Centnca  (BR-28) 

953  Centres  Comerciales  Carrefour  (SP- 14) 

913  CenturyTel  (US441) 

915  CEPSAISP-13) 

197  CGNU  (BR-17) 


561  Charter  One  Financial  (US-279) 

194  Cheung  Kong  Holdings  (HK-2) 

31  ChevronTexaco  (US-21) 

641  Chiron  (US-313) 

599  Christian  Dior  (FR-35) 

341  Chubb  (US-173) 

347  Chubu  FJectnc  Power  (JA-38) 

820  Chugoku  Electric  Power  (JA-117) 

106  CibaSpezialitatenchemie(SWI-17) 

284  Cigna  (US-151) 

606  Cincinnati  Financial  (US-296) 

708  CINergy  (US-343) 
503  Cintas  (US-246) 

160  Circuit  City  Group  (US-414) 

23  Cisco  Systems  (US-17) 

5  Citigroup  (US-5) 

134  Clear  Channel  Communications  (US-75) 

426  Clorox  (US-214) 

453  CLP  Holdings  (HK-5) 

719  CNA  Financial  (US-351) 

12  Coca-Cola  (US-10) 

460  Coca-Cola  Enterprises  (US-225) 

902  Cotes  Myer  (AS-18) 

147  Colgate-Palmolive  (US-82) 

169  Comcast  (US-90) 

399  Comerica  (US-199) 

443  Commerzbank  (GE-20) 

178  Commonwealth  Bank  of  Australia  (AS-4) 

199  Compass  Bancshares  (US-432) 

304  Compass  Group  (BR-24) 

440  Computer  Associates  IntJ.  (US-218) 

553  Computer  Sciences  (US-274) 

326  ConAgra  Foods  (US-166) 

264  Concord  EFS(US-140) 

246  Conoco  (US-129) 

471  Consolidated  Edison  (US-233) 

835  Constellation  Energy  Group  (US- 399) 

984  Convergys  (US-435) 

974  Cooper  Industries  (US-465) 

903  Corning  (US434) 
977  Corus  Group  (BR-82) 

232  Costco  Wholesale  (US-121) 

709  Countrywide  Credit  Inds.  (US-344) 
204  Cox  Communications  (US-107) 
190  Credit  Agricole  (FR-15) 

288  Credit  Lyonnais  (FR-19) 

926  Credit  Saison  (JA-133) 

86  Credit  Suisse  Group  (SWI-5) 

412  CRH  (IR-3) 

618  CSX(US-302) 

349  CVS  (US-178) 


427  Dai  Nippon  Pnntjng  (JA49) 

766  Danchi  Pharmaceutical  (JA-102) 

633  Daikin  Industries  (JA-119) 

931  Daily  Mail  &  General  Trust  (BR-79) 

72  DaimlerChryster  (GE-3) 

937  Daiwa  Bank  Holdings  (JA-136) 

456  Daiwa  Securities  Group  (JA-56) 

610  Dampskibsselskabet  Af  1912  (DE-3) 

680  Dampskibsselskabet  Svenborg  (DE4) 

428  Danaher  (US-215) 
320  Danske  Bank  (DEI) 

907  Darden  Restaurants  (US-438) 

177  Dassault  Systemes  (FR-47) 

370  DBS  Groi'p  Holdings  (SI-3) 

402  Deere  (US-201) 

639  Degussa  (GE-25) 

862  Delhaize  Groupe  (BE-10) 

46  Dell  Computer  (US-32) 

505  Delphi  (US-248) 

316  Denso  (JA-34) 

564  Dentsu  (JA-70) 

13  Deutsche  Bank  (GE-5) 

III  Deutsche  Borse  (GE-32) 

MS  Deutsche  Lufthansa  (GE-29) 

259  Deutsche  Post  (GE-15) 

77  Deutsche  Telekom  (GE-4) 

543  Devon  Energy  (US-269) 

226  Dexia  (BE-2) 

91  Diageo(BR-ll) 

901  Diamond  Offshore  Drilling  (US-433) 

706  Dixons  Group  (BR-61) 

975  DnB  Holding  (NO-5) 

742  Dollar  General  (US-360) 

115  Dollar  Tree  Stores  (US423) 

234  Dominion  Resources  (US- 123) 

622  Dover  (US-303) 

141  Dow  Chemical  (US-78) 

M5  Dow  Jones  (US-417) 

880  DSM  (NE-18) 

720  DST  Systems  (US-352) 

594  DTE  Energy  (US-292) 

16S  Duke  Energy  (US-89) 

71  DuPont(US-47) 

823  DuPont  Canada  (CA-31) 


111  EONIGE-7) 

321  EADS  (FR-25) 

222  East  Japan  Railway  (JA-19) 


461  Eastman  Kodak  (US-226) 

754  Eaton  (US-365) 

270  eBay  (US- 145) 

372  EchoStar  Communications  (US-187) 

617  Ecolab  (US-336) 

764  Edison  International  (US-341) 

941  EFG  Eurobank  Ergasas  (GR-3) 

559  Eisai  (JA-69) 

314  D  Paso  (US-163) 

374  Bectrabel  (BE-4) 

612  Electricidade  de  Portugal  (EDP)  (PO-3) 

692  Electrolux  (SWE-12) 

507  Electronic  Arts  (US-250) 

170  Electronic  Data  Systems  (US-91) 

260  EMCIUS-137) 

176  Emerson  Etectric  (US-95) 

817  Enbndge  (CA-30) 

285  EnCana  (CA-6) 

253  Endesa  (SP-5) 

110  EneJOT-4) 

973  Engelhard  (US464) 

52  ENI  (IT-1) 

905  ENSCO  International  (US436) 

447  Entergy  (US-220) 

K4  EOG  Resources  (US-416) 

985  Equifax  (US-472) 

351  Equity  Office  Properties  (US-179) 

568  Equity  Residential  (US-284) 

230  Ericsson  (LM)  (SWE-1) 

966  Essilor  International  (FR-51) 

511  Estee  Lauder  (US-251) 

239  Exelon  (US-127) 

984  Expedia  (US-471) 

957  Express  Scnpts  (US457) 

3  Exxon  Mobil  (US-3) 


619  Family  Dollar  Stores  (US-332) 

37  Fannie  Mae  (US-26) 
355  Fanuc  (JA40) 

530  Federated  Department  Stores  (US-261) 
261  FedEx  (US-138) 
651  Fiat  Group  (IT- 19) 
100  Fifth  Third  Bancorp  (US-57) 
311  Fmandere  Richemont  (Compagnie)  (SWI-9) 
666  Finmeccanica  (IT-20) 
142  First  Data  (US-79) 
142  First  Tennessee  Natl.  (US403) 
433  FirstEnergy  (US-216) 
562  Flserv(US-280) 
104  FleetBoston  Financial  (US-61) 
656  Flextronics  International  (US-318) 
132  Ford  Motor  (US-74) 
647  ForeningsSparbanken(SWE-ll) 
327  Forest  Laboratories  (US-167) 
149  Forts  (BE-1) 
867  Fortum  (FI-4) 
560  Fortune  Brands  (US-278) 
711  Fosters  Group  (AS- 13) 
195  Fox  Entertainment  Group  (US  103) 
404  FPL  Group  (US-202) 
114  France  Telecom  (FR-14) 
395  Franklin  Resources  (US-196) 

79  Freddie  Mac  (US-48) 
711  Fresenius  Medical  Care  (GE-26) 
914  Friends  Provident  (BR-77) 
257  Fuji  Photo  Film  (JA-23) 
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534  Fujisawa  Pharmaceutical  (JA-65) 
266  Fujitsu  (JA-27) 
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423  George  Weston  (CA-16) 
711  Georgia-Pacific  (US-338) 
631  Gilead  Sciences  (US-310) 
102  Gillette  (US-59) 
16  GlaxoSmithKline  (BR-2) 
567  GlobalSantaFe  (US-283) 
lit  Golden  State  Bancorp  (US  384; 
415  Golden  West  Financial  (US-208) 
106  Goldman  Sachs  Group  (US-63) 
134  Grainger  (WW.)  (US-398) 
7tl  Granada  (BR-68) 
417  Great-West  Lifeco  (CA-20) 
lit  GreenPoint  Financial  (US-390) 
614  Groupe  Bruxelles  Lambert  (BE-7) 
211  Groupe  Danone  (FR-16) 
762  Groupe  UCB  (BE-9) 
434  Gucci  Group  (NE-11) 
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245  Heineken  (NE-8) 
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HI  Hilton  Hotels  (US-380) 
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454  Hotam(SWI-12) 

29  Home  Depot  (US-20) 
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131  Honeywell  International  (US-73) 
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516  Hoya  (JA-61) 
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217  Hughes  Electronics  (US-114) 

(31  Huntington  Bancshares  [US- 396) 

814  Husky  Energy  (CA-33) 
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670  IDEC  Pharmaceuticals  (US-324) 
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741  International  Game  Tech  (US-399)i[ 

191  International  Paper  (US- 104) 

341  Interpublic  Group  (US-177) 
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479  Intuit  (US-234) 

779  INVENSYS(BR-65) 
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945  Insh  Life  &  Permanent  (IR-5) 

7M  ITOCHU  (JA106) 

IK  lto-Yokado(JA-17) 

710  in  Industries  (US-345) 


45  J  P  Morgan  Chase  (US-31) 
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7K  Japan  Airlines  (JA- 108) 

431  Japan  Telecom  (JA-51) 

311  Japan  Tobacco  (JA-36) 

858  JDS  Uniphase  (US-412) 
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417  John  Hancock  Financial  Svs.  (UW  | 

9  Johnson  &  Johnson  (US 7) 

577  Johnson  Controls  (US-286) 

121  Johnson  Electric  Hofdin, 

122  Jones  Apparel  Group  I 

317  Kansai  Qectnc  Power  (JA-32) 

313  Kao  (JA-31) 

971  Kawasaki  Steel  (JA-139) 

392  KBC  Bancassurance  Holding  (BE-5 

271  KDDI  (JA-26) 

2N  Kellogg  (US- 148) 

734  Kerr-McGee(US-356) 

317  KeyCorp  (US-192) 

495  Keyence  (JA-59) 

7H  KeySpan  (US-378) 

125  Kimberty-Ctark  (US-69) 

79t  Kinder  Morgan  (US-379) 

6S9  King  Pharmaceuticals  (US-319) 

641  Kingfisher  I  BR  54) 

',:ppon  Railway  (JA- 100) 

549  Kirirt  Brewery  (JA-68) 
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The  world's  busiest  airport, 

5  interstate  highways, 

and  still  some  people 

prefer  to  walk. 


IPH 


■1 


Georgia  is  home  to  the  best  highway  system  in  the  nation.  When  you  consider  that,  along  with  two  international 
deepwater  ports  and  easy  access  to  Hartsfield  International  Airport,  you'll  see  why  so  many  companies  have 
decided  to  make  Georgia  their  home,  too.  But  while  our  infrastructure  makes  getting  here  easy,  you'll  find  many 
other  advantages  that  make  it  rather  difficult  to  leave. 


Georgia  on  my  mind 
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463  KLA-Tencor  (US-227) 

788  Knight  Riddef  (US-372) 

172  Kohl's  (US-92) 

207  Konlnklijke  Ahold  (NE-7) 

401  Koninklljke  KPN  (NE-10) 

993  Koninklijke  Numico  (NE-19) 

39  Kraft  Foods  (US-27) 

235  Kroger  (US-124) 

Ml  Kubola  (JA-127) 

272  Kyocera  (JA-25) 

6S2  Kyushu  Electnc  Power  (JA-85) 


130  L-3  Communications  (US-395) 

S33  Laboratory  Corp.  of  America  (US-308) 

325  Lafarge  (FR-24) 

601  Lagardere  (FR-39) 

921  Lamar  Advertising  (US-446) 

597  .and  Securities  (BR-49) 

476  Lattice  Group  (BR-42) 

393  Legal  &  General  Group  (8R-33) 
913  Leggett  &  Piatt  (US-387) 

290  Lehman  Brothers  Holdings  (US-153) 

550  Lexmark  International  (US-272) 

939  U&Fung(HK-15) 

131  Liberty  Media  (US-76) 
44  Ully(B0(US-3O) 

412  Limited  Brands  (US-206) 

525  Lincoln  National  (US-259) 

728  Unde  (GE-27) 

303  Unear  Technology  (US-190) 

54  Lloyds  FSB  Group  (BR-8) 

394  Loblaw  (CA-15) 

157  Lockheed  Martin  (US-85) 

409  Loews  (US-203) 

950  Lonza  Group  (SWI- 19) 

105  Lowe's  (US-62) 

946  LSI  Logic  (US-453) 

266  Lucent  Technologies  (US-142) 

743  Lundbeck  (H.)  (DE-5) 

494  Luxottjca  Group  (IT- 13) 

167  LVMH  Moet  Hennessy  Louis  Vuitton  (FR-12) 


552  M&T  Bank  (US-273) 
819  Mabuchi  Motor  (JA- 116) 
727  Magna  International  (CA-27) 
909  Man  Group  (BR-83) 
296  Manulife  Financial  (CA-7) 
519  Marathon  Oil  (US-255) 
343  Marks  &  Spencer  (BR-29) 
452  Marriott  International  (US-223) 

150  Marsh  &  McLennan  (US-86) 
664  Marshall  &  llsley  CUS-321) 
124  Marui(JA-118) 

340  Masco  (US-172) 

595  Matsushita  Comm.  Industrial  (JA-77) 

151  Matsushita  Electric  Industrial  (JA-13) 
737  Matsushita  Electric  Works  UA-97) 
403  Mattel  (US-237) 

282  Maxim  Integrated  Products  (US-149) 
437  May  Department  Stores  (US  . 
535  MBIA(US-263) 
139  MBNAIUS-77) 

99  McDonald's  (US-56) 
362  McGraw-Hill  (US-182) 
420  McKesson  (US-211) 

605  MeadWestvaco  (US-331) 
475  Mediaset(IT-ll) 
540  Medlmmune  (US-271) 
602  Mediobanca  (IT- 18) 
702  Mediolanum  (IT-23) 

59  Medtronic  (US-39) 
254  Mellon  Finanaal  (US- 134) 

15  Merck  (US-12) 
845  Merck  KGAA  (GE-30) 
117  Memll  Lynch  (US-66) 
ISO  r/etlJte  (US-97) 
424  Metro  (GE-19) 
963  Metro-Goldwyn-Mayer  (US-461) 
579  MGIC  Investment  (US-287) 
715  MGM  Mirage  (US-349) 
802  Michelin  (FR-45) 
714  Microchip  Technology  (US-348) 
301  Micron  Technology  (US-158) 

2  Microsoft  (US-2) 
262  Millea  Holdings  (JA-24) 
952  Millennium  Pharmaceuticals  (US-455) 
787  Mitsubishi  Chemical  (JA-107) 
378  Mitsubishi  Corp.  (JA-43) 
432  Mitsubishi  Electric  (JA-52) 
389  Mitsubishi  Estate  (JA-46) 
382  Mitsubishi  Heavy  Industries  (JA-45) 
875  Mitsubishi  Motors  (JA-126) 
037  Mitsubishi  Pharma  (JA-120) 

84  Mitsubishi  Tokyo  Financial  (JA-5) 
429  Mitsui  &  Co.  (JA-50) 
917  Mitsui  Chemicals  (JA-131) 
593  Mitsui  Fudosan  (JA-76) 
532  Mitsu  Sumitomo  Insurance  (JA-64) 
103  Mizuho  Holdings  (JA-16) 
704  mm02  (BR-66) 
906  Mohawk  Industries  (US437) 
617  Molex(US-301) 
638  Monsanto  (US-312) 
601  Moody's  (US-293) 

68  Morgan  Stanley  (US41) 
027  Morrison  (Wm  )  Supermarkets  (BR-70) 

100  Motorola  (US  65) 
502  MTR  (HK-8) 

93  Munchener  Rueck.  (GE-6) 


244  Murata  Mfg.  (JA-22) 
943  Murphy  01  (US452) 


691  Nabors  Industries  (US-334) 

135  National  Australia  Bank  (AS-3) 
959  National  Bank  of  Canada  (CA-37) 
069  National  Bank  of  Greece  (GR-2) 
203  National  City  (US-106) 

744  National  Commerce  Fin.  (US-361) 

333  National  Grid  Group  (BR-27) 

771  National  Semiconductor  (US-373) 

765  Nationwide  Financial  (US-370) 

361  NECUA-41) 

30  Nestle  (SWI-2) 

925  Network  Appliance  (US-445) 

587  New  York  Times  (US-290) 

408  Newell  Rubbermaid  (US-239) 

365  Newmont  Mining  (US-184) 

120  News  Corp.  (AS-2) 

049  Next  (BR-71) 

908  Nextel  Communications  (US-475) 

873  NIOEC  (JA-125) 

293  Nike  (US- 155) 

406  Nikko  Cordial  (JA-48) 

930  Nikon  (JA-134) 

209  Nintendo  (JA-18) 

004  Nippon  Express  (JA-1 15) 

542  Nippon  Mitsubishi  Oil  (JA-66) 

405  Nippon  Steel  (JA-47) 

41  Nippon  Telegraph  &  Telephone  (JA-3) 

683  Nippon  Television  Network  (JA-91) 

702  Nippon  Unipac  Holding  (JA-93) 

093  Nippon  Yusen  (JA-129) 

829  NiSource  (US-394) 

130  Nissan  Motor  (JA-10) 

803  Nitto  Denko  (JA-114) 

749  Noble  (US-362) 

40  Nokia  (Fl-l) 

136  Nomura  Holdings  (JA-12) 

672  Nomura  Research  Institute  (JA-90) 

240  Nordea  (SWE-2) 

540  Norfolk  Southern  (US-267) 

321  Norsk  Hydro  (NO-2) 

053  Nortel  Networks  (CA-24) 

676  North  Fork  Bancorp.  (US-327) 

900  Northern  Rock  (BR-75) 

391  Northern  Trust  (US- 195) 

312  Northrop  Grumman  (US-162) 

17  Novartjs  (SW1-1) 

695  Novellus  Systems  (US-335) 

397  Novo-Nordisk  (DE-2) 

324  NTT  Data  (JA-37) 

14  NTT  DoCoMo  (JA-1) 

008  Nucor  (US-382) 

040  NVIDIA  (US407) 


510  OCBC  Bank  (SM) 

401  Occidental  Petroleum  (US-200) 

755  Office  Depot  (US-366) 

769  0|i  Paper  (JA-103) 

900  Old  Republic  Intl.  (US-468) 

431  Olivetti  (IT-9) 

994  Olympus  Optical  (JA-141) 

258  Omnicom  Group  (US-136) 

967  Omron  (JA-138) 

919  Ono  Pharmaceutical  (JA-132) 

08  Oracle  (US-51) 

663  Oracle  Corp.  Japan  (JA-88) 

161  Orange  (FR  11) 

74  Oreal  (L')  (FR-4) 

648  Oriental  Land  (JA-83) 

600  Onx  (JA-78) 

927  Orkla  (N04) 

735  Osaka  Gas  (JA-96) 

941  Oxford  Hearth  Plans  (US-451) 
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815  Paccar  (US-389) 
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449  Pitney  Bowes 
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760  Plum  Creek  Timber    ;s-368) 

265  PNC  Financial  Svcs. :  JS-141) 

923  Popular  (US-443) 

922  Porsche  (GE-33) 

405  Portugal  Telecom  (PO-1) 

750  Power  Corp.  of  Canada  (CA-28) 

455  Power  Financial  (CA- 18) 

607  PowerGen  (BR-50) 

465  PPG  Industries  (US-228) 

Oil  PPL(US-385) 


404  Praxair  (US-238) 

053  Preussag(GE-31) 

096  Price  (T.  Rowe)  (US429) 

411  Principal  Rnancial  (US-205) 

21  Procter  &  Gamble  (US-16) 

396  Progress  Energy  (US- 197) 

330  Progressive  (US- 168) 

930  ProLogis  (US-449) 

634  Promise  (JA-82)  v 

213  Prudential  (BR-20) 

206  Prudential  Financial  (US-109) 

477  Public  Service  Enterprise  Group  (US-232) 

095  Public  Storage  (US428) 

942  Publicis  (FR-50) 


940  Qlogic  (US450) 

175  Qualcomm  (US-94) 

521  Quest  Diagnostics  (US-257) 

514  Qwest  Communications  (US-252) 

665  RJ.  Reynolds  Tobacco  (US-322) 

814  Radian  Group  (US-388) 

716  RadioShack  (US-350) 

500  RAS  (IT-14) 

230  Raytheon  (US-125) 

400  Reckitt  Benckiser  (BR-34) 

107  Reed  Elsevier  (NE/BR-NR) 

m  Reed  EJsewer  NV  (NE-12) 

m  Reed  Bsevier  PLC  (BR-31) 

537  Regions  Rnancial  (US-264) 

012  Reliant  Energy  (US-386) 

306  Renault  (FR-22) 

573  Rentokil  Initial  (BR-45) 

295  Repsol  YPF  (SP-6) 

450  Reuters  Group  (BR-38) 

299  Ricoh  (JA-30) 

162  Rio  Tinto  (AS/8R-NR) 

NR  Rio  Tinto  LTD  (AS-10) 

NR  Rio  Tinto  PLC  (BR- 19) 

929  Robert  Half  International  (US-447) 

43  Roche  Holding  (SW1-3) 

970  Rockwell  Automation  (US-463) 

063  Rockwell  Collins  (US415) 

230  Rohm  (JA-20) 

531  Rohm  &  Haas  (US-262) 

920  RoHs-Royce  (BR-78) 

533  Rolo  Banca  1473  (IT-16) 

694  Royal  &  Sun  Alliance  Ins.  (8R-58) 

160  Royal  Bank  of  Canada  (CA-1) 

35  Royal  Bank  of  Scotland  Group  (BR-5) 

933  Royal  Canbbean  Cruises  (US-448) 

NR  Royal  Dutch  Petroleum  (NE-1) 

7  Royal  Dutch/Shell  Group  (NE/BR-NR) 

94  Royal  Philips  Electronics  (NE-3) 

193  RWE  (GE-12) 

944  Ryanair  Holdings  (IR-4) 


757  Sabre  Holdings  (US-367) 

964  Saleco  (US-462) 

208  Safeway  (US-1 10) 

872  Safeway  PLC  (BR-72) 

421  Sainsbury  (J.)  (BR-36) 

274  Saint-Gobain  (Compagnie  de)  (FR-17) 

900  Sampo  (FI-5) 

319  San  Paoto-IMI  (IT-8) 

717  Sandvik  (SWE-13) 

660  Sankyo  (JA-87) 

711  Sanmina-SCI  (US-346) 

85  Sanofi-Synthelabo  (FR-5) 

526  Sanyo  Electric  (JA-63) 

126  SAP  (GE-8) 

250  Sara  Lee  (US-133) 

24  SBC  Communications  (US-18) 

962  Scania  (SWE-17) 

373  Schenng  (GE-17) 

97  Schenng-Ptough  (US-55) 

145  Schlumberger(US-81) 

360  Schneider  Electnc  (FR-26) 

249  Schwab  (Charles)  (US-132) 

696  Scottish  &  Newcastle  (BR-59) 

509  Scottish  &  Southern  Energy  (BR-44) 

413  Scottish  Power  (BR-35) 

701  Scnpps  (EW.)  (US-339) 

225  Sears.  Roebuck  (US-117) 

492  Seat  Pagine  Gialle  (IT-12) 

377  Secom  (JA-42) 

645  Secuntas  (SWE-10) 

935  SEGA  (JA-135) 

747  Seibu  Railway  (JA-99) 

794  Sekisui  House  (JA-1 11) 

009  Sempra  Energy  (US-383) 

474  Serono(SWI-13) 

004  ServiceMaster  (US427) 
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999  Severn  Trent  (BR-84) 
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910  Shire  Pharmaceuticals  (BR-76) 

759  Shiseido  (JA-101) 

857  Shizuoka  Bank  (JA-122) 

515  Siebel  Systems  (US-253) 

61  Siemens  (GE-1) 

720  Simon  Property  (US-353) 

513  Singapore  Airlines  (SI-5) 
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402  Six  Continents  (BR-39) 

0S6  Skandia  Forsakring  (SWE-16) 
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203  SLM  (US-150) 

524  SMC  (JA-62) 

800  Smith  &  Nephew  (BR-69) 

623  Smiths  Group  (BR-53) 

901  Smurfit-Stone  Container  (US-469) 

761  Snam  Rete  Gas  (IT-22) 

152  Societe  Generate  (FR-10) 

770  Sodexho  Alliance  (FR-43) 

796  Softbank  (JA-112) 

662  Solectron  (US-320) 

733  Sofvay(BE-8) 

954  Sonera  (FI-6) 

63  Sony  (JA-4) 

216  Southern  Co.  (US-1 13) 

506  SouthTrust  (US-249) 

332  Southwest  Airlines  (US-169) 

976  Sovereign  Bancorp  (US-466) 

269  Sprint  FON  Group  (US-144) 

425  Spnnt  PCS  Group  (US-213) 

752  SPX  (US-364) 

783  St.  George  Bank  (AS-14) 

004  SL  Jude  Medical  (US-295) 

504  St.  Paul  (US-247) 

322  Standard  Chartered  (BR-25) 

448  Staples  (US-221) 

400  Starbucks  (US-235) 

628  Starwood  Hotels  &  Resorts  (US-306) 

277  State  Street  (US-147) 

220  Statoil  (NO-1) 

855  Srjlwell  Financial  (US411) 

174  STMicroelectronics  (FR-13) 

329  Stora  Enso  (FI-2) 

419  Stryker  (US-210) 

150  Suez (FR-9) 

504  Sumitomo  Chemical  (JA-74) 

027  Sumitomo  Corp  (JA-80) 

723  Sumitomo  Electric  Industries  (JA-94) 

133  Sumitomo  Mitsui  Banking  (JA-11) 

544  Sumitomo  Trust  &  Banking  (JA-67) 

221  Sun  Hung  Kai  Properties  (HK-4) 

298  Sun  Ufe  Financial  Svs.  of  Canada  (CA-8) 

105  Sun  Microsystems  (US-99) 

572  Suncor  Energy  (CA-21) 

566  SunGard  Data  Systems  (US-282) 

210  SunTrust  Banks  (US-Ill) 

979  Supervalu  (US-467) 

655  Suzuki  Motor  (JA-86) 

556  Svenska  Cellulosa  Aktjebolaget  (SWE-6) 

403  Svenska  Handelsbanken  (SWE4) 
725  Swatch  Group  (SWI- 16) 

518  Swire  Pacific  (HK-6) 

992  Swiss  Life  (SWI-20) 

137  Swiss  Re  (SWI-6) 

218  Swisscom  (SWI-8) 

050  Symantec  (US-408) 

626  Syngenta  (SWI-14) 

571  Synovus  Rnancial  (US-285) 

646  Synthes-Stratec  (SWI-15) 

227  Sysco  (US-1 18) 


746  Taisho  Pharmaceutical  (JA-98) 

95  Takeda  Chemical  Industries  (JA-7) 

439  Takefuji  (JA-54) 

721  Talisman  Energy  (CA-26) 

103  Target  (US#)) 

995  TCF  Rnancial  (US477) 

756  TDC  (DE-6) 

590  TDK  (JA-75) 

878  Telecom  Corp.  New  Zealand  (NZ-1) 

64  Telecom  Italia  (IT-2) 

67  Telefonica  (SP-1) 

160  Telefonica  Moviles  (SP4) 

932  Telekom  Austria  (AT-1) 

644  Telenor  (NO-3) 

090  Telephone  &  Data  Systems  (US-431) 

508  Telia  (SWE-7) 

907  Tellabs(US474) 

119  Telstra  (AS-1) 

177  Tenet  Healthcare  (US-96) 

030  Teradyne  (US4CO) 

164  Tesco(BR-14) 

71  Texas  Instruments  (US43) 

660  Textron  (US-323) 

671  TF1  Television  Francarse  1  (FR-38) 

630  Thales  (FR-36) 

199  Thomson  (CA-2) 

570  Thomson  Multimedia  (FR-33) 

657  3i  Group  (BR-55) 

73  3M  (US-44) 

529  Thyssen  Krupp  (GE-23) 

HO  Tiffany  (US-376) 

109  TIM  (IT-3) 

390  TJX  (US-194) 

069  Tohoku  Electric  Power  (JA-89) 
154  Tokyo  Electnc  Power  (JA-14) 
300  Tokyo  Electron  (JA-44) 

501  Tokyo  Gas  (JA-73) 

070  Tokyu  (JA-124) 

777  TonenGeneral  Sekiyu  (J A- 105) 

306  T-Online  International  (GE- 18) 

576  Toppan  Pnnbng  (JA-72) 

965  Toray  Industries  (JA- 137) 

041  Torchmark  (US-402) 

256  Toronto-Dominion  Bank  (CA-4) 

317  Toshiba  (JA-35) 

772  Tostem  Inax  Holding  (JA-104) 


090  Total  System  Services  (US-425) 

26  TotalFinaFJf  (FR-1) 
793  Toyota  Industries  (JA-1 10) 

20  Toyota  Motor  (JA-2) 
457  TPGINE-13) 

003  Transatlantic  Holdings  (US-422) 
620  TransCanada  PipeUnes  (CA-22) 
369  Transocean  (US-186) 
237  Travelers  Property  Casualty  (US-12 
996  Trend  Micro  (JA-142) 
344  Tnbune(US-174) 
631  TRWIUS-307) 
315  TXU  (US- 164) 

09  Tyco  International  (US-52) 
OH  Tyson  Foods  (US-381) 


01  U.S.  Bancorp  (US-50) 

47  UBS  (SWM) 

291  UFJ  Holdings  (JA-28) 

102  Unicredito  Italiarvo  (IT-6) 

50  Unilever  (NE/BR-NR) 

NR  Unilever  NV  (NE4) 

NR  Unilever  PLC  (BR-13) 

774  Union  Fenosa  (SP-12) 

275  Union  Pacific  (US-146) 

643  Union  Planters  (US-314) 

503  UnionBanCal  (US-288) 

336  United  Overseas  Bank  (SI  2) 

49  United  Parcel  Service  (US-33) 

127  United  Technologies  (US-70) 

705  United  Utilities  (BR-67) 

150  UnitedHealth  Group  (US-84) 

502  Unwsion  Communications  (US-24! 

490  Unocal  (US-244) 

099  UnumProvident  (US-337) 

436  UPM-Kymmene  (FI-3) 

304  USA  Interactive  (US-191) 

673  UST(US-325) 


949  Valero  Energy  (US-454) 

491  Veritas  Software  (US-242) 

20  Verizon  Communications  (US- 15) 

074  VF  (US420) 

34  Viacom  (US-24) 

799  VINCI  (FR-44) 

997  Vishay  Intertechnology  (US-478) 

407  Vivendi  Environnement  (FR-27) 

121  Vivendi  Universal  (FR-7) 

506  VNU  (NE-15) 

27  Vodafone  Group  (BR-4) 

200  Volkswagen  (GE-13) 

555  Volvo  (SWE-5) 

071  Vornado  Realty  Trust  (US-419) 

047  Vulcan  Materials  IUS-405) 

66  Wachovia  (US^W)) 

96  Walgreen  (US-54) 

4  Wal-Mart  Stores  (US4) 

76  Walt  Disney  (US46) 

642  Wanadoo  (FR-37) 

101  Washington  Mutual  (US  58) 

732  Washington  Post  (US-355) 

243  Waste  Management  (US-128) 

713  Weatherford  International  (US-347) 

911  Weight  Watchers  IntJ.  (US-440) 

969  Wella  (GE-35) 

422  WellPoint  Heatth  (US-212) 

33  Wells  Fargo  (US-23) 

906  Wendy's  International  (US473) 

729  Wesfarmers  (AS-12) 

497  West  Japan  Railway  (JA-60) 

021  WestfieW  Holdings  (AS-16) 

252  Westpac  Banking  (AS-7) 

961  Westwood  One  (US-460) 

292  Weyerhaeuser  (US-154) 

730  Wharf  Holdings  (HK-11) 
046  Whirlpool  iUS-405) 

609  Williams  (US-298) 

0S9  Willis  Group  Holdings  (US413) 

707  WMC(AS-ll) 

690  Wolseley  (BR-60) 

731  Wotters  Kluwer  (NE-17) 

795  Woodside  Petroleum  (AS-15) 

500  Woofworths  Ltd.  (AS  9) 

375  WPP  Group  (BR-32) 

330  Wrigley(Wm.)Jr.(US-171) 

42  Wyeth  (US-29) 

563  Xcel  Energy  (US-281) 

381  >'iinx(US-189) 

376  XL  Capital  (US-188) 
469  Yahoo!  (US-229) 
797  Yahoo!  Japan  (JA-1 13) 
450  Yamanouchi  Pharmaceutical  (JA-55| 
406  Yamato  Transport  (JA-58) 
724  Yasuda  Fire  &  Marine  Insurance  (J/ 
473  Yum!  Brands  (US-231) 
654  Zimmer  Holdings  (US-317) 
025  Ztons  Bancorp.  (US-393) 
212  Zunch  Financial  Services  Group  (SVl 
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Bright  outside.  Brilliant  inside. 


The  NEC  lineup  of  MultiSync®  CRT  and  LCD  monitors  deliver  sharp  views  and  significant  values. 
All  because  the  technology's  smarter.  We've  made  them  more  intelligent  to  make  your  computing 
more  productive  and  cost-efficient.  With  a  host  of  IT-friendly  features  that  offer  centralized  control 
and  easier  asset  management.  Plus  available  dual  digital/analog  interfaces  that  extend  the  life  of 
your  monitor  investment.  You'll  slash  energy  costs  with  innovative  power  management  features. 
And  save  space  with  streamlined  cabinets  and  smaller  footprints. 

Choose  LCDs  when  space  is  at  a  premium  and  energy  efficiency  is  critical.  Or  go  with  CRTs  for  lowest 
total  cost  of  ownership  and  great  performance.  Either  way, you  get  fatigue-free  viewing,  featuring 
precise  geometries  and  fast  refresh  rates.  With  our  wide  range  of  models  to  fit  any  application 
along  with  superior  service  and  support, you'll  see  there's  never  been  a  better  time  to  see  more 
with  NEC — a  world-class  provider  of  visual  display  solutions. 
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Government 


POLITICS 


WE  SHALL 
OVERCOME,  TOO 

A  cadre  of  young,  centrist  African  Americans  is  redefining  black  politics 


In  Alabama,  congressional  races  are 
usually  sleepy  affairs.  This  has  been 
especially  true  in  the  Seventh  Con- 
gressional District,  which  includes 
parts  of  Birmingham  and  Montgomery, 
birthplace  of  the  civil  rights  movement. 
For  the  past  10  years,  the  African 
American  majority  there  overwhelm- 
ingly reelected  civil  rights  standard- 
bearer  Earl  F.  Hilliard,  60.  But  on  June 
25,  the  first  black  Alabaman  to  serve 
in  Congress  since  Reconstruction  was 
defeated  in  a  $1.5  million  slugfest. 


also  joins  a  small  but  influential  cadre  of 
African  Americans  who  are  redefining 
what  it  means  to  be  a  black  elected  of- 
ficial. These  young  guns  may  be 
Democrats,  but  they  are  more  centrist 
than  their  "take  it  to  the  street"  elders, 
whose  views  were  shaped  by  the  civil 
rights  struggle.  They  largely  eschew 
Big  Government  and  instead  march  to 
the  cadence  of  economic  growth,  high- 
tech  jobs,  free  trade,  and  even  tax  cuts. 
The  day  after  his  surprise  upset,  Davis 
pledged  "to  reach  out  in  an  aggressive 


the  old  guard  are  Cory  Booker,  33,  w 
became  a  media  darling  when  he  ch; 
lenged  four-term  Newark  (N.J.)  Ma\ 
Sharpe  James,  66.  While  Booker's  b 
fell  short,  he  vows  to  run  again. 

Then  there's  Kwame  M.  Kilpatrick, 
the  youngest  elected  mayor  in  Detroi 
history,  and  Representative  Harold 
Ford  Jr.  (D-Tenn.),  who  won  his  fathe 
seat  in  1996  at  age  26.  And  Dallas  May 
Ron  Kirk,  who  at  48  is  older  than  1 
New  Wave  brethren,  is  giving  Texa 
torney  General  John  Cornyn  a  run  for  1 


A  New  Generation 


Unlike  older  black  leaders,  younger  black  politicians  have  a 
pro-business  agenda  that  doesn't  cast  the  government  as  a  savior 


The  33-year-old  ex- 
Newark  City  Council 
member  challenged 
four-term  Mayor 
Sharpe  James,  66 


At  the  age  of  26,  the 
Tennessee  Dem  won 
his  father's  seat  in 
Congress  in  1996  but 
has  higher  ambitions 


The  ex-prosecutor,  34, 
defeated  a  civil  rights 
veteran  to  represent 
Alabama's  Seventh 
Congressional  District 


The  32-year-old,  scion 
of  a  political  family, 
is  the  youngest 
elected  mayor  in  the 
history  of  Detroit 


The  twice-elected 
Dallas  mayor,  48, 
is  vying  with  the 
Texas  AG  for  a 
U.  S.  Senate  seat 


The  victor?  Another  African  Ameri- 
can. But  the  similarity  ends  there.  Artur 
Davis,  who  defeated  Hilliard  in  a  De- 
mocratic primary  runoff,  is  an  ambi- 
tious, Harvard-educated  former  prose- 
cutor who  ran  as  a  pro-business 
moderate.  The  34-year-old  Davis  bested 
Hilliard  by  challenging  him  as  an  old- 
school  pol  and  pounding  at  his  support 
for  the  Palestinians. 

With  no  Republican  opponent,  Davis 
is  assured  of  a  seat  in  Congress.  He 


manner  to  the  business  community." 
This  new  breed  is  also  more  willing 
to  experiment  with  alternatives  to  tra- 
ditional social  welfare  programs.  Some 
are  amenable  to  vouchers  and  charter 
schools  to  fix  public  education.  "The 
younger  generation,"  says  David  J.  Gar- 
row,  a  Pulitzer  Prize-winning  civil  rights 
historian,  "is  unwilling  to  simply  em- 
brace earlier  agendas  just  because  older 
generations  espoused  them." 

Among  others  looking  to  push  aside 


money  to  represent  the  Lone  Star  St 
in  the  U.  S.  Senate. 

The  philosophical  breach  betwe 
younger  and  older  black  pols  can 
traced  in  part  to  their  divergent  exi 
riences.  As  the  older  generation  came 
age,  the  federal  government  was  a  p 
itive  force  in  their  lives.  Washing! 
not  only  removed  the  vestiges  of  J 
Crow  laws  but  also  provided  money 
build  schools,  create  jobs,  and  subsid 
health    care    and    housing.    But    1 
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Sprint 


Compare;  Latin:  confer  I  abbrev:  Cf . 

Looking  for  e-business  services  that  are  beyond  compare?  Start  looking  at  Sprint  Managed  Services,  the 
first  to  be  awarded  Cisco  Goid  Certification  status.  Sprint  provides  you  with  a  single  point  of  contact  for 
building  a  comprehensive  e-busmeSs  —  from  hardware  to  software,  maintenance,  transport  and  consulting. 
Our  professionals  assess,  design  and  implement  systems  tailored  to  your  specific  needs.  Then  they  run  on 
one  of  the  world's  fastest,  most  reliable  Tier  1  IP  backbones  (that  would  be  ours)  in  the  very  best  place  to 
optimize  it:  a  Sprint  E|Solutionssm  Center  constructed  to  full  redundancy  including  2N  on  critical  components. 
End-to-end  connectivity,  reliability  and  scalability.  Maybe  that's  why  the  businesses  who  know  the  Web 
know  there's  no  comparison  to  our  advanced  Sprint  ElSolutions  Center  services.  But  make  your  own 
comparisons,  visit  sprint.com/fineprint 


Copyright  ©  Sprint  2002.  All  rights  reserved. 


now,  more  than  ever, 

feel  secure 


that  only  the  right  people 

access  your  Network. 


Keep  your  valuable  data  out  of  the  wrong  hands  with  the  power  of  Access  and  Security  solutions  from  Novell. 
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www.novell.com/solutions/access_securitytoday. 

Novell 

the  power  to  chaNge 


©  Copyright  2002  Novell,  Inc  All  rights  reserved  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell.  Inc..  in  the  United  Slates  and  other  countries. 


overnment 


ger  pols  missed  that  struggle.  "In 
ol,  I  studied  what  my  parents  par- 
ated  in,"  says  Booker, 
e   younger   cohort   seems   more 
•e  of  the  limits  of  what  government 
iccomplish,  particularly  in  the  realm 
lucation.  For  example,  the  poor  per- 
ance  of  inner-city  schools  has  prod- 
upstarts  such  as  Booker  to  support 
hers,  a  position  that  doesn't  sit  well 
the  old  guard, 
ecording  to  a  study  by  the  Joint 
er  for  Political  and  Economic  Stud- 
19%  of  black  officials  between  ages 
nd  40  support  vouchers,  compared 
only  23%  of  those  between  ages  50 
64.  Now  that  the  Supreme  Court 
declared  vouchers  constitutional, 
e  younger  black  leaders  may  be 
\  more  emboldened  to  champion  the 
bf  public  funds  for  private  education. 
I  course,  to  implement  their  agen- 
these  whippersnappers  must  first 
election.  But  the  torch  is  rarely 
ed  without  a  struggle.  When  polls 
Wed  that  Davis  was  closing  in  on 
ard,  27  House  members,  including 


mother,  Carolyn  C.  Kilpatrick,  has  rep- 
resented Detroit  in  Congress  for  the 
past  six  years.  And  Ford's  father,  ex- 
Representative  Harold  Ford  Sr,  rep- 
resented Memphis  for  22  years.  But 
the  familial  resemblances  end  there. 
Kilpatrick  has  pledged  to  expand  De- 
troit's economy,  not  with  new  govern- 
ment programs  but  by  attracting  new 
technology  companies.  And  Ford,  a 
member  of  the  conservative  Blue  Dog 
Coalition  in  the  House,  supports  free- 
trade  initiatives. 

Ford  chafes  at  being  confined  to  a 
traditional  civil  rights  agenda.  When 
asked  to  give  the  keynote  address  at 
the  2000  Democratic  convention,  he 
penned  a  stem-winder  advocating  tough 
education  standards.  Presidential  nomi- 
nee Al  Gore's  advisers,  however,  had 
their  own  speech,  one  laden  with  refer- 
ences to  the  civil  rights  struggle.  Ford 
refused  to  deliver  it,  making  his  nation- 
al debut  as  a  New  Dem  who  happened 
to  be  black,  rather  than  vice  versa. 

A  centrist  political  philosophy  has 
an  obvious  upside  for  black  politicians: 


ie  young  guns'  more  centrist  politics  expands 
eir  appeal  to  white  voters,  giving  them  a  better 
pt  at  winning  statewide  or  even  national  office 


ority  Leader  Richard  A.  Gephardt 
Mo.)  and  Minority  Whip  Nancy 
t>si  (D-Calif.),  sent  checks  to  support 

incumbent.  In  Booker's  case,  New 
sey  Governor  James  E.  McGreevey 
tnised  to  support  a  sports  arena  for 
vark  if  voters  reelected  James, 
jlany  black  leaders  also  worry  that 
young  bloods  have  been  too  quick  to 
ndon  the  civil  rights  cause.  "There 

still  scars  of  racism  embedded  in 
terican  society,"  warns  Representa- 

John  Lewis  (D-Ga.),  who  organized 

first  lunch  counter  sit-in  and  who 
Jrded  campaign  messages  for 
iard's  reelection  bid.  "We  are  not 
Pe  yet,  and  I  hope  the  new  breed 
erstands  that." 

"ormer  Dallas  Mayor  Kirk  says  that, 
running  for  office,  he  is  paying  hom- 

to  the  generation  that  paved  his 
r  but  is  under  no  obligation  to  push 
ir  philosophy.  "Public  service  is  the 
1  I  repay  my  parents,"  he  says.  "I 
e  to  be  given  the  latitude  to  bring 

experience  to  the  table,  and  my  ex- 
ience  is  different  from  theirs." 
Scions  of  political  families,  such  as 
Patrick  and  Ford,  have  had  an  easi- 
time  winning  office.   Kilpatrick's 


They  will  have  a  better  shot  at  winning 
statewide  or  even  national  office  if  they 
can  appeal  to  moderate  white  voters. 
Ford  openly  discusses  his  ambitions  to 
run  for  a  Senate  seat.  And  it's  no  acci- 
dent that  Kirk,  who  was  twice  elected 
mayor  of  racially  diverse  Dallas — the 
second  time  with  74%  of  the  vote — 
boasts  on  the  campaign  trail  of  his 
strong  ties  to  the  business  community. 
Kirk  also  likes  to  mention  that,  on  his 
watch,  the  Dallas  City  Council  cut 
property  and  auto  taxes.  "Their  politi- 
cal philosophy  has  to  speak  to  more 
than  their  African  American  con- 
stituents if  they  want  to  win  outside  of 
minority  districts,"  says  Al  From,  ceo 
of  the  centrist  Democratic  Leadership 
Council. 

With  the  graying  of  the  civil  rights 
movement,  a  generational  hand-off  is 
inevitable.  On  May  14,  as  Booker  anx- 
iously awaited  election  returns  in  the 
Newark  mayoral  primary,  From  called 
to  lift  the  candidate's  spirits.  "I  told 
Cory  he  shouldn't  be  disappointed  if  he 
lost,"  From  says.  "Regardless  of  the 
outcome,  it  spelled  the  end  of  Sharpe's 
career — and  the  beginning  of  his." 
By  Alexandra  Starr  in  Washington 
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ADVERTISEMENT 


Novell 

presents 

one  Net 

tech  fact 
of  the  week. 


What  percentage  of 
companies  use  browser-based 
applications  to  conduct 
business  with  partners? 

a.  9% 

b.  39% 

c.  59% 

d.  89% 


"b" 


answer: 

In  an  online  survey  of  73 1  business 
people,  nearly  four  in  ten  said  they 
used  browser-based  applications  (other 
than  email)  to  do  business  with  their 
outside  partners  or  suppliers.  Not 
surprisingly,  the  bigger  the  company, 
the  more  likely  they  were  to  use 
web-based  applications  to  conduct 
business  with  partners. 


Percentage  of  companies  who 
use  web- based  applications  to 
do  business  with  partners 


54% 


Data  provided  by 

In-StatBfUa 

www.instat.com 


http://www.novell.com/ 
solutions/spp 


^  * 


*w.   V* 


ONCE  AGAIN  THE  MOST  CELEBRATED  BRAND  OF  4x4s* 
HAS  REASON  TO  CELEBRATE. 

2002  4x4  OF  THE  YEAR  4-Wheel  &  Off-Road  Magazine:  Grand  Cherokee  Overland 

2002  FOUR  WHEELER  OF  THE  YEAR  Four  Wheeler  Magazine:  Grand  Cherokee  Overland 

2002  DESIGN  &  ENGINEERING  AWARD  Popular  Mechanics:  Liberty 


To  learn  more  about  our  lineup  of  award-winning  4x4s;  call  1-800-925-JEEP  or  visit  jeep.com. 


Jeep 


THERE'S  ONLY  ONE 

*  Based  on  major  U.S.  national  auto  publications,  1982-2002.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 


)evelopments  to  Watch 


TED  BY  OTIS  PORT 


WTO  PUT 
LL'S-EYES 
CANCER  CELLS 

:ancer  patients,  nothing 
carier  than  metastasis — 
spread  of  malignant  cells, 
n  signaling  that  the  cancer 
t  be  cured.  But  a  strate- 
conceived  by  Philip  S. 
v,  a  Purdue  University 
mist,   and    Endocyte   of 

t   Lafayette,    Ind.,    has 
)d  more  than  200  mice 

advanced  metastatic  lung 
cer.  The  approach  will  be 
ed  in  people  this  fall. 
Tie  trick  is  to  tag  cancer 
s,  wherever  they  are,  so 

can  be  spotted  by  the 
mne  system  or  targeted 
drugs.  For  tags,  Low  and 

Endocyte  team  use  a 

called  fluorescein.  In- 
,ed  into  a  mouse,  it 
mpts  the  animal  to  pro- 
e  antibodies  that  can  rec- 
ize  the  dye.  Next,  the 
m  attaches  fluorescein 
ecules  to  folate,  a  form 
vitamin  B  that  certain 
es  of  cancer  cells — lung, 
rian,  and  kidney  tumors, 

example — capture  and 
)lay  on  their  surfaces. 
Vhen  the  same  mouse  is 
cted  with  the  combined 
ecules,  the  tumor  cells  that 
ure  the  folate  also  end  up 
iring  the  immunogenic  dye. 

It  means  the  immune  sys- 
can  spot  and  destroy  the 
lors.         Aliya  Stemstein 


EARTH  OFF  THE  BALANCE 


RECENT  SCIENTIFIC  STUDIES  CONTINUE  TO  WARN  THAT 

humanity's  demands  on  natural  resources  are  reaching, 
or  have  already  hit,  unsustainable  levels.  Perhaps  the 
most  dire  analysis  comes  from  an  international  group  of 
scholars  led  by  Mathis  Wackernagel,  a  researcher  at  the 
Redefining  Progress  think  tank  in  Oakland,  Calif. 

Published  on  the  Web  site  of  the  Proceedings  of  the 
National  Academy  of  Sciences,  the  study  measured 
mankind's  "ecological  footprint"  over  the  past  40  years. 
The  researchers  calculated  the  globe's  total  resources 
for  growing  crops,  raising  feedstock,  harvesting  timber, 
burning  fuels,  and  fishing.  Their  preliminary  findings: 
Demand  on  the  biosphere  now  outstrips  what  it  can 
supply.  Humanity  was  using  70%  of  the  earth's  regener- 
ative capacity  in  1961,  reached  parity  in  the  mid-1970s, 
and  demand  has  exceeded  the  biosphere's  ability  to  re- 
plenish its  resources  by  at  least  25%  since  1999. 

Meanwhile,  environmental  scientist  Richard  Gill  at 
Washington  State  University  is  focusing  on  the  ability 
of  soil  to  absorb  excess  carbon  dioxide.  As  reported  in 
the  June  6  issue  of  Nature,  his  work  at  an  Agriculture 
Dept.  field  lab  near  Temple,  Tex.,  isn't  encouraging. 
Greenhouse  gas  levels  haven't  been  rising  as  fast  as 
C02  emissions  because  the  soil  has  been  soaking  up  the 
C02.  However,  the  soil  seems  to  be  approaching  satura- 
tion, which  would  mean  that  global  warming  may  soon 
begin  to  accelerate.  ■ 


SERIOUS  UPGRADE 

IRTHE 

WISE  MISSILE 


UISE    MISSILES    FLY    AT   A 

atively  leisurely  speed  of 
>ut  550  mph.  That's  slow 
>ugh  to  be  shot  down  by 
/anced  air-defense  sys- 
is.  But  a  new  breed  of  hy- 
"sonic  cruise  missile  is 
ant  to  zip  past  any  fore- 
'able  defense  and  smack 
nsient  targets  almost  in- 
ntly  from  hundreds  of 
les  away. 
The  engine  for  these  fu- 


turistic speed  demons  was 
developed  by  Johns  Hopkins 
University's  Applied  Physics 
Laboratory  (apl)  in  Laurel, 
Md.  It  was  ground-tested  by 
NASA  on  May  30  and  per- 
formed flawlessly  under  sim- 
ulated conditions  at  90,000 
feet  and  a  speed  of  Mach  6.5. 
That's  6.5  times  the  speed  of 
sound,  or  roughly  4,250  mph. 
Thus,  even  a  target  at  the 
missile's  maximum  range  of 
700  miles  can  be  reached  in 
only  10  minutes. 

The  new  powerplant  is  a 
so-called  ramjet.  Unlike  ordi- 
nary  jet    engines,    ramjets 


don't  have  a  turbofan  to  suck 
in  air.  Instead,  they  rely  on 
hypersonic  speed  to  force  air 
into  special  intake  scoops.  A 
rocket  would  launch  the  mis- 
sile, and  the  ramjet  would 
kick  in  at  Mach  3.5.  The  new 
engine  is  next  slated  to  be- 
gin a  series  of  flight  tests 
that  will  run  un-  ^^^ 
til  2005.  apl's       ^LmrmMinClWOlOGttSjP 
two  industrial  ^^^^^SSm^^     K   * 

partners — Boe-     ^^p  mm  

ing     and     Gen-  WET  ZEPPELIN: 

Corp's  Aerojet  unit,  which  An  artist's 

built  the  engine — are  nan-  rendering  of  a 

dling  this  phase  of  the  dirigible  fire- 

HyFly  program.  ■  fighting  ship 


FIGHTING  FIRE 
WITH  MAN-MADE 
RAINSTORMS 

WITH   FOREST   FIRES   RAGING 

in  Colorado,  California,  and 
Arizona,  scenes  of  helicopters 
dumping  big,  150-gallon  buck- 
ets of  water  on  blazing  trees 
have  become  a  staple  of  TV 
news.  A  team  of  aerospace 
engineers  led  by  Ralph  E. 
Pope  Jr.  thinks  there's  a 
better  way  to  fight  fires: 
artificial  thunder  clouds  in 
the  form  of  gigantic  airships, 
or  dirigibles. 

Pope's  startup,  Wetzone 
Engineering  in  Huntington 
Beach,  Calif.,  was  formed  by 
a  group  of  airship  engineers 
who  left  Lockheed  Martin 
Corp.  and  Boeing  Co.  They 
envision  a  1,000-foot-long  air- 
ship that  carries  nearly  a 
quarter-million  gallons  of  wa- 
ter and  discharges  it  through 
big  showerhead  nozzles  at  up 
to  60,000  gaUons  an  hour.  The 
ship  could  provide  a  steady 
downpour  for  four  hours — 
longer,  if  copters  replenished 
its  reservoir. 

Pope  figures  the  first  mod- 
el "will  cost  a  godawful 
amount,  maybe  $80  million." 
But  he  hopes  to  attract  in- 
vestors because  both  World 
SkyCat  in  Oxford,  England, 
and  CargoLifter  in  Brand, 
Germany,  are  gearing  up  to 
build  a  new  generation  of 
mammoth  airships  designed 
to  haul  loads  weighing  up  to 
1,000  tons.  SkyCat  expects  to 
launch  its  first  dirigible  later 
this  year,  while  CargoLifter's 
launch  is  not  likely  before 
2005.  SkyCat  and  Wetzone 
are  collaborating  on  a  family 
of  airships,  at  varying  price 
points,  for  different  terrains 
and  various 
^  sizes  of 
forest 


fires. 
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With  a  glimpse  of  our  past, 
you  can  picture  our  future. 


/ 


'\it •5S**'- 


Our  growing  collection  of  photos,  letters  and  news  clippings 
tells  a  remarkable  story.  Following  the  social  unrest  of  1992, 
John  Bryant  formed  Operation  HOPE,  an  organization 
committed  to  bringing  economic  literacy  and  empowerment 
to  the  underserved  people  in  the  Los  Angeles  area.  In  the 
decade  since,  some  five  hundred  low-income  homeowners 
and  business  owners  were  created,  over  S94  million  in  lending 
commitments  were  secured  and  more  than  87,000  inner-city 
youth  have  been  taught  the  basics  of  personal  finance. 

But  we  aren't  just  about  numbers.  We're  about  people.  For 
without  the  help  of  bankers,  teachers,  major  corporations 
and  local  businesspeople,  those  numbers  wouldn't  have  been 
possible.  People  giving  other  people  a  hand  up — not  a  handout. 
After  ten  years,  we're  just  getting  started.  But  if  our  scrapbook 
is  any  indication,  the  future  will  be  full  of  HOPE. 

To  get  involved,  visit  our  Web  site  at  operationhope.org. 


OPERATION 

■^HOPE 


Celebrating  a  decade  of  empowerment. 


cience  &  Technology 


COMMENTARY 


By  Paul  Magnusson 


SMALLPOX:  WHO  SHOULD  BE  IMMUNIZED? 

hort  of  a  nuclear  JMH  ■■                  RPVI^SI  |1|U|I|||W|  far  less  harmful  than 

missile  attack,  f       i^M^^^f^nk^^m^J^^LmiJ^^miC *^tTB5  smallpox,  and  it's  conta- 

nothing  would  be  '^^^   *wt  w"^K^jj^^^  i^^J^^v  AJBm      jf9k<  gious.  In  past  immuniza- 

uite  as  devastating  to  1            V^^K               ^^Bfil^flf      M^i[l            Y   '  tion  programs,  209?  of 

merica  as  a  half-dozen  I             u    4a30^H^L  '"'w^Bfc^TS      l/a^^l  those  suffering  vaccine- 

trrorists  loose  in  urban     4 -  *  .»  ■        W^W^r    *W    -*—^m  ^^1  related  symptoms  had  not 

ubways  with  contain-  .  I         ^^^^^K       v^r     i^Hk^      i      Ib^V.^JU  been  inoculated  them- 

rs  of  airborne  smallpox  all            V         Wfc  ^fcl/^SlA  M.  *^^^^^   '>\  T  selves.  "That's  what 

erms.  In  a  worst-case  ^^Hfl                                 ^                       J^^H             /  W  makes         societal  deci- 

hundreds  «■                 I               t  >^T|                                 ^L~b^91 

nwitting  commuters  r»                       ^^^.^^1     ■!                                                    I  CURB,NG  A             a  Per~ 

ould  soon  experience  %^J        vH                               !■      ^^*?V^^^  ^^^  SCOURGE:       sonal  choice," 

u-like  fevers  and  aches  I  ■           \fl                   ^ -i-l_«£^^B                ^B  Sum  1 1  pox       says  D.  A. 

isting  for  about  two  Bi                                         ^L^        ^|       W       I         4        1 

reeks.  Before  the  first  I   ___^^^J                         ^^^fl                 1  f        *  I  f/o//.s               U.S.  scien- 

isfiguring  skin  pox  ap-  ^^^^^                                   W                    ^%   1  New 

ear,  the  victims  would  ^r                                              ^r  ^^    *"  ^.^/        i  <"'/ '/ zn           ' '"'  wor^~ 

pread  the  deadly  virus  ^^^^^^B                  "^W                           lwM                     ^1  ^y'~                wu!('  {'^lt  to 

others.  Within  one  ^^^^^^^™                      ^^^^^^^^^MM^r^k.            1          i                          stamp  out 

xmth,  an  epidemic  WHy  T|JE  y|RyS  STR|KES  TERRQR  smallpox  in  the  1970s, 
rould  rage  out  of  con-                                                                                                                        The  middle  path  ad- 

ol,  killing  one-third  of  ►  Smallpox  kills  a  third  of  its  victims  and  blinds  others  dresses  both  objections. 

he  people  infected.  Of         "'""". "~~  ,  !"."«""'      .  ^  Screening  out  people 

he  remainder,  one-  ►  The  virus  has  been  stockpiled  in  the  U.S.  and  Russia whose  immune ^tems 

enth  would  be  blinded,       >  North  Korea  and  Iraq  may  also  have  their  own  stockpiles         are  already  damaged  by 

nd  many  more  terribly      aids  or  cancer  treat- 

carred.                                 *inoc.ulation^  ments,  while  barring 

The  U.S.  government      ^  Few  peop|e  retain  immunity  from  past  vaccinations  y°unS  children,  could  cut 

an't  guarantee  that  vaccine-related  deaths  to 

uch  an  attack  won't  occur,  but  it  will  they  may  have  come  in  contact  with.  an  estimated  one  in  a  million,  says 

oon  have  the  means  to  thwart  the  This  approach  was  last  used  in  the  Bicknell.  In  addition,  vaccinated  vol- 

errorists.  By  the  fall,  U.S.  stockpiles  U.S.  in  1947  when  an  infected  busi-  unteers  would  naturally  produce  a 

if  smallpox  vaccine  will  reach  nearly  nessman  arrived  from  Mexico  by  bus  substance  in  their  blood  called  vac- 

00  million  doses,  enough  for  the  en-  in  New  York  City.  Authorities  vacci-  cinia  immune  globulin,  which  could 

ire  population.  Then,  the  Bush  Ad-  nated  more  than  6  million  people  in  a  be  harvested  and  administered  as  a 

ninistration  will  have  to  choose  month.  Only  12  contracted  the  dis-  therapy  to  people  suffering  mild 

mong  a  range  of  options.  It  can  per-  ease,  and  just  two  died.  complications. 

nit  the  vaccination  of  up  to  20,000               The  trouble  is,  ring  containment  is  The  risk  of  a  terrorist  attack  can't 
nedical  personnel,  as  recommended  based  on  a  chance  outbreak,  not  a  be  quantified.  But  homeland  security 
in  June  20  by  an  advisory  medical  terrorist  attack.  "It  is  not  going  to  experts  note  ominously  that  both 
anel.  Or  it  could  heed  Richard  work  against  a  thinking  agency  like  Iraq  and  North  Korea  vaccinate  at 
evinson  at  the  American  Public  al  Qaeda  in  a  highly  mobile,  concen-  least  some  of  their  military,  suggest- 
iealth  Assn.  and  "immunize  everyone  trated,  and  un vaccinated  society,"  ing  that  they  may  have  stockpiles  of 
is  quickly  as  possible."  The  best  ap-  says  Randall  J.  Larsen,  director  of  smallpox.  And  Russians  once  pro- 
>roach,  however,  is  a  middle  path  that  the  ansek  Institute  for  Homeland  duced  tons  of  highly  weaponized 
las  received  little  attention:  allow  Security,  a  Washington  think  tank.  forms  of  the  virus,  some  of  which 
arefully  screened,  healthy  adults  to  Forced  to  respond  to  a  series  of  at-  may  now  be  in  terrorists'  hands, 
olunteer  for  vaccination.  "The  more  tacks  in  different  cities,  health  offi-  There  are  no  easy  answers,  allows 
olunteers  you  vaccinate,  the  slower  cials  would  be  quickly  overwhelmed.  Henderson.  He  advocates  a  cautious 
;he  spread  of  any  disease  through  the          So  why  not  just  vaccinate  every-  approach,  noting  that  "this  is  a  risk- 
general  population,  and  the  more  time  one  and  stop  worrying?  Two  big  rea-  averse  society."  That's  true.  But  it's 
you  have  to  vaccinate  the  rest,"  says  sons:  Scientists  estimate  that  mass  also  why  the  government  ought  to 
William  J.  Bicknell  at  the  Boston  Uni-  vaccinations  could  lead  to  unaccept-  allow  some  voluntary  vaccinations, 
versity  School  of  Public  Health.  ably  high  rates  of  complications — up  and  let  people  decide  for  themselves 

For  now,  the  government  plans  to  to  four  deaths  per  million  from  en-  if  the  risk  is  worth  the  taking. 

tick  with  a  tried-and-true  approach  cephalitis  and  other  maladies,  as  well  

called  "ring  containment."  The  idea:  as  lesser  skin  rashes.  Secondly,  the  Magnusson  covers  homeland 

treat  the  sick  and  vaccinate  anyone  vaccine  is  itself  a  live  virus,  albeit  security  from  Washington,  D.  C. 
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Information  Technology 


STRATEGIES 


CAN  SOFTWARE 
STOP  SUNS  SLIDE? 

The  server  maker  is  betting  big  on  it-once  again 


It's  been  a  rough  year  for  computer 
server  manufacturer  Sun  Microsys- 
tems Inc.  Its  free-spending  Internet 
customers  have  gone  the  way  of  the 
dodo.  The  soft  economy  has  hurt  de- 
mand across  the  board.  Most  worrisome, 
it's  losing  market  share  to  hard-hitting 
competitors,  such  as  Dell  Computer 
Corp.  With  its  troubles  mounting,  Sun's 
stock  has  plummeted  to  less  than  $5,  a 
92%  drop  from  its  $64  peak  in  2000. 

So  how  do  Sun  execs  plan  to  get  out 
of  this  pickle?  In  a  word,  software. 
While  a  stronger  economy  will  help 
sales  recover  somewhat,  the  company's 


top  brass  think  the  hardware  giant 
needs  to  act  more  like  a  software  com- 
pany to  address  its  long-term  chal- 
lenges. In  a  move  underscoring  the  im- 
portance of  the  strategy,  Jonathan 
Schwartz,  Sun's  chief  competitive  officer 
for  the  past  three  years,  took  over  the 
newly  created  position  of  executive 
vice-president  for  software  development 
on  July  1.  "Software  is  right  at  the 
center  of  the  future  of  this  company," 
says  Schwartz. 

The  software  strategy,  dubbed  Sun 
ONE,  for  Open  Net  Environment,  is  de- 
signed to  spark  sales  across  the  compa- 


WITH  THE  PROGRAM 

"Software  is  right  at  the  cenj 
of  the  future  of  this  companj 
says  software  V-P  Schwartz 

ny's  product  lines,  from  serve: 
data-storage  gear.  The  idea  is 
use  software  as  a  Trojan  hors^ 
get  into  big  corporate  accounts  \ 
will  then  buy  more  of  everytfc 
from  Sun.  The  most  aggress 
move  is  Sun's  decision  to  give  a 
its  entry-level  application-sei 
software,  a  $3,000-and-up  p: 
that    handles    simple    e-busi 
tasks  like  e-commerce  trans; 
and  runs  the  software  for 
complex  e-business  functions. 
in  the  door,  Sun  figures  it  will 
easily  sell  additional  software 
things  like  controlling  employ 
cess  to  networks.  That  should 
the  company  to  grab  a  slice  of| 
$28  billion  infrastructure-soft' 
market — and  sell  more  hard 
To  back  up  the  effort,  the  com] 
in  May  set  up  a  1,000-person 
and  service  group  dedicated  to 
ing  software. 

No  question,  Sun  needs  tc 
something  about  its  sagging 
nances.  The  Palo  Alto  (Calif.)  c 
pany's  revenues  for  the  fiscal 
that  ended  June  30  are  expe 
to  be  about  $12.4  billion,  down 
from  a  year  ago.  The  compa 
gross  margins  have  slipped  to  an 
mated  40%  this  year,  compared 
54%  last  year.  Although  it  is  expects 
break  even  in  the  June  30  quarter- 
first  time  that  has  happened  in  a  ye 
many  analysts  question  whether 
economy  alone  can  spark  rene 
growth.  "Sun  has  serious,  serious  t 
nology  and  strategic  problems," 
Bill  Whyman,  an  analyst  at  the  Pr* 
sor  Group,  an  independent  research 
in  Washington,  D.C. 

The  company  is  being  squeeze* 
both  sides.  Dell  is  concentrating  on 
$10,000  servers  and  has  boostec 
share  of  the  overall  market  to  7.4| 
the  first  quarter,  from  5%  in  2000] 
cording  to  International  Data  C 
Meantime,  IBM  is  a  strategic  thre: 
the  high  end  because  it  can  offei 
corporate  customers  complete,  eas 
use  e-business  systems  with  hardv 
software,  and  everything  else 
need.  The  result:  Sun's  share  of 
server  market  has  dropped  to  14.9 
the  first  quarter,  from  17.0%  in  : 
IDC  says. 

How  will  Sun's  new  strategy  1 
At  the  moment,  software  account 
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W  H  AT    CAN    /\ 

CANOE 

TEACH    US    ABOUT 

PARTNERSHIP? 


It's  best  if  jou  go  with  someone  who's  done  it  before 
You  cover  more  distance  when  jou  work  in  tandem 
Whether  jou  get  soaked  depends  on  proper  balance 


Wisdom  is  everywhere.  Uncommon  wisdom  is  knowing  how  to  apply  it.  As  one  of  the  nation's 

leading  corporate  and  investment  banks,  we  place  a  unique  premium  on  long-term  relationships. 

If  you  knew  us  as  First  Union  Securities,  we're  now  Wachovia  Securities.  Talk  to  us.  We'll  take  all    o-nz-w-mxriTmn 

SECURITIES 

that  jou  know  and  all  that  we've  learned  and,  together,  achieve  an  uncommon  partnership.      Uncommon  Wisdom 

Wachovia  Securities  is  the  trade  name  tor  the  corporate  and  investment  banking  services  of  Wachovia 
Corporation  and  its  subsidiaries,  including  Wachovia  Securities,  Inc.,  member  NYSE,  NASD,  SIPC. 
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less  than  5%  of  Sun's  overall  revenues, 
according  to  Whyman,  so  even  doubling 
software  sales  would  do  little  for  top-line 
growth.  Still,  the  initiative  will  give  Sun 
a  broader  product  lineup  to  compete 
with  IBM,  and  it  could  fatten  Sun's  prof- 
its. Business  software  carries  gross  mar- 
gins north  of  80%,  compared  with  about 
30%  for  most  hardware.  Doubling  soft- 
ware sales  could  add  about  $500  million 
in  gross  profit,  compared  with  $200  mil- 
lion for  a  comparable  revenue  increase 
from  hardware  products.  Sun  won't  spec- 
ify its  targets  for  software  sales  or  hard- 
ware sales  driven  by  software. 

For  all  its  grand  plans,  Sun  faces  long 
odds  given  its  track  record.  As  far  back 
as  1993,  Sun  was  promising  to  beef  up 
its  software  business.  Since  then,  it  has 


tegrate  the  two  application  servers, 
stumbled,  and  didn't  get  a  new  prod- 
uct out  the  door  for  nearly  two  years. 
Meanwhile,  IBM  and  BEA  introduced  up- 
grades at  least  once  a  year.  As  the  app- 
server  market  boomed  to  $2  billion  an- 
nually, IBM  and  BEA  dominated,  together 
selling  more  than  half  the  app  servers  in 
the  world.  Sun  is  expected  to  slip  to  a 
distant  third  this  year,  with  a  12%  share 
of  the  market,  according  to  AMR  Re- 
search Inc.  That  puts  it  neck  and  neck 
with  rival  Microsoft  and  database  giant 
Oracle  Corp. 

Sun  ONE  is  an  attempt  to  take  at  least 
part  of  that  market  back.  In  May,  Sun 
started  bundling,  for  free,  its  applica- 
tion server  with  its  own  Solaris  server- 
operating  system.  That's  only  a  first 
step.  Later  this  year,  the  com- 
pany will  offer  the  free  version 


SUN,  THE  SOFTWARE  COMPANY 

Sun  Microsystems  is  banking  on  software  to  help  boost  its  outlook.  But  it  will 
be  a  tough  climb.  Analysts  estimate  that  software  accounts  for  only  5%  of  Sun's 
$12.4  billion  in  annual  revenues.  Here  are  its  offerings  and  their  pros  and  cons, 
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JAVA  Sun's  programming 
language  is  used  to  create 
software — much  like  an  alpha- 
bet is  used  to  create  a  book. 

SOLARIS  Sun's  operating 
system  is  the  market 
leader  among  computer 
servers  that  run  Unix,  with 
a  33.6%  share. 

SUN  ONE  APPLICATION 
SERVER  Sun  is  focusing  on 
infrastructure  software.  Most 
important  is  the  Sun  ONE 
Application  Server,  which 
directs  data  for  big  e-business 
systems  and  Web  sites. 


HOW  IT  STACKS  UP 


Most  business-software  makers  use  Java.  Sun 
doesn't  make  much  money  directly  off  Java,  but 
execs  say  that  more  than  90%  of  Sun's  hardware 
sales  are  related  to  software  built  with  Java. 

The  Unix  market  is  sluggish,  with  sales  down  24% 
in  the  last  year.  Sun  server  revenues  in  the  first 
quarter  were  $1.58  billion,  off  23%  year-over-year. 
Yet  sales  of  servers  running  Microsoft's  Windows 
2000  fell  9%,  and  the  free  Linux  OS  fell  4%. 

Three  years  ago,  Sun  ruled  the  application-server 
roost.  Now  it's  a  distant  third,  with  a  12%  share 
of  the  $2  billion  market,  behind  BEA  and  IBM. 
Sun  is  trying  to  regain  ground  by  giving  away  a 
low-end  applications  server  with  the  Solaris 
operating  system.  That  should  help  it  gain  entree 
into  more  corporate  accounts. 


repeatedly  tried — and  failed — to  become 
a  bigger  player  in  the  market.  "I  re- 
spect Sun  a  great  deal,"  says  Alfred  S. 
Chuang,  ceo  of  Internet  software  giant 
bea  Systems  Inc.  "But  they  have  never 
proven  they  know  how  to  sell  software." 

The  biggest  missed  opportunity  came 
in  1998.  When  America  Online  Inc.  ac- 
quired Net  pioneer  Netscape  Communi- 
cations Corp.  that  year,  it  handed  control 
over  Netscape's  software  to  Sun,  giving 
Sun  the  two  top-selling  application 
servers  at  the  time.  Although  the  market 
was  tiny  and  fragmented  among  40  com- 
panies, Sun's  $30  million-plus  in  app-serv- 
er  sales  was  10%  of  the  total  market, 
twice  that  of  its  nearest  competitor. 

But  Sun  blew  its  lead.  It  tried  to  in- 


of  its  app-server  software  for  Linux  op- 
erating systems  and  other  UNIX  pro- 
grams— and,  in  a  move  akin  to  cats  liv- 
ing with  dogs,  for  Windows.  "We  don't 
think  [using  Windows]  is  the  wisest 
move  for  many  reasons,"  says  Schwartz. 
"But  if  that's  what  customers  want,  well 
make  that  available  to  them."  Sun  says 
it  is  more  important  to  give  customers 
options  and  compete  on  a  product-for- 
product  basis,  rather  than  lock  them 
into  a  permanent  relationship.  "Our  aim 
is  to  win  with  innovation  and  quality," 
says  Sun  ceo  Scott  G.  McNealy. 

And  a  good  sales  pitch.  McNealy  has 
forced  Sun's  more  than  300  vice-presi- 
dents to  master  Sun's  new  message.  He 
has  had  each  one  trained  to  explain  that 


Sun  can  offer  complete  e-business 
terns,  then  videotaped  them  all  givi 
three-minute  spiel.  That  should  help 
ecs  push  additional  software  to  go  i 
its  application-server  product.  Su 
selling  integration  software  that  ties 
computer  systems  together  and  w 
neatly  with  the  application-server 
ware,  directory  software  that  coni 
the  identities  of  people  using  a  com 
er  network,  and  so-called  portal 
ware  that  makes  it  easier  to  shart 
formation  over  a  corporate  netw 
Finally,  by  early  next  year,  Sun  will 
two  high-end  versions  of  its  app  se 
that  address  specific  needs  of  big 
porate  customers,  such  as  ensuring 
reliability  of  their  networks. 

Sun's  pitch,  that  it  can  offer  comj, 
computer  systems  with  hardware 
software,  is  resonating  with  some 
tomers.  They  like  the  idea 
one  company  can  res 
quickly  to  any  complaint, 
would  like  to  have  one  t 
to  choke,"  says  Tim  Von 
chief  technical  officer 
Questerra,  a  Charlottes 
(Va.)  tech  company  that 
all  of  the  software  and 
ware  for  its  network  from 
Sun's  plans  for  the  fu 
could  really  get  some  atten 
The  company  is  workin 
software,  called  Nl,  that  is 
ilar  to  the  concept  of  grid  c 
puting.  Grid  would  alio 
company  to  collect 
amounts  of  computing  p 
by  using  the  Net  to  tap 
used  computers  around 
country.  Sun's  Nl  soft 
would  enable  grid  compu 
so  its  customers  could 
computing  resources  when 
they  needed  them.  The 
version  of  Nl  is  expected 
next  year. 
Put  it  all  together,  and  Sun  e 
think  they  can  finally  compete  for 
software  deals.  "Do  we  wish  we  o 
have  done  this  faster?  Sure,"  says 
Nealy.  "But  we  absolutely  have 
right  offerings  at  the  right  place  at 
right  time." 

Still,  Sun  has  a  tough  row  to  hi 
software.  Ask  competitors  what  tl 
think  of  Sun,  and  they  don't  brist| 
they  scoff.  "I  think  they've  lost  t 
window.  They  had  an  opportunity  to 
ate  a  software  business,"  says  Scott  I 
ner,  director  of  marketing  for  IBM's 
server,  called  WebSphere.  After  y 
of  scuffling,  this  may  be  Sun's  last  she 
prove  it  can  get  software  right. 
By  Jim  Kerstetter  in  San  FrancX 
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Introducing 

BUSINESS  SOLUTIONS 

All  your  wireless  business 
needs  all  in  one  place. 


Verizon  Wireless  Business  Solutions  provides  an 
array  of  technically  advanced  products  and  services 
for  your  business.  Each  is  customized  to  your 
company's  varied  domestic  and  international  voice, 
data,  and  messaging  needs. 

Verizon  Wireless  can  keep  your  whole  office  in 
touch  -  whether  you're  across  the  hall  or  across  the 
world.  With  international  wireless  programs  like 
Global  Services,  your  business  runs  smoothly, 
allowing  you  to  keep  your  wireless  phone  number 
when  traveling  internationally  so  you'll  always  stay 
in  touch. 

Verizon  Wireless  also  helps  make  your  business 
more  efficient.  With  consolidated  billing  and 
national  pricing  plans,  everything  is  easy  and 
convenient.  And  with  Express  Network,  the  fastest 
wireless  Internet  access  available,  you  can  download 
faster,  e-mail  quicker,  and  conduct  business  more 
productively. 

Business  Solutions.  Only  from  Verizon  Wireless, 
the  largest  wireless  network  in  America.  Making 
wireless  work  better  for  you  and  your  business. 


1.866.VZW.BTOB 


vetl  OHwireless 

We  never  stop  working  for  you. 


wk  claim  based  on  industry  reports  of  carrier-operated  and  managed  covered  population. 
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Yes,  Detroit  is  losing  market  share. 
But  America  is  a  big  winner  as 
foreign  companies  turn 
the  U.S.  into  the  center 
of  a  global  industry 
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HOMETOWN  PARADE 

The  Honda  Odyssey  minivan  (front), 

Toyota  Camry  sedan,  Hyundai  Sante  Fe 

sport-utility  vehicle,  and  Mercedes-Benz  M-Class 

SUV.  All  are  made  in  the  U.S.  except  the  Sante  Fe, 

which  will  be  by  2005 


any  industry  represented  America's  industrial  might 
the  20th  century,  surely  it  was  auto  makers.  The 
handful  of  companies  clustered  around  Detroit  pro- 
duced the  assembly  line  in  1913,  tanks  and  aircraft  en- 
gines during  World  War  II,  and  thousands  of  high-pay- 
ing factory  jobs  when  peace  came.  The  industry 
became  the  backbone  of  the  U.S.  economy  and  its 
companies  America's  bellwethers.  As  cars  went,  so 
nt  the  nation. 

That's  truer  than  ever,  but  it's  no  longer  because  of  Mo- 

's  might.  Today,  it  is  foreign  players  that  are  reinvigo- 

ting  America's  car  business — and  turing  the  U.  S.  into  the 

nter  of  a  global  industry.  An  intense  new  wave  of  compe- 

ion  from  Europe  and  Asia  is  forcing  a  fundamental  trans- 

rmation  that  is  profoundly  changing  the  way  cars  and 

icks  are  designed  and  built.  Of  course,  it's  not  the  first  time 

troit  has  been  under  assault  by  foreign  auto  makers,  but 

i  is  time,  there's  a  difference.  Instead  of  arriving  by  container 

p  or  being  assembled  from  imported  parts  in  a  handful  of 

S.  factories,  this  onslaught  of  cars,  trucks,  and  sport-utili- 

vehicles  is  born  and  bred  in  America.  The  revolution  is  tak- 

%  place  in  a  second  generation  of  hyperefficient  foreign- 

ed  factories  that  are  popping  up  across  America's  rural 

th,  far  from  northern  union  halls,  in  places  such  as  Lincoln, 

a.:  Canton,  Miss.;  and  Buffalo,  W  Va. 


Cover  Story 


The  first  Japanese  transplant  factory  appeared  20  years  ago 
when  Honda  Motor  Co.  began  making  cars  in  Marys ville, 
Ohio.  More  followed,  slowly  at  first.  But  now,  they've  reached 
a  critical  mass.  The  vehicles  they  make  are  increasingly  being 
designed  and  engineered  in  this  country.  And  with  foreign- 
based  manufacturers  planning  to  boost  their  North  American 
production  capaci- 
ty 40%  by  2006, 
they  will  force  a 
fundamental  shift 
of  investment  dol- 
lars, jobs,  and  supplier  assets  from  the  North  to  the  South 
and  from  American-owned  companies  to  companies  with  over- 
seas ownership.  As  the  transplants  crank  out  hot-selling  ve- 
hicles such  as  Toyota  Tundra  pickups,  Honda  Odyssey  mini- 
vans,  and  Mercedes  M-Class  suvs,  they're  challenging  notions 
of  what  constitutes  a  domestic  industry.  This  shadow  sector  is 
more  than  just  an  encroachment:  Today,  more  than  half  the 
passenger  sedans  sold  in  America  are  import  brands — and 
more  than  half  the  vehicles  sporting  foreign  nameplates  are 
made  in  the  U.  S. 

The  new  factories  are  woven  deeply  into  the  fabric  of  the 
U.  S.  economy.  They  spawn  their  own  mini-galaxies  of  parts 
suppliers,  subassemblers,  and  service  businesses  wherever 
they  appear.  And  they're  putting  intense  pressure  on  tradi- 
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tional  American  carmakers.  Most  important,  they're  forcing 
Detroit's  Big  Three  to  resume  a  painful  restructuring  that  be- 
gan two  decades  ago  but  was  sidetracked  by  the  '90s  eco- 
nomic boom.  "By  putting  it  off,  we  may  have  amplified  the 
consequences,"  says  David  E.  Cole,  executive  director  of  the 
Center  for  Automotive  Research  (car)  in  Ann  Arbor,  Mich. 
That  may  be  bad  news  for  Motown,  but  as  globalization 
takes  root  at  home,  the  U.  S.  is  enjoying  a  massive  infusion  of 
talent  and  investment.  Indeed,  looked  at  more  broadly,  the 
U.  S.  auto  market  has  never  been  healthier — or  better  served. 
Here's  why: 

■  Better  and  cheaper  cars.  Foreign  auto  makers  have  used 
their  toehold  in  the  U.S.  and  favorable  currency  rates  to 
greatly  heighten  competition.  That  has  given  consumers  high- 
er quality,  more  choice,  and  lower  prices  from  U.  S.  as  well  as 
foreign  carmakers.  The  pressure  has  sparked  a  creative, 
more  disciplined  approach  to  product  development  that  prizes 
quality  and  efficiency. 

■  Factory  innovation.  When  Honda  built  its  first  Accord  in 
Marysville  in  1982,  the  point  was  to  dodge  import  quotas  and 
political  pressure.  But  the  transplant  factories  opening  now 
represent  a  huge  advance  in  flexibility  and  efficiency.  U.S. 
companies  are  beginning  to  follow,  but  with  little  hope  of  beat- 
ing foreign-owned  factories  on  costs,  they  must  innovate  or 
die  a  slow  death. 

■  Job  redistribution.  The  new  car  factories  now  employ  about 
50,000  people,  replacing  thousands  of  jobs  lost  in  textiles, 
steel,  and  other  dying  industries  in  the  South.  The  billions  of 
dollars  invested  by  Honda,  Toyota,  Mercedes,  BMW,  Hyundai, 
and  others  is  raising  wage  and  skill  levels  and  pressuring 
states  to  improve  educational  standards. 

On  the  losing  side  of  the  ledger,  of  course,  are  the  Big 
Three's  old-style  factories  and  their  unionized  workers.  For 
years,  the  U.  S.  industry  has  been  suffering  a  steady  drip  of 
lost  market  share  to  overseas  rivals.  But  today,  it  is  under  at- 
tack on  all  sides:  European  luxury  brands  have  roared  past 
once  mighty  Cadillac  and  Lincoln,  and  Japanese  carmakers  are 
plowing  into  the  lucrative  truck  market.  Even  those  once-flim- 


sy Korean  cars  have  moved  up  the  value  chain  and  are 
ning  first-time  customers.  The  result  has  been  a  di 
drop  in  U.S.  market  share  for  Detroit  auto  makers. 
1995,  they've  lost  a  full  10  points  to  foreign-based  rivj 

If  this  feels  like  deja  vu,  that's  because  20  years 
town  was  pushed  to  the  brink  by  an  earlier  wave  of  Jap 
and  European  imports.  The  ultimate  victory  by  Toyota, 
da,  Nissan,  BMW,  and  Mercedes  was  so  complete  that 
tire  generation  of  car  buyers  stopped  considering  Amer 
cars.  GM,  Ford,  and  Chrysler  fought  back,  attacking 
bloated  costs  and  embracing  many  of  the  lean  manufacti 
principles  that  made  the  transplants  so  efficient.  It 
painful  reckoning,  resulting  in  150,000  jobs  lost  from  1£ 
1991.  But  by  the  mid-'90s,  profits  were  up,  and  the  cloud 
Motown  seemed  to  lift. 

It  has  become  clear,  though,  that 
what  bailed  out  Detroit  was  not  a 
profound  new  appreciation  for 
global  competition.  Instead,  it  was 
a  roaring  U.S.  economy  and 
shifting  consumer  tastes.  Ameri- 
cans had  fallen  in  love  with  bulky 
minivans,  suvs,  and  pickups,  all 
uniquely  American  concepts.  With 
scant  foreign  competition,  the  Big 
Three  feasted  on  those  fat  truck 
profits  through  most  of  the  '90s, 
barely  noticing  that  they  had  sur- 
rendered the  car  market  to  import 
brands.  Detroit's  swagger  returned, 
and  with  it,  bad  old  habits.  Rather 
than  conducting  a  housecleaning, 
Detroit  shoved  its  problems  to  the 
back  of  the  garage  for  a  decade. 
"We  have  absolute  collective  am- 
nesia in  this  business,"  says  Ford 
Motor  Co.  Chairman  William  C. 
Ford  Jr.  "We  can't  handle  success. 


100  BusinessWeek  /  July  15.  2002 


...THAT  HAVE  A  BIG 
EDGE  IN  PRODUCTIVITY... 


...AND  MAKE  A  RISING 
ECONOMIC  CONTRIBUTION 

■I  BIG  3  ]  INTERNATIONAL 


'90  '01 

A  ADDITIONAL  JOBS  CREATED  WITH  EACH  WORKER 

Data:  Ward's  AutolnfoBank.  Harbour  &  Associates, 
Center  for  Automotive  Research 


do  our  best  as  a  company  when  our  back  is  to  the  wall." 
ifee'd  better  hope  so:  Foreign  auto  makers  are  unveiling  a 
m  of  impressive  products  aimed  squarely  at  Detroit's  prof- 
base.  Having  long  since  ceded  the  car  market,  Detroit  is  in 
jer  of  losing  a  big  chunk  of  the  lucrative  suv  and  minivan 
ki  is.  Japanese,  European,  and  South  Korean  companies 
ie  already  grabbed  more  than  seven  points  of  share  in 
i  ks  just  in  the  past  five  years,  cutting  Detroit's  domi- 
*ce  from  83.6%  to  76.3%. 

■here's  a  lot  at  stake.  The  U.  S.  auto  market  is  by  far  the 
Bt  vibrant  in  the  world.  Every  lost  point  of  U.  S.  market 
mre  represents  a  shift  of  $4  billion  in  sales.  Indeed,  nearly 
frf  the  record  $8.8  billion  in  annual  operating  profit  Toyota 
ior  Corp.  reported  in  May  came  from  the  U.  S.  And  that 
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makes  it  increasingly  important  to  base  other  operations 
here,  too.  Nissan  Motor  Co.  will  build  as  many  as  400,000 
minivans,  pickups,  suvs,  and  sedans  at  a  new  Mississippi 
plant  starting  next  summer.  It  already  has  a  large  engineer- 
ing unit  in  Farmington  Hills,  Mich.,  which  is  in  the  midst  of  a 
$39  million  expansion  that  will  add  260  engineers  and  other 
technical  workers.  And,  like  all  the  carmakers,  it  has  a  design 
center  in  California. 
Says  Nissan  ceo  Car- 
los Ghosn:  "North 
America  is  the  most 
profitable  market  in  the  world.  The  mix  of  vehicles  is  rich, 
and  the  richer  the  mix,  the  more  your  profits." 

There's  a  danger  that  Detroit  will  keep  slipping — right 
off  the  edge.  The  result:  In  a  decade  or  so,  the  U.  S.  auto  in- 
dustry may  no  longer  be  dominated  by  domestic  players. 
That's  remarkable  considering  that  40  years  ago,  General 
Motors  Corp.  alone  had  a  50.7%  market  share  and  looked  like 
a  prime  target  for  a  government-ordered  breakup.  There's  no 
chance  of  that  happening  now — America's  biggest  carmaker 
slipped  to  just  a  28.1%  share  through  May.  What's  more 
likely  is  that  the  U.S.  could  end  up  looking  like  Europe, 
with  five  or  six  players  splitting  roughly  equal  shares.  "It's  no 
longer  the  Big  Three;  it's  the  Big  Five,"  says  George  Peter- 
son, president  of  AutoPacific  Group  Inc.,  a  Tustin  (Calif.) 
consulting  firm. 

The  transplant  invasion  is  a  sensitive  topic  in  Detroit 
these  days.  G.  Richard  Wagoner  Jr.,  gm's  ceo,  points  out  that 
the  Japanese  and  Koreans  can  invest  so  heavily  here  be- 
cause they  dominate  their  home  markets  with  virtually  no 
outside  competition.  In  a  May  speech  in  New  York,  Wagoner 
said,  "Once  these  manufacturers  establish  a  foothold  in  the 
U.  S.,  they  begin  to  mimic  our  broad  product  lines,  eventual- 
ly become  accepted  by  the  public  as  a  'domestic'  brand,  and 
suddenly,  we  lose  our  home-field  advantage." 

But  globalization  began  blurring  national  auto  identities 
years  ago.  Today,  the  concept  of  a  purely  American  carmak- 
er seems  quaint.  Even  the  term  Big  Three  no  longer  seems 
appropriate,  since  Chrysler  Corp.  was  acquired  in  1998  by 
Daimler  Benz,  which  has  its  own  transplant  factory  building 
Mercedes  suvs  in  Vance,  Ala.  Japan,  which  had  five  major  in- 
dependently owned  auto  companies  in  1998,  now  has  only  two: 
Toyota  and  Honda  Motor  Co.  And  just  as  Asian  and  Euro- 
pean carmakers  have  been  expanding  in  North  America, 
U.S.  companies  have  been  looking  for  growth  overseas,  gm 
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Cavalier;  by  2001,  it  was  the 
vie.  But  the  fastest-rising  rivals 
tra-low-cost  Koreans,  with 
^^V^^  models  such 
^MM^Mk.  as  the 
$12,500 
Elantra 
(left). 


LUXURY 

Nowhere  has 

the  slippage  in 

U.S.  prestige  been 

more  noticeable 

than  in  luxury 

cars.  Cadillac  was 

the  top-selling 

brand  in  '97, 

followed  by  Lincoln,  but  the  Europeans 

were  already  setting  the  pace  in  design 

and  engineering.  Now,  Lexus,  BMW, 

Mercedes,  and  Acura 
rule  the  roost, 
with  the  BMW 
3  Series  (left) 
leading 
the  way. 


LIGHT  TRUCKS 

If  there's  one  area 
in  which  America 
still  rules,  it's  in 
trucks  and  SUVs. 
But  even  here,  the 
Japanese  are  mak- 
ing headway.  Over 
the  past  two  years, 
they've  launched  such  well-received  ve- 
hicles as  the  Toyota  Tundra  pickup  (be- 
low) and  gained  more  than  five  points  of 
market 
share. 


OTHER" 

'97 
▲  PERCENT  THROUGH  MAY 

•INCLUDES  ONLY  DOMESTIC  BRANDS 
"EUROPE  AND  KOREA 


BusinessWeek  /  July  15,  2002  101 


As  the  ranks  of  nonunion  workers  grow,  the  UAWspo\ 
to  set  wages,  if  not  its  very  survival,  is  in  jeopardy 


owns  Saab  and  has  stakes  in  Isuzu,  Suzuki,  Subaru,  Fiat,  and 
Daewoo.  Ford  owns  Mazda,  Volvo,  Jaguar,  Land  Rover,  and 
Aston  Martin.  DaimlerChrysler  owns  a  controlling  stake  in 
Mitsubishi  Motors  and  10%  of  Hyundai  Motor. 

As  the  world's  largest  manufacturing  companies  jockey 
for  power  in  the  U.  S.,  the  tectonic  shifts  are  only  starting  to 
rumble  through  the  industry.  Here  are  some  of  the  ways 

the  new  auto  industry 
is  rewriting  the  rules 
of  the  road: 


Cover  Story 


THE  PULL  OF  THE  SOUTH 

The  influx  of  auto  factories  in  the  South  has  been  a  bo- 
nanza for  a  region  ravaged  by  factory  closings  and  layoffs. 
Alabama  alone  has  lost  40,000  textile  and  apparel  jobs  since 
NAFTA  was  enacted  in  1994.  When  Mercedes  opened  its  fac- 
tory in  Vance  in  1997,  63,000  people  requested  applications 
for  just  1,500  jobs.  Alabama's  Daniel  Mendez,  a  46-year-old 
Mexican  immigrant,  spent 
most  of  his  life  in  a  series 
of  menial  jobs  and  then  a 
long  stint  in  a  hellish 
foundry  making  steel  pipes. 
Now,  his  voice  chokes  with 
tears  as  he  talks  about  his 
good  fortune  in  landing  a 
$25-an-hour  job  at  Mer- 
cedes. "In  the  foundry,  I 
felt  my  mind  was  shrink- 
ing," Mendez  says.  "I  never 
thought  I'd  find  a  place 
where  I  could  retire." 

It's  a  story  being  re- 
played across  the  South  as 
farmland  gives  way  to 
sprawling  auto  factories  and 
related  development.  Today, 
there  are  17  foreign-owned 
assembly,  engine,  and 
transmission  factories  in  the 
U.S.,  not  including  Ameri- 
can and  Japanese  joint  ven- 
tures— an  investment  of 
more  than  $18  billion.  And 
that  number  is  growing. 
BMW  joined  the  boom  in  1993  with  its  first  assembly  plant  out- 
side Germany.  Its  Spartanburg  (S.  C.)  plant,  which  builds  X5 
suvs  and  the  brand-new  Z4  roadster,  keeps  expanding  its  out- 
put. Toyota,  Hyundai,  and  Nissan  plan  to  open  factories  in  Al- 
abama and  Mississippi  in  the  next  few  years,  and  many  ex- 
isting plants  are  expanding,  some  for  the  second  or  third 
time.  Hyundai's  $1  billion  plant  in  Montgomery,  Ala.,  will 
start  out  building  Santa  Fe  suvs  and  Sonata  sedans,  em- 
ploying 2,000  workers  when  it  opens  in  2005.  By  then,  Al- 
abama plants  will  be  making  600,000  vehicles  a  year,  or  3.5% 
of  the  U.  S.  market. 

The  economic  benefits  extend  far  beyond  the  jobs  in  those 
assembly  plants.  For  each  auto  job  created  by  the  trans- 
plants, 5.5  additional  jobs  are  created  in  supplier  factories  or 
elsewhere  in  the  community,  according  to  a  study  by  CAR. 
That's  because  those  highly  paid  factory  workers  spend  more 
at  restaurants  and  stores  and  on  other  local  services.  That 


multiplier  effect  is  increasing  as  companies  such  as  Toyc 
Honda  expand  their  operations  here  and  use  more| 
built  components.  A  decade  ago,  the  transplants  create 
4.5  spin-off  jobs  for  every  assembly  job.  Farther  nortl 
alization  is  working  the  other  way:  As  Big  Three  factor 
more  imported  parts  from  Mexico  and  other  countries! 
contribution  to  the  U.S.  economy  is  shrinking.  Eachl 
based  auto-assembly  job  creates  6.9  additional  jobs,| 
from  7.8  in  1990. 

Still,  a  job  created  by  a  transplant  factory  in  the  S(| 
not  equivalent  to  a  job  at  a  Big  Three  factory.  Foreign! 
manufacturers,  which  aren't  unionized,  pay  workers  les| 
their  Detroit  rivals.  Under  their  labor  pacts  with  the 
Auto  Workers,  for  instance,  gm,  Ford,  and  Chrysler  pay 
workers  about  $25  an  hour.  At  Honda's  new  Alabama  | 
workers  start  at  $14  an  hour  and  work  up  to  about  $21 
years.  Suppliers  to  the  transplants  tend  to  be  nonunior 
pay  less,  too. 

At  factories  such  as  Mercedes  in  Vance,  where  the  u^| 

attempted  organizing 
management  quickly 
ets  up  the  pay  scale) 
attempt  to  keep  the] 
out.  Mercedes,  for  ins 
now  pays  its  workers  J 
hour  more  than  UAW. 
ers  at  its  sister  cor 
Chrysler  Corp.  "Woulc 
cedes   be   paying   $:| 
hour  in  wages  in  Alabj 
the  uaw  wasn't  staj 
outside    the    gate?' 
Sean  P.  McAlinden, 
tor  of  car's  Econor 
Business  Group.  "Abs 
ly  not.  They  wouldn't| 
pay  $12  to  $13  an  hoi 
That  clout  is  likely  I 
minish  if  the  uaw  call 
tract  new  members,  ll 
leaders  have  failed  in 
attempts    over    the 
decade  to  organize  wc| 
at  foreign-owned  fact 
Meanwhile,  the  union 
to  continue  losing  jol 
the  Big  Three.  The  U.  S.  auto  market  can't  possibly  gro\| 
enough  to  absorb  all  the  new  production  capacity.  Wit! 
new  transplant  factory  that  opens,  other,  less  efficient I 
will  have  to  close.  Struggling  Ford  plans  to  shutter  atf 
five  factories  in  the  U.  S.  and  Canada  and  downsize  an  I 
tional  20  by  mid-decade.  Chrysler  has  already  cut  prodij 
15%  by  eliminating  shifts  at  most  of  its  North  Amel 
plants.  Even  a  recently  resurgent  gm  will  have  to  clos| 
derutilized  factories,  analysts  say. 

The  uaw  already  has  seen  its  Big  Three  membershil 
by  60%,  or  420,000  jobs,  since  1979.  As  the  numb  I 
nonunion  workers  in  the  industry  grows,  the  uaw's  powl 
set  industry  wages,  if  not  its  very  survival,  is  in  jeop| 
"The  union  is  at  a  critical  point,"  says  uaw  organizing 
President  Bob  King.  "We  really  have  to  greatly  expan<| 
organizing  successes." 

It's  likely  to  be  an  uphill  battle  for  King  and  the  uaw'sJ 
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THERE  ARE  THOSE  WHO  DO. 
AND  THOSE  WHO 
WOULDACOULDASHOULDA. 


Which  one  are  you?  If  you're  the  kind  of  person  who's  willing  to  put  it  all  on  the  line  to  pursue 
your  goal,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more  financial 
solutions  than  anyone  else.  Everything  from  business  insurance  for  growing  companies  to 
travel-accident  coverage  to  retirement  savings  plans.  All  to  help  you  act  boldly  in  business  and 
in  life.  So  the  next  time  you're  facing  an  uphill  challenge,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  services  provided  by  members  of  American  International  Group,  Inc.,  70  Pine  Street.  Oept  A.  New  York.  NY  10270  wwwaig.com 


president,  Ronald  Gettelfinger.  One  of  the  primary  require- 
ments listed  by  foreign  auto  makers  when  choosing  a  U.S. 
factory  site  is  the  absence  of  union  influence,  says  Claude 
"Buzz"  Canup,  president  of  Canup  &  Associates  in  Jackson, 
Miss.,  a  site-selection  consultant  that  has  worked  with  many 
auto  makers.  "They  might  say,  We  don't  want  to  be  within  60 
miles  of  an  existing  unionized  plant,'"  says  Canup.  "You 

don't  want  to  walk 
into  the  hornet's  nest 
if  you're  looking  not 
to  get  stung." 


Cover  Story 


NOT  YOUR  FATHER'S  FACTORY 

By  forcing  foreign-based  manufacturers  to  hike  their 
nonunion  wages,  the  UAW  helps  to  level  the  playing  field  for 
GM,  Ford,  and  Chrysler.  Not  completely,  though:  Detroit  auto 
makers  still  have  an  estimated  $l,600-per-vehicle  cost  disad- 
vantage vs.  the  Japanese,  according  to  a  Deutsche  Banc  Alex. 
Brown  Inc.  analysis.  But  it's  flexibility,  not  wages,  that  gives 
nonunion  transplants  a  productivity  edge,  most  experts  agree. 
"Even  if  they  paid  union 
scale  and  even  if  their 
benefits  came  up,  I  think 
they  would  still  be  more 
efficient,"  says  Van  Buss- 
mann,  Chrysler's  former 
chief  economist  and  now 
senior  vice-president  of 
global  forecasting  for  J.D. 
Power  &  Associates  Inc. 

For  one  thing,  Japa- 
nese-owned factories  typi- 
cally build  two  or  more 
models  on  a  single  assem- 
bly line.  That's  especially 
helpful  as  auto  makers 
turn  out  more  low- volume 
niche  models.  If  sales  of 
one  model  start  to  wane, 
they  can  quickly  crank  up 
production  of  another.  But 
Big  Three  factories  were 
designed  to  build  large 
volumes  of  a  single  model. 
All  the  Detroit  companies 
are  racing  to  make  their 
plants  more  flexible. 

To  be  sure,  U.S.  auto 
makers  already  have  tak- 
en big  steps  to  improve 
productivity.  In  1979,  it 
took  GM  an  average  of  41 
hours  to  assemble  a  vehi- 
cle; by  2001,  that  was 
down  to  26.1  hours.  In 
fact,  gm's  Oshawa  (Ont.) 
factory,  which  makes 
Chevrolet  Impalas  and 
Monte  Carlos,  was  North  America's  most  efficient  last  year, 
says  manufacturing  consultant  Harbour  &  Associates  Inc.  in 
Troy,  Mich.  But  overall,  U.  S.  carmakers  still  lag  behind  Toyota, 
Honda,  and  Nissan  in  productivity. 

Strict  labor  pacts  have  sometimes  been  a  hindrance.  In 
1999,  GM  was  stymied  by  UAW  objections  when  it  tried  to 
open  a  more  efficient  factory  near  Cleveland — Project  Yel- 
lowstone— that  would  have  relied  on  outside  suppliers  for 
more  subassembly  work.  Only  recently  did  it  win  the  law's  co- 
operation to  build  a  superefficient  modular  factory  in  Lansing, 
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WINNERS  &  LOSERS 

in  the  Brave  New  Auto  World 


WINNERS 

Pnv  RllVPTQ    ^ne  cost  of  new  cars  nas  fallen  steadily  since 
Vjai  JDUVCId    1998  But  tne  rea)  story  js  that  American  cars 

are  finally  seriously  competing  in  the  arena  of  design  as  well,  giving 
buyers  a  smorgasbord  of  choices  and  more  standard  features. 

TVlP  ^Ollfh  ^n  'n^'ux  °f  car  factories  nas  Deen  a  boon  to 
111C  GUU11L  states  such  as  Alabama,  Kentucky,  Tennessee, 
South  Carolina,  and  soon,  Mississippi.  Workers  at  6,300  Alabama 
jobs  get  paid  up  to  $25  an  hour,  compared  with  about  $10  an  hour 
in  the  state's  crumbling  steel  and  textile  industries. 

Fnrpitfn  pQrmQkpre    Foreign  manufacturers  have 
1  UlClgll  \j<U  ILUMlCld    grabbed  10  points  of  U.S.  mar- 
ket share  from  the  Big  Three  since  1995.  And  by  designing,  engi- 
neering, and  building  in  the  world's  most  profitable  market,  they 
can  respond  more  quickly  to  changing  consumer  tastes  and  elimi- 
nate risks  caused  by  currency  fluctuations. 

LOSERS 

TVlP  TIAW  The  union  nas  so  far  been  stymied  in  i*s  attempts 
11LC  UriVV  to  organize  foreign-owned  factories.  As  more 

nonunion  factories  gravitate  to  the  South,  the  union's  clout  weakens. 

TVlP  RlCf  TVirPP  Forecasters  say  GM,  Ford,  and  Chrysler 
111C  Dig  llllcc  wiM  continue  to  lose  share  in  ^ 

the  short  term,  forcing  factory  shutdowns  and  blue- 
and  white-collar  layoffs.  Even  after  the  U.S. 
market  reaches  a  new  equilibrium, 
Detroit  may  have  lost  its  lead. 


Mich.  The  plant  has  a  flexible  body  shop  where  robots  c;  J 
reprogrammed  quickly  to  weld  together  vehicles  ranging  f 
cars  to  suvs.  It  can  produce  the  new  Cadillac  cts  in 
hours — as  fast  as  Nissan's  U.  S.-best  plant  in  Smyrna, 

Such  modular  manufacturing  techniques  are  commor 
in  the  transplant  factories.  And  that  can  be  a  big  compe| 
advantage.  A  cockpit  module — the  portion  of  the  interic 
driver  sees  and  touches,  including  the  instrument  pane 
steering  wheel — that  is  pre-assembled  by  a  nearby  suf 
and  then  installed  as  a  single  component  at  the 
plant  can  shave  as  much  as  25%  off  the  cost  of  produc 
system,  according  to  CAR. 

That  pre-assembly  work  is  providing  growth  oppor 
for  U.S.-based  suppliers  such  as  Delphi  Corp.  and 
Corp.,  which  are  trying  to  reduce  their  dependence  on 
Three.  Delphi,  a  gm  spin-off,  built  a  factory  five  miles 
from  Mercedes'  Tuscaloosa  (Ala.)  plant  when  it  landed 
tract  to  supply  cockpit  modules  for  the  German  auto 
first  suv,  the  M-Class.  Every  2lA  minutes,  Delphi  worker 
an  electronic  signal  from  the  Mercedes  factory  telling  ther 
cisely  what  color  dashboard  panel  to  build  next  and  v 

tures  to  include, 
a  CD  player  or  navig 
system.  Then  the 
modules  are  sent  in 
batches  to  the  Mer<| 
plant,  where  they 
quickly  installed.  Tt 
relationship  has  en^ 
Delphi  to  win  more 
from  Mercedes,  botj 
Alabama  and  in  Ei 
which  fits  nicely  wit 
strategy  to  capture 
non-GM  business. 

A  raft  of  smaller  I 
pliers,  fiercely  loyal 
new   factories,   are 
springing    up.     Tori 
Burns,  68,  who  st 
cleaning  Toyota's 
town  (Ky.)  plant  in 
now  a  partner  in  a  .| 
million-a-year    busi 
t&wa  Inc.,  that  suj 
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There  are  many  things  to  celebrate  in  America. 

With  the  help  of  Fannie  Mae, 
our  housing  finance  system  is  one  of  them 

When  it  comes  to  housing  finance,  we've  created  something  special  here  in 
America.  Because  only  in  America  can  a  home  buyer  easily  secure  a 
30-year,  fixed-rate  mortgage  with  a  low  down  payment. 

Without   Fannie   Mae,   this  wouldn't   have   been   possible 
over  the  years.  Our  main  focus  has  always  been  to  make 
mortgages  more  affordable. 

In    many    other    countries    home    buyers    don't    have 
access  to  long-term,  fixed-rate  mortgages. 

And  in  the  United  States,  families  can  become  home 
buyers  with  as  little  as  three  percent  down.  In  Germany, 
a  typical  down  payment  is  30  to  40  percent.  In  Japan?  It's 
50  to  60  percent. 

At  Fannie  Mae,  we  believe  the  American  Dream  should  be  an 

attainable  dream.  So  we're  working  to  make  housing  affordable 

for  more  and  more  Americans.  And  that's  something  worth  celebrating. 


r£l  FannieMae 

www.fanniemae.com 


As  transplant  factories  crank  out  hot  new  vehicles, 
they  redefine  what  constitutes  a  domestic  industry 


Honda,  Toyota,  Nissan,  BMW,  and  Ford  with  tire-and-wheel 
assemblies.  Given  a  choice,  says  Burn,  he  would  work  only  for 
foreign-based  manufacturers.  "They  squeeze  you,  but  they're 
fair,"  he  says.  That's  not  always  the  case  with  the  U.S.  com- 
panies, he  says.  'They  want  to  beat  you  to  death.  If  somebody 
comes  in  one  penny  cheaper,  they'll  replace  you  in  a  minute." 
Eroding  loyalty  could  have  big  consequences  for  Motown.  A 

survey  last  year  of  261 
big  suppliers  found 
they  were  less  likely 
to  share  their  best 
technology  with  auto  makers  who  grind  them  on  price  cuts. 


Cover  Story 


CULTURE  OF  INNOVATION 

Even  in  its  darkest  days,  Detroit  has  understood  the  Amer- 
ican auto  buyer  better  than  anyone:  Witness  the  minivan  and  the 
suv.  But  as  companies  such  as  Toyota,  Honda,  and  Nissan  be- 
come ever  more  dependent  on  North  America  for  their  world- 
wide sales  and  profits,  they  are  pouring  more  resources  into  de- 
veloping and  designing 
vehicles  specifically  for 
Americans.  Gone  are  the 
days  when  a  company  such 
as  Chrysler  could  ride  a 
single  hit  product  such  as 
the  minivan  straight  to  the 
bank.  "In  this  kind  of  in- 
dustry, you  have  a  mindset 
to  defend  your  core  seg- 
ment," says  Wolfgang 
Bernhard,  Chrysler's  chief 
operating  officer.  "But  if 
everybody  is  playing  of- 
fense and  you're  playing 
defense,  you  lose." 

After  watching  con- 
sumers flock  to  striking 
new  foreign  models,  U.S. 
auto  makers  have  been  re- 
cruiting hot  designers  from 
European  rivals  and  pay- 
ing fat  salaries  to  design-school  graduates.  More  important, 
they're  giving  designers  and  marketers  a  stronger  voice  in 
developing  new  models,  and  they're  lifting  design  bosses  high- 
er in  the  corporate  hierarchy.  The  result:  no  more  sedans 
shaped  like  jelly  beans.  Detroit  is  turning  out  head-turners 
such  as  the  retro  Chrysler  pt  Cruiser,  the  Euro-styled  Ford  Fo- 
cus, and  designs  that  morph  into  a  cargo  hauler. 

With  profits  practically  nonexistent  for  domestic  auto  mak- 
ers, the  pressure  to  do  more  with  less  is  changing  the  way 
companies  develop  vehicles.  They've  squeezed  suppliers  about 
as  far  as  they  can.  Now,  they're  sharing  more  platforms  and 
components  across  brands.  And  they're  focusing  on  how  to 
wring  out  waste  and  eliminate  defects  long  before  a  vehicle 
hits  manufacturing.  Not  only  does  this  reduce  production 
costs,  it  improves  quality.  That,  in  turn,  means  further  savings 
of  hundreds  of  dollars  per  vehicle  because  of  fewer  warranty 
claims  and  incentives.  "We've  got  to  be  efficient  while  we're 
innovative,"  says  Ford  Chief  Financial  Officer  Allan  Gilmour. 
"American  companies  haven't  done  a  very  good  job  of  that." 

That's  how  Chrysler,  which  lost  $2  billion  last  year,  is  man- 
aging to  expand  its  lineup  while  chopping  $12  billion,  or  near- 


ly v30%,  from  its  five-year  product-development  budget, 
such  as  the  Crossfire,  a  sexy  two-seat  roadster  due| 
year,  will  add  cachet  yet  didn't  bust  the  budget:  Nearly 
its  components  were  borrowed  from  Mercedes. 


A  BIG  WIN  FOR  CONSUMERS 

Former  GM  Chairman  Alfred  P.  Sloan  once  boasted  tr 
offered  "a  car  for  every  purse  and  purpose."  His  words 
describe  the  U.S.  auto  industry  in  2002.  No  longer  are 
just  familiar  sedans,  coupes,  and  minivans.  Consumer 
choose  from  an  array  of  multipurpose  vehicles.  A.  J.  Teixe 
33-year-old  Washington  (D.C.)  tech-support  specialist,  re 
looked  at  seven  vehicles  before  settling  on  a  Subaru  L{ 
wagon.  He  and  his  wife  checked  out  the  compact  Honda| 
suv,  the  spacious  Buick  Rendezvous  suv,  a  Kia  Sedona 
a  Honda  Accord  sedan,  and  the  car-based  Toyota  HighlJ 
suv.  "Do  we  want  a  minivan,  a  car,  or  an  suv?  We  had  txl 
row  it  down  somehow,"  Teixeira  says.  "It's  overwhelming 
But  that's  just  the  start.  The  number  of  new  models 

pected  to  surge  fror 
through  2005,  to  an 
age  of  50  a  year, 
to  Merrill  Lynch  & 
far  more  than  the  35 1 
els  launched  in  a  t5 
year.  Next  year  shot 
a  record  65  new  ver 
Moreover,  cars  keejj 
ting  cheaper.  Prices 
been  falling  since  VL 
consumers    are    ge 
more  for  their  mone?| 
phisticated  safety  fe 
such  as  anti-lock  bi 
side  airbags,  tractior 
trol,  and  stability-cc 
systems   are   now 
widely  available, 
better,  too.  Since  19801 
reliability  has  impr| 
77%,  according  to 
sumer  Reports  magazine,  with  Detroit-based  manufact^ 
making  the  biggest  gains.  In  1987,  gm,  for  instance,  had  180 
lems  per  hundred  cars  in  a  J.D.  Power  quality  study,  vs.  li| 
Toyota.  By  2002,  in  a  redesigned  survey,  gm's  quality  ha 
proved  to  130  defects  per  hundred  cars  and  trucks  vs.  1CI 
Toyota.  This  is  great  news  for  consumers  but  expensive  for| 
makers  pressured  to  keep  product  lines  fresh  even  as  ms 
shrink.  "Essentially,  the  customer  is  deciding  who's  goiil 
thrive  and  who's  not,"  says  Ron  Harbour,  president  of  Hai| 
&  Associates. 

All  the  turmoil  is  a  golden  opportunity  for  Detroit,  I 
Delphi  ceo  J.  T.  Battenberg  III:  "The  industry  is  reinventr! 
self  at  a  time  when  competition  is  going  to  get  fierce.  Bu[ 
tunately,  it's  occurring  in  an  era  where  there  will  be 
more  affluent  buyers."  Detroit  will  likely  have  to  settle 
shrinking  piece  of  the  pie.  The  industry  that  emerges  I 
look  very  different,  but  may  well  be  stronger.  And  that  wj 
a  good  thing  for  everybody. 

By  Joann  Muller,  with  Kathleen  Kerwin  and  David 
in  Detroit 

Continued  on  pagel 
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Simon. 


• 


Exec  Jet  Exec.  Network  Pilot. 


— felyst  foT   mn 

llbged  Optical  Ethernet  Services. 

The  charter  jet  business  is  taking  off.  Boom  time  for  CIO  Simon.  But 
the  private  communications  network  linking  his  sites  is  stretched. 
(Mounting  complexity,  the  insatiable  need  for  bandwidth  and  the 
push  to  implement  new  applications  across  his  ever-expanding 
.network  pose  daunting  challenges.  Enter  a  service  provider  with 
Imanaged  Optical  Ethernet  connectivity  solution  by  Nortel 
Networks™  A  solution  created  for  situations  like  Simon's.  Through 
merging  the  simplicity,  flexibility  and  ubiquity  of  Ethernet  with  the 
speed,  reach  and  reliability  of  Optics,  Simon  can  entrust  the 
management  and  operation  of  his  communications  network  to 
his  service  provider.  Essentially  centralizing  his  IT  resources  that 
were  scattered  across  his  network.  Simpler.  More  responsive.  More 
reliable.  Which  translates  to  up  to  a  one-third  reduction  in 
operational  expenditures.  The  results?  Simon  can  now  focus  on  the 
business  of  transportation  instead  of  communication.  It's  just  one 
more  way  Nortel  Networks  is  making  the  Internet  what  you  need  it 
to  be.  nortelnetworks.com/opticalethernet 


tro&  Enterprise  Networks  Optical  Long  Haul  Networks  Wireless  Networks 

Networks,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks  ©  2002  Nortel  Networks.  All  rights  reserved, 
ork  savings  calculated  from  Nortel  Networks  hypothetical  business  case  based  on  typical  service  provider  and  enterprise  network  requirements. 
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UAW 


STRIKE 


UNFAIR 
LABOR 

PRACTICE 
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HAS  THE  UAW  FOUND  A  BEnER  ROAD? 


Although  the  United  Auto  Work- 
ers has  failed  to  sign  up  trans- 
plant workers,  it's  having  much 
better  luck  among  the  500,000  or  so 
workers  in  the  largely  nonunion  auto 
parts  industry.  For  years,  some 
union  leaders  wanted  to  use  the 
uaw's  still-powerful  grip  on  Detroit 


Cover  Story 


carmakers  to  get  help  organizing  the 
companies  that  supply  components. 
But  little  happened.  Now,  the  union 
is  starting  to  act.  In  early  June,  just 
hours  after  he  was  sworn  in,  UAW 
President  Ronald  A.  Gettelfinger  au- 
thorized a  carefully  planned  strike 
against  four  Johnson  Controls  Inc. 
(jci)  factories  that  make  interior 
parts  for  some  of  the  country's  best- 
selling  vehicles.  It  was  the  opening 
gambit  in  a  new  campaign  to  reverse 
the  union's  sagging  membership. 

The  plan  was  cunning.  The  quick 
two-day  strike  cost  workers  little  in 
lost  income.  But  it  pinched  General 
Motors  Corp.  and  Chrysler  Group  by 
shutting  down  production  of  their 
popular  Chevy  Trail- 
Blazer  and  Jeep  Lib- 
erty sport-utility  ve- 
hicles. Worried  about 
lost  sales  in  a  prof- 
itable segment  and 
eager  to  preserv e 
good  relations  with 
the  UAW,  GM  and 
Chrysler  played  an 
active  behind-the- 
scenes  role  by  lean- 
ing on  jci  to  settle 
the  dispute,  say  com- 
pany insiders. 


PRESSURING 
DETROIT 

The  United  Auto 

Workers  is  using  its 
clout  with  the  Big 
Tfiree  to  help  organizt 
at  nonunion  auto 
parts  factories. 
Here  are  some  of  its 
targets: 

Data:  BusinessWeek 


The  result:  one  of  the  uaw's 
biggest  organizing  breakthroughs  in 
decades,  says  Sean  P.  McAlinden,  a 
labor  economist  at  the  Center  for  Au- 
tomotive Research  in  Ann  Arbor, 
Mich.  In  addition  to  raises  of  up  to  $6 
an  hour,  the  strikers  won  a  jci  prom- 
ise not  to  interfere  with  UAW  efforts 
to  organize  some  8,000  workers  at  the 
26  other  jci  factories  that  supply  the 
Big  Three.  If  jci  offers  no  resistance, 
the  uaw  expects  to  sign  up  most  of 

them  within  months.  Says  jci  representation,"  Gettelfinger  said 

spokesman  William  J.  Dawson:  The  ter  the  jci  strike, 

pact  "reflects  our  interests  in  accom-  Despite  all  the  tough  talk,  it's 

modating  the  needs  of  our  customers       not  clear  whether  Gettelfinger 
that  are  represented  by  the  UAW."  follow  through  on  such  a  bold  pla 

The  union  plans  to  replicate  its  The  strategy  is  mostly  the  braincll 

strategy  at  other  auto  parts  makers       of  Bob  King,  the  union's  vice-pres^ 
(table).  By  putting  pressure  on  car-        dent  for  organizing,  who  has  long 
makers,  the  uaw  hopes  to  reverse  a       pushed  for  the  idea.  But  Gettelfin- 
trend  that  has  cut  its  parts  member-      ger's  predecessor,  Stephen  P.  Yoki| 
ship  to  less  than  20%  of  the  industry,     always  emphasized  salaries  for  cuij 
vs.  more  than  half  in  the  late  '70s.  If      rent  members.  Gettelfinger  may  fe| 
the  plan  works,  the  uaw  will  become      pressure  to  do  likewise  when  the 
the  first  U.  S.  labor  group  to  reunion-     Three's  labor  pact  expires  next 
ize  a  big  industrial  sector.  "We're  not  The  uaw's  strategy  will  hold  or 

a  strike-happy  union,  but  we're  also  if  it  can  unionize  all  the  major  sup 
not  afraid  to  use  a  point  of  leverage  ers  in  an  industry  segment.  Other- 
to  support  workers  who  want  UAW  wise,  the  companies  that  remain  n< 

union  could  use  the 

MANUFACTURER/  WORKERS       CURRENTLY  lower  costs  to  driv< 

product unionized         out  the  unionized 

DWtt  70,000     28%      pZs^TwS,^ 

Chassis  components  PIa?  .star\s  ^  JCI 
... and  mcludes  other 

JOHNSON  CONTROLS  QfiQQ      20*  makers  of  interiors. 

Auto  interiors  Gettelfinger  remain 

MAGNA  INTERNATIONAL 1 1  600 2  "^  *?  U^  th< 

Auto  interiors                  X1'°UU         L  ^J™8  <*»*> the " 
parts  industry  coulc 

TRW  14  000      22  a8ain  become  a  a™ 

Chassis  components  stronghold. 

By  Joann  Mullei 

*New  deal  with  management  could  bump  that  to  90%  in  6  months.  ^  .      ■. 
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Set  your  business  on  roam. 


$599 


$1,349 


Intel    C(  leron    processor  at 

14.1"  TFT  active  matrix  display. 

20GB  hard  drive,  ethernet. 

■   grated  Wi-Fi"  and  Microsoft 

XP  Professional. 


The  perfect  companion  to  your  notebook. 
Equipped  with:  Intel  PXA250  Applications 
Processor.  Integrated  Wi-Fl "dual  integrated 
Secure  Digital"  and  Compact  Flash  II 
expansion  slots.  3.5"  diagonal  TFT  color 
reflective  display,  built  in  voice  recorder, 
speaker.  Microsoft  Pocket  PC  2002  and  more. 


i  $2,199 


Equipped  with:  Mobile  Intel  Pentium  < 
Processor  1.70GHz  -  M.  14.1"  XGA  active 
matrix  display.  NVIDIA  GeForce4  "  420  Go 
graphics  controller.  DVD-ROM/CD-RW  drive. 
40GB  hard  drive,  ethernet.  modem, 
integrated  Wi-Fi"  and  Microsoft  Windows 
XP  Professional. 


I     $1     699  Equipped  with:  Intel  Celeron   processor  566MHz  with  128MB  cache. 

'  VPN.    firewall,    intranet.    Wi-Fi"'    (IEEE   802.11b)   wireless   network 

interfaces  for  local  connections,  two  15GB    smart  drives.  7-port 

switch,  ethernet  or  56K  modem  to  connect  to  the  Internet.  Toshiba's 

Digital  Central"  Software  and  other  premstalled  applications. 

our  office  wirelessly  -  and  affordably  -  via  the  Magnia  SG20  Wireless  Mobility  Server.  It's  easier  than  ever  to  give  your  employees  access  to  all  their 
-ita  -  even  while  on  the  road.:  With  secure  data  backup,  centralized  storage,  a  built-in  intranet.  VPN  and  firewall  you  can  truly  set  your  business  on  roam. 


FREE. 


can  buy  or  lease  the  Satellite  1200  wireless  notebook  at  a 
eat  low  rate.  Or  bundle  it  with  the  Toshiba  Pocket  PC  e740  and 
Magnia  SG20  server  for  $3,599  and  get  a  free  Toshiba 
JR-T10  digital  camera  -  a  $299  value. 
/IBWLANOl  I^^R^^^H 

0%  Business  Lease  $120/mo.* 

with  0%  down,  0  payments 

for  30  days 


(a  $299  value) 


You  can  buy  or  lease  the  Satellite  Pro  6100  wireless  notebook  at 
a  great  low  rate.  Or  bundle  it  with  the  Toshiba  Pocket  PC  e740 
and  the  Magnia  SG20  server  for  $4,499  and  get  a  free  Toshiba 
PDR-T10  digital  camera  -  a  $299  value. 

SMBWLAN02  IlLflU^^ 

0%  Business  Lease  $lS0/mo.' 

with  0%  down,  0  payments 
for  30  days 


TOSHIBA 

The  world's  best  selling  notebooks. 

1-800-TOSHIBA  I  www.toshiba.com 

For  more  information,  call  and  ask  for  Ad  Code  2BA0. 

Three  months  of  AOL  membership  included  with  the  purchase  of  a  Toshiba  Satellite  or  Satellite  Pro.2 

Toshiba  PCs  use  genuine  Microsoft®  Windows®  Operating  Systems 
www.microsoft.com/piracy/howtotell 

lease  offer  with  fair  market  value  end-of-term  purchase  option  available  through  Toshiba  to  qualified  commercial  business  customers  only  Each  lease  subject  to  credit  approval,  acceptable  documentation,  10%  soft  cost  limit  4  order 
computer  products  ol  $1 .500  up  to  $100,000  (exclusive  of  taxes,  fees  &  shipping)  Rales  quoted  do  not  include  taxes  or  shipping.  Offer  available  in  the  United  States  only,  valid  only  until  9/30/02  and  may  be  withdrawn  or  changed  at 
without  notice  or  obligation.  Other  terms  and  conditions  apply.  For  full  descnption  of  terms  and  conditions  call  1-800-207-8362  or  go  to  www.zerolease.toshiba.com  'AOL  OFFER  DETAILS:  Availability  may  be  limited,  especially  during 
W.  TO  AVOID  BEING  CHARGED  A  MONTHLY  MEMBERSHIP  FEE,  SIMPLY  CANCEL  BEFORE  THREE-MONTH  PROMOTIONAL  PERIOD  ENDS.  Premium  services  carry  surcharges,  and  communication  surcharges  may  apply, 
AK,  even  during  promotional  penod.  Members  may  incur  telephone  charges  on  their  phone  bill,  depending  on  their  location  and  calling  plan,  even  during  promotional  period  Available  to  new  AOL  members  in  the  United  States,  age  18 
1  major  credit  card  or  checking  account  is  required  'GB  means  one  billion  bytes.  'Access  requires  remote  Internet  access  and  may  require  additional  software,  hardware  and/or  services.  Additional  phone,  connection  or  airtime  charges 
teqmred  to  achieve  the  functionality  as  advertised  ©  2002  Toshiba  America  Information  Systems.  Inc.  Magnia.  Satellite  and  Satellite  Pro  are  registered  trademarks  and  Digital  Central  is  a  trademark  of  Toshiba  America  Information 
'nc.  Intel,  the  Intel  Logo,  Celeron,  Pentium  and  XScale  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  or  other  countnes  Microsoft  and  Windows  are  registered  trademarks  of 
Corporation  in  the  United  States  and/or  other  countries  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners.  All  pricing,  offers,  software  and  specifications  subject  to  change  All  rights  reserved 


The  Workplace 


GOVERNANCE 


GETTING  THE  BOSS 
TO  BEHAVE 


Big  Labor  has  led  the 
charge  for  corporate- 
governance  reform 

Last  year,  before  there  was 
a  whiff  of  accounting 
fraud  at  Enron  or  World- 
Com, the  United  Association 
of  Plumbers  submitted  a 
shareholder  resolution  at  Walt 
Disney  Co.  on  behalf  of  itself 
and  three  other  unions  that 
own  about  $93  million  worth 
of  stock.  The  proposal  called 
for  the  company  to  stop  giv- 
ing consulting  work  to  its  au- 
ditor, PricewaterhouseCoop- 
ers.  Disney  asked  the 
Securities  &  Exchange  Com- 
mission if  it  could  disallow  the 
resolution,  since  it  dealt  with  "ordinary 
business."  The  sec,  however,  ruled  in 
December  that  it  be  put  to  a  vote  at 
Disney's  annual  meeting  in  February. 
Even  before  the  vote  was  held,  as  cor- 
porate scandals  mounted,  Disney 
vowed  to  stop  using  PwC's  consulting 
services.  Then,  as  the  proxies  rolled  in, 
the  company  promised  wider  auditor 
curbs.  Even  so,  the  resolution  won  44% 
of  votes  cast — a  strong  showing. 

It  was  another  victory  for  a  group 
that  may  be  doing  more  than  any  to 
push  for  corporate-governance  reform: 
Big  Labor.  Since  the  early  1990s,  unions 
have  used  their  $3  trillion-plus  in  pen- 
sion assets  to  prod  business  to  adopt 
good-governance  practices.  Labor's  goals 
are  largely  the  same  as  those  of  other 
investors:  to  maximize  shareholder  val- 
ue. Now,  the  current  wave  of  scandals 


has  put  unions  at  the  fore 
of  an  issue  far  removed 
from  their  usual  fight  for 
higher  pay.  All  the  malfea- 
sance "has  opened  up  the 
corporate-governance  debate  in  a  way 
that  hasn't  happened  since  the  1930s," 
says  William  Patterson,  head  of  the  afl- 
Cio's  Office  of  Investment. 

Labor  was  well-positioned  to  take  ad- 
vantage of  the  new  reform  mood. 
Unions  submitted  28%  of  all  sharehold- 
er resolutions  in  the  2002  proxy  season 
vs.  18%  last  year — far  more  than  any 
other  institutional  investor,  says  the  In- 
vestor Responsibility  Research  Center 
in  Washington.  Says  irrc  analyst 
Rosanna  Landis  Weaver:  Labor  "has 
made  superb  use  of  the  moment." 

Indeed,  the  unions'  reform  initiatives 
are  winning  more  majorities  or  strong 


SHAREHOLDERS 
UNITE 

Unions  have  used 
their  S3  trillion-plus 
pension-fund 
holdings  to  push 
for  corporate- 
governance  reforms. 
Some  examples  of 
labor  activism: 


votes  than  anyone  expected  lasl 
(table).  Unions  submitted  resolutif 
auditor  independence  at  33  compa 
addition  to  Disney.  Thirteen  have 
to  new  limits  and  oversight  on 
services,  while  three  more  ar 
cussing  similar  changes  with  labo| 
Votes  have  been  held  at  the  otl 
with  many  resolutions  garnering 
holder  support  of  30%  to  40%. 

Unions  have  been  el 
in  part  because  they 
issues  with  broad  im 
appeal  and  mobilize 
behind  them.  They  wei 
to  attack  Stanley  \ 
its  attempt  to  save  ta? 
moving  to  Bermuda, 
when  the  auditor/cons 
issue  bubbled  up,  unior 
alyzed  it  fast  and  jumi 
it,"  says  Kenneth  A.  B« 


SHAKING  THINGS  UP  A 
STANLEY:  AFL-CIO 
PROTESTERS  AND 
TREASURER  TRUMPKA 


head  of  corporate  goveil 
at  tiaa-cref,  the  teaf 
retirement  fund. 
Labor  also  has  put  its  p(J 
campaign  skills  to  work, 
coordinate  pressure  tacticsl 
each  other  and  build  suppor 
like-minded  institutional  invt 
In  its  recent  bid  to  knock  former 
Corp.  director  Frank  Savage  off  ] 
heed  Martin  Corp.'s  board,  the 
national  Association  of  Machinistl 
support  from  the  California  PubliJ 
ployees  Retirement  System  (Cal 
and  the  New  York  State  pension  I 
among  others.  Savage  was  reell 
but  28%  of  shareholders  voted  aj 
him,  a  rare  show  of  dissent  in 
usually  a  perfunctory  election. 

As  the  proxy  season  winds  do\ 
bor  is  gearing  up  to  lobby  Congre 
new  pension  and  accounting  lawsl 
terson  and  others  have  been  m<T 
with  sec  Chairman  Harvey  L. 
pressing    for    ti| 


AUDITOR  INDEPENDENCE 


Construction-union  shareholder 
resolutions  at  34  companies  call 
for  limits  on  consulting  contracts  to 
auditors.  So  far,  13  have  agreed. 


EXECUTIVE  PAY 


A  Teamsters  shareholder  resolution 
to  let  Bank  of  America  sharehold- 
ers vote  on  executive  severance 
deals  passed  by  50.7%. 


DIRECTOR  ACCOUNTABILITY 


An  AFL-CIO  campaign  has  prompt- 
ed 5  of  10  Enron  directors  to  resign 
board  seats  at  other  companies. 


THE  BERMUDA  TAX  DODGE 


The  machinists  union  helped  to 
force  Stanley  Works  to  revote  a 
proxy  resolution  on  management's 
plan  to  reincorporate  in  Bermuda. 

Data:  BusinessWeek 


curbs  on  stock 
lysts.  "We're  a 
workers  a  voi»[ 
global  capital  maij 
says  afl-cio 
tary-Treasurer  R:l 
L.  Trumpka.  II 
voice  Corporate  it 
ica  is  likely  to 
with  more  frequd 
By  Amy  Bt\ 
with  Paula  Lhvy\ 
Washington 
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At  CDW,  our  account  managers  are  more 
than  just  order  takers.  They're  problem  solvers. 
With  expertise  in  thousands  of  hardware  and 
software  products,  your  dedicated  account 
manager  can  recommend  the  best  options 
based  on  your  technology  set-up.  So  you  get 
information,  advice  and  most  important,  the 
technology  that's  right  for  you.  To  find  out 
what  a  CDW  account  manager  can  do  for  you, 
call  or  visit  our  Web  site. 


Finance 


EXECUTIVE  COMPENSATION 


AN  OVERDOSE 
OF  OPTIONS 


Depressed  stock  prices  are  prompting  companies  to  issue  more  options  than  ever 


Stock  options  were  supposed  to 
be  the  great  motivator,  letting 
top  management  reap  a  share  of 
the  gains  they  produced  for 
shareholders.  They  certainly  enriched 
smart  execs  who  cashed  them  in  before 
the  stock  market  tanked.  But  investors 
are  getting  poorer,  not  richer,  as  com- 
pany after  company  shatters  on  the 
rocks  of  executive  fraud,  greed,  and 
incompetence. 

Worse  may  be  yet  to  come.  Compa- 
nies are  still  issuing  options  at  a  furious 
clip.  In  fact,  200  of  the 
largest  companies  are 
handing  them  out  in 
amounts  approaching  3% 
of  their  outstanding  shares 
every  year,  more  than 
double  the  pace  of  a 
decade  ago.  The  grant  rate 
is  headed  yet  higher  as 
companies  try  to  compen- 
sate executives  for  the  lost 
value  of  options  they  re- 
ceived before  stock  prices 
fell.  Moreover,  with  shares 
down  sharply,  the  standard 
models  used  to  price  op- 
tions show  that  companies 
will  have  to  issue  more  of 
them  to  give  executives 
the  same  dollar  value  each 
year. 

Though  the  3%  annual 
average  of  option  grants 
may  look  like  peanuts,  it 
could  become  a  large  and 
permanent  drag  on  future 
share  prices.  In  fact,  if  the 
market  returns  to  its  his- 
torical rate  of  return  of 
about  10%  a  year,  options 
will  siphon  off  nearly  one- 
third  of  company  profits 
by  the  time  they  expire 
in  10  years.  Investors  will 
have  their  pockets  picked 
either  by  having  earnings 
per  share  watered  down 
by  the  additional  stock  or 
by  corporate  spending  on 


share  buybacks  to  control  dilution. 
With  a  big  transfer  of  wealth  to  man- 
agement on  the  horizon,  a  shareholder 
backlash  is  gathering  force.  Institutional 
investors  have  declared  war  on  runaway 
option  grants  and  the  outsize  goodies 
they  bestow  on  corporate  insid-  ^^^ 
ers.  "The  trend  is  really  bad," 
says  Patrick  McGurn,  direc- 
tor of  corporate  programs 
at  Institutional  Shareholder 
Services,  a  proxy-vote  ad- 
visory firm.  It  comes  when 


THE  BIG  BITE 

Here's  how  the  executive's 

favorite  perk  can  hurt 

other  shareholders  long-term: 

IF... 

•  A  company  earning  $1  billion  a  year 
sees  both  its  income  and  shares, 
now  trading  at  25  times  earnings, 
rise  9.4%  a  year  for  10  years,  and 

•  The  company  each  year  grants 
executives  options  for  3%  of 
outstanding  shares,  and 


many  money  managers  are  bracing 
long  period  of  investment  returns  | 
below  the  18%-plus  levels  of  the 
Says  Lisa  Rapuano,  a  mutual-fund 
ager  at  Legg  Mason  Inc.,  "There J 
smaller  pie,  and  executives  continij 
ask  for  more  of  it.  We  have  to 
^^     on  making  their  share  sr 


Executives  exercise  all  options  in 
the  10th  year,  and  company  buys 
back  an  offsetting  number  of  shares 

THEN... 

Executives  make  profits  of  $5.2 
billion  from  exercising  options  and 
selling  stock. 

Company  spends  a  net  $5.2  billion 
on  stock  and  deducts  same  amount 
as  expense  from  taxable  income. 

BOTTOM  LINE 

Shareholders  are  left  with  just  $3.7 
billion,  or  54%  of  the  $6.9  billion 
of  additional  income  earned  by  the 
company  above  the  starting  level  of 
$1  billion  each  year. 


U 
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starting  to  happen.  Investors 
Noting  down  a  record  23.4%  of  op- 
>  plans  vs.  16.2%  five  years  ago,  ac- 
ing  to  the  Investor  Responsibility 
I  arch  Center.  Some  companies  are 
I  g  the  hint:  Jones  Apparel  Group, 
l  a  shareholder  rebellion,  withdrew 
i  an  in  May  before  it  came  to  a  vote. 
t  nost  aren't  going  to  give  up  with- 
|  fight  (p.  114).  Companies  like  op- 
I  because  they  appear  to  be  a  cost- 
t  >vay  of  paying  employees:  Unlike 

-  >r  salaries,  most  options  don't 
I   to  be  deducted  from  company 

-  as  an  expense. 

I  e  way  the  conflict  plays  out  could 
■  a  big  impact  on  stock  prices,  in- 
«r  trust,  and  companies'  ability  to  re- 
I-  innovation.  If  companies  voluntar- 
loare  down  their  compensation 
Ines  to  better  align  the  interests  of 
•tors  and  executives,  confidence  will 
■nd  and  so  should  performance.  But 
I  drive  to  improve  the  system  fails, 
^tors  may  become  even  more  disil- 
ned  with  Corporate  America. 

Even  as  the  fight  un- 


The  growing  pool 
of  options  waiting  to  be 
converted  into  shares 
weighs  on  stock  prices 


folds,  shareholders  are  seeing  more  and 
more  of  the  value  of  their  companies 
slip  through  their  fingers.  On  average, 
stock  equal  to  16.3%  of  large  U.  S.  com- 
panies' outstanding  shares  has  been  ear- 
marked for  employee  options,  nearly 
double  the  8.3%  average  a  decade  ago, 
according  to  a  survey  by  executive  com- 
pensation consultants  Pearl  Meyer  & 
Partners.  Starting  with  fiscal  years  be- 
ginning after  Mar.  14,  2002,  a  new  Secu- 
rities &  Exchange  Commission  rule  will 
require  companies  to  disclose  details  of 
their  options  overhang  more  clearly. 

Because  of  the  bear  market,  of 
course,  some  existing  options  seem  un- 
likely ever  to  be  turned  into  shares  be- 
cause their  strike  prices  are  far  above 
today's  market.  But  since  almost  all  op- 
tions have  10-year  terms,  they  could 
spring  back  to  life  in  years  to  come. 
"As  companies  recover  and  their  stock 
prices  start  to  improve,  these  un- 
derwater options  will 
come  back  in  the  mon- 
ey and  automatically 
dilute  earnings,"  says 
McGurn. 

The  existence  of  so 
many  options  waiting 
to  be  converted  into 
shares  weighs  on  the 
markets,  acting  as  a 
brake  on  any  potential 
stock  price  rises.  And 
the  overhang  is  build- 
ing. Undeterred  by 
poor  results,  compa- 
nies keep  issuing  larg- 
er amounts  to  compen- 


sate top  brass  for  the  weakness  in 
stocks.  The  average  "burn  rate" — op- 
tions jargon  for  the  pace  at  which  com- 
panies issue  the  securities — is  now  2.6% 
of  outstanding  shares  a  year,  more  than 
double  the  1.08%  rate  in  1991,  according 
to  Pearl  Meyer. 

The  trend  will  burn  investors  in  com- 
ing years  as  companies  turn  over  a 
growing  share  of  their  returns  to  in- 
siders. Take  a  company  with  a  price- 
earnings  ratio  of  25  and  earnings  and 
stock  prices  growing  at  9.4%  a  year, 
the  historical  return  on  stocks  at  con- 
stant price-earnings  ratios  as  calculated 
by  Ibbotson  Associates.  Assume  the 
company  grants  options  representing 
3%  of  its  stock  in  2002.  According  to 
BusinessWeek  calculations,  if  executives 
then  exercised  all  those  options  in  2012, 
it  would  have  to  pay  out  27%  of  its  in- 
come that  year  just  to  mop  up  the  new 
stock.  And  that's  after  allowing  for  the 
tax  break  the  company  obtains — equal 
to  the  difference  between  the  price  ex- 
ecutives pay  them  for  the  stock  and 
what  the  stock  is  worth  when  the  op- 
tions are  cashed.  Without  that  benefit, 
the  exercise  would  swallow  up  44%  of 
2012  earnings. 

Repeat  the  math  over  a  full  decade  to 
capture  the  impact  on  each  year's  profits, 
and  the  result  is  worse  (table,  p.  112). 
Management  would  skim  off  46%  of 
earnings  added  over  the  10  years  even 
though  most  of  the  gains  resulted  from 
little  more  than  keeping  pace  with  the 
economy.  So  much  for  proponents'  ar- 
guments that  options  reward  outstanding 
performance. 

Institutional  investors  are  hoping 
that  major  changes  may  now  occur  in 
executive  pay.  They'd  like  to  see  com- 
pensation plans  that  reward  executives 
for  doing  more  than  showing  up  for 
work  and  simply  matching  broad  eco- 
nomic trends.  Peter  T.  Chingos,  head  of 
the  compensation  practice  at  Mercer 
Human  Resource  Consulting,  expects 
companies  to  begin  shifting  away  from 
options — for  example,  to  bonuses  for 


MORE  IS  LESS-F0R  INVESTORS 

At  some  companies  options  could  result  in  a 

sharp  dilution  of  equity.  Though  tech  outfits  are  the 

most  profligate,  others  are  on  their  heels. 


SIEBEL  SYSTEMS 

BROADC 

PEOPLE 

APPLEI 

RATION! 

NATIONi 

NOVELL 

'Three-year  average 


ANNUAL  OPTION  GRANTS  AS  %  OF  SHARES  OUTSTANDING* 


16.5% 


BROADCOM 

15.0 

PEOPLESOFT 

10.1 

APPLE  COMPUTER 

9.4 

RATIONAL  SOFTWARE 

9.0 

NATIONAL  SEMICONDUCTOR 

9.0 

QUINTILES  TRANSNATIONAL 

9.4% 

LEHMAN  BROTHERS 

9.4 

TMP  WORLDWIDE 
McKESSON 

7.5 
E.8 

MERRILL  LYNCH 

5.8 

PEPSI  BOTTLING  GROUP 

5.8 

8.8  SIP  500  AVERAGE 

Data:  Lehman  Brothers  Inc..  BusinessWeek 
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growth  in  earnings  per  share  and  re- 
turn on  capital  that  beat  industry 
benchmarks. 

But  change  is  likely  to  remain  modest 
until  the  big  roadblock  of  inconsistent 
accounting  standards  is  removed.  Cur- 
rent rules  effectively  penalize  most  ways 
of  linking  pay  to  exceptional  perform- 
ance. For  example,  companies  must 
treat  options  as  an  expense  if  their  ex- 
ercise price  varies,  perhaps  rising  with 
an  index  of  the  stocks  of  a  peer  group. 
By  contrast,  the  classic  fixed-price  op- 
tion is  not  an  expense. 

Likewise,  when  companies  pay  with 
restricted  shares  which  executives  must 
hold  for  a  number  of  years,  they  must 


count  them  as  an  expense  when  they're 
issued.  Despite  that,  employees  love 
them  because  they  are  worth  some- 
thing, even  if  the  stock  falls.  "In  a  down 
market,  restricted  shares  are  far  more 
motivating  and  can  retain  a  person  bet- 
ter than  stock  options  will,"  says 
Richard  H.  Wagner,  a  principal  at 
Strategic  Compensation  Research 
Associates. 

Indeed,  if  accounting  rules  treated 
all  options  equally  with  other  forms  of 


pay,  companies  wrould  be  free  to 
compensation  methods  based  oj 
well  they  motivate  execs,  not  wha 
do  to  reported  earnings.  "In  exJ 
for  that  accounting,  we  would " 
program  that  is  more  effective 
vating  people  and  getting  financ 
suits,"  says  Wagner. 

Perhaps  if  enough  investors  co| 
executives  that  they  are  paying 
tion  to  the  cost  of  stock  options, 
rations  will  quit  blocking  a  m 
counting   standard   and   get   onl 
finding  the  compensation  tools  thaf 
best.  But  until  then,  the  frictior 
options  is  only  likely  to  keep  gro^ 
By  David  Henry  in  Xe 


t^^^HRSSSC  FIP?G  DOERR:  The  venture  capitalist  op-\ 

TIJP  OAMDAIf*AI  ^  <^4l        r^J  poses  treating  options  as  an  expe 

TO|/^^P  nPTIflNQ  58  W                      f&^l     I       'A  Crossin£  Ltd-  and  other  aggressi\ 

IVbCr  III    I  IUHO  ^w                W \     7T         l    J     •     9  issuers  of  them.  In  March,  lobbyisj 

APP  TUC   I   CIIOCD  W                     w  tfm.           V         ■  derailed  a  bill  co-sponsored  bv  Ser 

UlP    InCLCUUCtl  W           Wtff   f/k       J^~  1  tors  Carl  Levin  (D-Mich.)  and  Jor 

^t            Sm          f/X     B^^ttfl  McCain  (R-Ariz.)  that  would  have] 

Chalk  up  another  win  for  Silicon  m     ._           ^^r       f//m  ^Hfl      HI  made  companies  expense  options 

Valley.  On  June  17,  the  board  of  ■                     ^^"tK  m^^                   \  they  ta^e  tax  deductions  when 

the  California  Public  Employees'  W       f        Jm   ^^tf                 ^^^^^m  they're  exercised.  Industry'  groups! 

Retirement  System  voted  unani-  W^     %^^^^^^^r         ^^^^^Hl  opposing  the  bill — including  Finantf 

mously  to  set  aside  a  staff  recom-  H^^^.     ^^^^^^f  /  [\  i^^^^^H  Executives  International  and  Techl 

mendation  that  it  should  call  on  com-  ^  i      \^^H1h^B|^^H  Net — wTote  to  all  100  senators.  Ai| 

panies  to  deduct  from  profits  the  ^^^^^H^^a^^Hl^^^p  ^^^H  m  mid-June,  tech  industry  reps  evi 

value  of  stock  options  that  they  give  ^^^^^^^K^^^^^^^^^B  ^^^^k  got  Senator  Paul  Sarbanes  (D-Md. 

to  employees.  ^^^^^^^^^^^^^^^^r    ^^^H  t0  delete  from  an  accounting  reforj 

In  April,  CalPERs'  staff  had  urged  B^^^^P^HH^^B^^^^^^k^H  D*^  a  Provision  directing  the  Sec 

the  board  to  push  for  expensing  op-  ^^H^H9B^^H|^'     ^^^^^    *^  t^es  ^  Exchange  Commission  mere 

tions.  a  position  other  big  institution-  MBMMI^^BI^^^  to  study  expensing  options, 

al  investors,  such  as  teachers'  retire-  _._  D«TT|  c  nc  ......  ....  ...           Now-,  the  battle  is  moving  abroa 

ment  fund  tiaa-cref,  have  taken.  WE  BATTLE  Or  GUGCI  GULCH  The  London-based  International  A| 

But  Valley  executives,  including  ven-  Corporate  lobbuina  keevs  counting  Standards  Board  is  drafti 

ture  capitalist  John  Doerr  and  «—-««..«  ~tr *~  *~  ™„/,„  ~~~~~~;~.  rules  requiring  options  to  be  ex- 

-\ir    •   u    ni.  ■          v     tjt  n  i  thwartinq  efforts  to  make  companies              j  d    ■                   c      lL  * 

Marimba  Chairman  Kim  K.  Polese.  *  M                             ^  pensed.  Business  groups  fear  that 

bombarded  the  directors  with  calls  treat  °Ptlons  «*  an  expense,  borne  would  rev  up  support  for  expensin| 

urging  them  to  vote  no.  of  their  key  victories  this  year:  m  the  U.  S.  Dozens  of  U.  S.  compa-J 

Doerr  &  Co.  argued  that  there  9  j^e  McCain-Levin  bill   which  n*es'  deluding  Cisco  Systems  and 

isn't  an  accurate  way  to  value  op-  wou,d  have  forced  companies  to  Motorola  Inc.,  have  flooded  the       I 

tions.  Moreover,  they  asserted,  fore-  ^      t|Qns  jf  th      take  Q  ^  with  critical  letters.  However  IASB 

mg  companies  to  deduct  options  from  deductjon  for  the  cost     never      t  Chairman  David  IXveedie  isn  t  per-| 

earmngs  would  make  them  too  ex-  .     . .      0  suaded.    Everything  I  ve  heard  to 

.        v    .    j-          ..  ,          ..  to  the  Senate  f bor  for  a  vote  j  .           •                           .           . 

pensive,  ehmmatmg  a  vital  recruit-  date  convinces  me  that  stock  optio| 

ment  tool.  Technology-  Network,  an  •  To  win  industry  support  for  his  are  an  expense,"  he  says. 

industry  political  action  committee,  accounting  reform  bill,  Senate                 Some  European  companies  don'tl 

even  got  mid-level  employees  at  In-  Banking  Committee  Chairman  want  Tweedie  to  back  down.  "Espel 

tel  Corp.,  Cisco  Systems,  and  other  pau|  Sarbanes  (D-Md.)  deleted  a  cially  after  Enron,  treating  optionsf 

companies  to  write  to  CalPERs  or  provision  directing  the  SEC  to  as  expenses  would  provide  a  form 

testify  in  person  about  how  options  studv  the  issue  protection  for  shareholders  and  hel| 

helped  them  buy  a  house  or  support  -  win  back  their  trust,"  says  Heinz- 

their  extended  family.  •  The  CalPERS  board  rejected  Joachim  Neubiirger,  chief  financial 

The  campaign  was  just  the  latest  a  staff  proposal  that  the  pension  ficer  of  Siemens.  While  U.S.  businel 

round  in  Corporate  America's  all-out  fund  urge  companies  to  treat  may  have  won  a  skirmish  at  CalPE| 

campaign  to  thwart  a  rewrite  of  ac-  options  as  an  expense  it  still  can't  declare  victory  in  the 

counting  rules  for  options  since  the  Data  BusinessWeek  stock-options  expensing  war. 

collapse  of  Enron  Corp.,  Global  By  Amy  Borrns  in  Washii 
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Only  one  country  allows  you  to  instantly  plug  into  Asia,  the 
world's  fastest  growing  market  for  IT  and  telecommunications 
products  and  services Singapore. 

Singapore  offers  a  great  broadband  and  wireless  environment.  Unmatched  connectivity  to 
markets  in  the  region  and  around  the  world.  A  completely  open  and  free  telecoms  market.  A 
highly  educated.  English-speaking  work  force.  A  tech-sawy  population.  And,  the  region's  best 
education,  transportation,  legal  and  lifestyle  infrastructure. 

Singapore  companies  have  decades  of  experience  with  markets  in  Greater  China,  India,  and 
Southeast  Asia.  They  can  help  you  create  and  sell  products  and  services  throughout  the  region. 
And,  they  offer  locally  developed  products  and  services  that  can  be  marketed  into  North 
America  and  Europe 

Does  Singapore  sound  like  the  kind  of  place  you'd  like  to  be?  If  it  does,  you're  in  good  company. 
More  than  6,000  multinational  companies  have  already  discovered  the  advantages  of  being 
there.  Singapore  offers  a  variety  of  programs  designed  to  help  your  company  implement  a 
successful  Asia  strategy.  Contact  us  at  the  URL  below  for  details. 

When  you're  playing  for  high  stakes,  you  should  give  yourself  every  advantage.  Plug  into 
Singapore  and  experience  Asia's  most  IT  friendly  hub... 

www.  opportunities-Singapore,  com 
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FIXING  THE  ENGINE  TROUBLE 
AT  FORD  CREDIT 

The  carmaker's  finance  arm  is  getting  back  to  basics 


b 


■j 


Ford  Motor  Credit  Co.  has  long  been 
a  reliable  cash  cow  for  the  No.  2 
auto  maker.  Until,  that  is,  former 
Chairman  Donald  Winkler  set  out  a  few 
years  ago  to  turn  it  into  "a  global  auto 
finance  superpower."  Ford  Credit  boldly 
plunged  into  myriad  services  such  as 
home  mortgages  and  online  stock  trad- 
ing, as  well  as  aggressive  lending  to  car 
buyers  with  poor  credit. 

Two  years  later,  Ford  Motor  Co.'s  fi- 
nance subsidiary  has  become  something 
of,  well,  an  Edsel.  Bad  loans  have  forced 
it  to  nearly  double  its  provision  for  cred- 
it losses;  in  the  fourth  quarter,  the  unit 
lost  $297  million — the  first  quarterly  loss 
in  its  42-year  history.  Its  credit  rating 
has  suffered.  Says  Burnham  Securities 
Inc.  auto  analyst  David  Healy:  "They 
lost  a  lot  of  discipline.  They  wrote  a  lot 
of  bad  paper." 

Can  Ford  Credit  be  fixed?  That's  the 
question  facing  Greg  Smith,  a  29-year 
company  veteran  who  has  led  the  fi- 
nance unit  since  Winkler's  ouster  in  De- 
cember, and  is  charged  with  leading  its 
overhaul.  His  marching  orders  are  sim- 
ple: Make  money  and  support  Ford 
sales.  Period.  No  more  online  deals  or 
risky  cutting-edge  stuff.  "We're  focusing 
on  doing  things  that  we  know  we  can 
do  extremely  well,"  says  Smith. 

Sounds  simple,  but  the  low-key  Smith 
faces  a  daunting  task.  An  engineer  be- 
fore he  joined  Ford's  financial-services 
group  in  1993,  he  has  to  dump  the  mon- 
ey-losers, streamline  operations,  collect 
on  existing  loans,  and  tighten  standards 
on  new  lending,  among  other  things. 

Ford  Credit's  grandiose  dreams  of 
growth  were  part  of  former  Chief  Ex- 
ecutive Jacques  Nasser's  plans  for  di- 
versifying Ford  Motor  into  an  array  of 


GREG  SMITH'S  TUNE-UP 
AT  FORD  CREDIT 

How  the  auto  maker's 
new  boss  aims  to  fix  its 
troubled  finance  arm: 

Data  BusinessWeek.  Ford  Credit 


consumer  businesses.  Nasser  hired  Win- 
kler from  Bank  One  Corp.  in  late  1999. 
Under  him,  Ford  Credit's  receivables 
shot  up  29%,  from  $161  billion  in  1999 
to  $208  billion  last  year,  thanks  largely 
to  forays  into  lending  to  car  buyers 
with  poor  credit.  Earnings  rose  42%  in 
two  years,  to  $1.5  billion  in  2000,  but 
tumbled  to  $839  million  in  last  year's 
recession  as  fringe  borrowers  defaulted. 
Smith  has  abandoned  Winkler's  goal  of 
increasing  Ford  Credit's  portfolio  to  $245 
billion  by  2006,  aiming  instead  to  hold  it 
near  the  current  $206  billion.  He's  dis- 
mantling Fairlane  Credit,  a  Colorado 
subprime  lender.  Smith  also  curbed  risky 
used-car  lending,  which  does  little  to  aid 


Ford's  new-car  business,  as  well 
ing  to  buyers  of  competitors' 
And  he's  winding  down  a  mortga  -I 
ing  venture  with  Wells  Fargo  <& 

The  changes  may  take  a  whil  ! 
age  loan  maturities  are  at  42 
so  Merrill  Lynch  &  Co.  analyst 
Casesa  figures  it  will  take  Smit  i 
three  years  to  burn  off  bad  lo; 
time,  the  company  is  experi 
with  periodic  credit-agency  c. 
riskier  borrowers. 

Still,  some  analys 
ry  that  Ford  Credi 
billion  of  loan-loss  r< 
at  the  end  of  2001 
generous  enough.  Scot 
zen,  a  Standard   & 
managing    director, 
that  the  company's 
are  "a  thin  1.4  tim 
$2.3  billion  of  credit 
compared  with  roug 
at   other   consumer 
companies.  "They  do: 
much  cushion  again 
es,"  he  says.  Counters 
"We're  comfortable" 
current  coverage  lev 
Comfortable  or  not, 
is  still  tight.  The  fin; 
skipped  its  quarterly  d 
payments  to  the  par< 
the  last  two  quart  e 
won't  say  when  the 
sume.  The  dividend  pa 
totaled  $400  million 
first  three  quarters  o 
Indeed,  Ford  Motor  contribute 
million  in  capital  to  its  subsidiary 
uary.  Still,  Wall  Street  was  mile 
couraged  by  a  first-quarter  profit 
million  versus  an  $800  million  1 
the  parent.  That  lagged  the  year- 
quarter  but  was  a  marked  impro\ 
from  2001's  fourth  quarter.  One  p 
sign:  Losses  as  a  percentage  of 
ables  in  the  U.S.,  although  histc 
high,  slowed  to  1.4%  in  the  first  q 
from  1.76%  late  last  year. 

Not  dramatic — but  an  indicatic 
it  may  be  pulling  out  of  the  brea 
lane.  Ford  Credit  may  well  becon 
sistent  if  unexciting  again. 

By  Kathleen  Kerwin  in  I 


STRIP  IT  DOWN  Ford 
Credit  branched  into 
online  brokerages,  mort- 
gages, used-car  loans, 
subprime  and  commer- 
cial lending.  Now  it's 
going  back  to  financing 
sales  of  Ford  vehicles 
and  dealer  loans. 


CLEAN  OUT  THE 
GUNK  To  clear  its 
books  of  bad  loans  and 
delinquencies,  the 
company  is  tightening 
lending  standards, 
monitoring  its  portfolio 
better,  and  stepping  up 
collections. 


RUN  IT  LEAN  A 

deteriorating  credit- 
rating  outlook  has  ra 
borrowing  costs.  Srr 
will  maximize  secur 
zation  of  loans  to  ci 
dependence  on  expi 
sive  commercial  pa| 
as  a  source  of  fund' 
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Entertainment 


MOVIE  THEATERS 


A  HOLLYWOOD  ENDING 
FOR  MULTIPLEX  OWNERS 

Attendance  is  rising  just  as  chains  have  cleaned  up  their  debt 


For  theater-chain  owners  in  the  past 
few  years,  life  has  been  a  cliffhang- 
er.  Spurred  by  easy  money  and 
swept  up  by  the  media-consolidation 
craze,  they  went  on  buying  sprees,  snap- 
ping up  smaller  chains  and  piling  on 
debt  to  build  multiplexes  on  what 
seemed  like  every  street  corner  in 
America.  By  last  year,  four  of  the 
largest  U.S.  chains  were  in  Chapter  11, 
including  such  well-known  names  as 
Loews,  United  Artists,  and  Regal.  "It 
was  our  version  of  the  perfect  storm," 
says  Peter  C.  Brown,  ceo  of  amc  En- 
tertainment Inc.,  which  dodged  bank- 
ruptcy but  closed  30  theaters  and 
slashed  capital  expenditures. 

But  now  it  looks  as  if  chain 
owners  might  close  out  the 
year   with    a    Hollywood 
ending.  The  hottest  box 
office  in  years  is  driving 
up  attendance  this  sum- 
mer just  as  many  the- 
ater chains  are  emerg- 
ing from  bankruptcy 
with  scrubbed  balance 
sheets.    Suddenly,   the 
economics    have    never 
been    stronger    in    the 
world  of  sticky  floors.  At- 
tendance so  far  this  year 
is  running  15%  ahead  of 
last  year,  says  box-of- 
fice tracking  firm  Ex- 
hibitor Relations  Co.,  at 
a  time  when  there  are 
1,200  fewer  theaters  than 
in  1999.  Box-office  sales 
are  up  by  19%  so  far  this 
year,  to  $4.54  billion. 

Longer  lines  this  sum- 
mer, like  those  for  Spi- 


chains  are  enjoying  their  moment  in 
Wall  Street's  sun.  AMC's  shares  are  up 
20%  so  far  this  year,  to  about  $14. 

Other  theater  chains  owe  their  second 
act  to  the  bankruptcy  courts,  which  al- 
lowed them  to  wash  away  mountains  of 
debt  and  onerous  leases.  The  chains 
overbuilt  and  borrowed  heavily  in  a  mis- 
guided attempt  to  get  larger,  figuring 
that  the  hot  box  office  of  a  few  years 
ago  would  keep  growing.  By  2000,  there 
were  37,000  screens  in  the  U.S.,  one- 
third  more  than  five  years  earlier,  even 
as  movie  attendance  had  begun  to  slide. 
Operating  margins,  never  huge,  shrank, 
and  debt  calls  got  tougher  to  meet. 
"There  were  too  many  un- 


derperforming  theaters  and  a  lot 
es  we  couldn't  swallow,"  says  Ms  ii 


Durant,  cfo  at  Carmike  Cinem 
which  came  out  of  bankruptcy  i 
ary  after  closing  136  theaters 

Now,  theater  chains  are  showi 
life.  Carmike's  operating  margir 
13%  in  its  most  recent  quarter, 
2%  a  year  ago.  That  boosted  it 
price  sevenfold,  to  about  $24,  fi 
post-bankruptcy  price  of  $3.50  a 


hi 


WHY  THEATER  CHAINS  ARE  PROFITING 


der-Man  and  Star  Wars: 
Episode  II — Attack  of 
the  Clones,  are  giving 
theaters  leverage  to  raise 
ticket  prices  by  an  aver- 
age of  5%,  to  as  much  as 
$10.50  in  high-traffic  ar- 
eas such  as  New  York 
City.  So  while  advertis- 
ing woes  have  savaged 
the  media  giants,  theater 
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The  hot  market  for  these  stocks 
lowed  the  chains  to  raise  equit\ 
duce  debt.  Cinemark  Inc.,  a  Plan< 
chain  with  3,000  screens,  has  i 
raise  $184  million  to  pay  down  itl 
The  improving  picture  lured  vil 
led  by  billionaire  Philip  F.  An:[ 
who  paid  cents  on  the  dollar  to 
then  combine  the  bankrupt  Regal 
ed  Artists,  and  Edwards  chains 
the  nation's  largest  theater  outfit  | 
its  initial  public  offering  opened 
on  May  9,  Regal  Entertainment 
shot  up.  It  now  trades  at  around  I 
The  turnstiles  are  likely  to| 
turning,  at  least  for  a  while. 
post-September  11  world,  folks 
straying  far  from  home,  making  rj 
cheap  option  to  long  tripa 
with  more  likely  blockb] 
due  later  this  year,  stJ 
sequels  to  Harry  Pottt 
the  Sorcerer's  Stone  ar 
Lord  of  the  Rings,  be 
sales  are  expected  to  svj 
$9.2  billion  this  year, 
jump,    says    Exhibitor 
lations  President  F 
garabedian.    Better 
theater  owners,  Hollywc 
starting  to  turn  out  more  | 
ly-oriented  movies,  which| 
more  kids  dragging  thei 
to  the  movies.  It  also  d<l 
hurt  that  studios  are  si 
ing  more  to  market  pot^ 
hits,  helping  to  drive  tr 
the  theaters. 

Still,  the  chains  deper 
Hollywood  to  get  the  hit 
la  right.  And  efforts  to  fine 
revenue    sources    have 
largely  unsuccessful.  Some  I 
panies  are  using  their  the| 
for  business  conferences, 
are  experimenting  with 
ing  in  sports  or  live  events, 
tried  a  Destiny's  Child  cod 
and   got   six   folks  in   Kal 
City,"  says  amc's  Brown.  <rV| 
still  searching  for  alterml 
revenues."  Until  then,  mc| 
are  the  hot  ticket. 

By  Ronald  Grovik 
Los  Aru\ 
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you're  not  prepared  for  one.  It's  a  lesson  you 
don't  want  to  learn  the  hard  way.  Then 
again,  it's  not  every  day  that  a  serious 
hurricane  makes  landfall  at  your  data 
center.  But  after  being  forced  to  brave 
the  fury  delivered  by  "the  storm  of  the 
century"  in  order  to  prevent  total  loss 
of  mission  critical  data— the  folks  at 
the  IT  service  center  of  Mitsubishi 
Chemical  America,  Inc.  knew  they 
needed  a  backup  plan. 

They  turned  to  HP.  Rather  than 
recommend  a  totally  redundant  backup 
data  center  in  another  location,  HP 
worked  with  MCA  on  a  more  creative 
solution  involving  HP  servers,  storage, 
software  and  support  services. 

Together,  they  developed  a  plan 
that  not  only  involved  on-site  recovery 
services  but  actually  utilized  HP's  own 
disaster  recovery  center.  HP  even 
helped  MCA  through  several  disaster 
recovery  rehearsals— just  to  make  sure 
there  would  be  no  surprises  next  time 
the  unthinkable  happened. 

HP  infrastructure  solutions  are 
engineered  for  the  real  world  of 
business.  Because  the  last  time  we 
checked,  that's  where  we  all  work. 
Call  1.800.HPASKME,  ext.  246.  Or  visit 
www.  hp.  com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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BUFFEn  JUMPS  IN 

WHERE  OTHERS  FEAR  TO  TREAD 

Berkshire  Hathaway  starts  underwriting  terrorism  policies-and  investors  approve 


Warren  E.  Buffett  has  seen  the 
future  of  America's  security, 
and  it  is  a  scary  sight  indeed. 
Buffett,  chairman  and  ceo  of 
Berkshire  Hathaway  Inc.,  made  head- 
lines at  his  company's  annual  meeting  in 
May  by  predicting  that  terrorists  one 
day  will  detonate  a  nuclear  bomb  on 
American  soil.  "It  will  happen,"  he  said. 
Despite  his  dire  prophecy  Buffett  was 
in  exceptionally  good  cheer  throughout 
his  shareholder  weekend.  So  extreme  a 
disconnect  between  message  and  mood 
would  be  unseemly  in  a  government  of- 
ficial. But  Buffett  is  a  businessman,  and 
he  believes  that  his  company  is  well-po- 
sitioned to  profit  from  the  chaotic  post- 
September  11  market  in  terrorism  in- 
surance. "We're  selling  more  terrorism 
coverage  than  anybody,"  he  told  his  in- 
vestors, "but  it  does  not  endanger  Berk- 
shire Hathaway." 

Since  the  World  Trade  Center  was 
destroyed,  Berkshire  has  written  a  se- 
ries of  large  policies  extending  terrorism 


A  PORTFOLIO  OF 

HIGH-PROFILE  RISKS 

A  selection  of  policies  underwritten 
by  Berkshire  since  September  11 

►  2002  World  Cup,  cancellation 
coverage 

►  Chicago's  Sears  Tower, 
$500  million  property  damage 

►  South  American  refinery, 
$578  million  property  damage 

►  Several  international  airlines,  in 
a  pool  with  Allianz 

►  North  Sea  oil  platform,  property 
coverage 

►  Extremus  AG,  $380  million,  a 
new  anti-terrorism  insurer  backed 
by  the  German  government 

Data:  Berkshire  Hathaway.  BusinessWeek 


coverage  to  some  of  the  highest- 
potential  targets  around.  The  2002  ^1 
Cup,  the  world's  biggest  sporting  el 
might  have  ended  before  it  starte<| 
not  the  Sage  of  Omaha  agreed 
sure  its  sponsor  against  losses  resii 
from  cancellation.  Berkshire 
French  insurer  AXA  Group,  whic 
minated  its  cancellation  policy  after 
tember  11.  Buffett's  company 
wrote  a  $500  million  policy  on  thel 
story  Sears  Tower,  North  Amei[ 
tallest  skyscraper. 

With  most  reinsurers  running 
terrorism  coverage  is  hugely  exp 
with  companies  paying  5%  to  30^ 
policy's  face  value.  Thanks  in  pa 
Buffett's  willingness  to  go  where 
of  his  competitors  fear  to  tread,  II 
shire's  reinsurance  business  posted  il 
improved  results  during  the  first  qui 
of  2002,  with  its  disappointing  Geil 
Reinsurance  subsidiary  turning  its  f 
quarterly  underwriting  profit  since 
Analysts  predict  that  rising  reinsurl 
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earnings  will  continue  to  buoy  Berk- 
shire Hathaway,  but  only  if  it  can  dodge 
the  colossal  land  mine  that  lurks  some- 
where just  under  the  surface  of  the 
global  insurance  industry:  the  next  ter- 
rorist catastrophe. 

Investors  seem  to  be  giving  Buffett 
the  benefit  of  the  doubt.  Since  bottoming 
on  Sept.  19  at  $61,400,  Berkshire's  A 
shares  have  risen  to  $66,700 — a  gain  of 
nearly  9%,  compared  with  a  5%  decline 
in  the  Standard  &  Poor's  500-stock  index 
during  this  period.  Berkshire  made  huge 
profits  over  the  years  insuring  against 
damage  caused  by  hur- 
ricanes, earthquakes, 
and  other  "super-catas- 
trophes." But  as  Buf- 
fett acknowledges,  the 
well-honed  science  of 
predicting  natural  dis- 
asters is  of  little  use 
when  it  comes  to  ter- 
rorism, with  its  abbre- 
viated history  and  hu- 
man X  factor.  "It  is 
not  quantifiable,"  Buf- 
fett says  flatly.  How 
then  can  he  be  so  cer- 
tain that  Berkshire  is 
safe  in  a  world  shad- 
owed by  terrorism? 

Buffett's  confidence  is  rooted  in  a 
mighty  balance  sheet.  Even  after  book- 
ing a  pretax  underwriting  loss  of  $2.4 
ii  on  the  WTC  disaster,  Berkshire 
still  boasts  a  robust  shareholder's  eq- 
uity of  $60.5  billion.  "Can  Buffett  han- 
dle it?"  asks  Standard  &  Poor's  analyst 
Frederick  Loeloff,  responding  to  a 
question  about  Berkshire's  terrorism 
exposure.  "If  a  BB  company  was  writ- 
ing terrorism  insurance,  I'd  have  some 
concerns.  But  Berkshire  is  AAA" — 
s&p's  highest  credit  rating. 

What's  more,  September  11  did  in- 
deed prompt  Buffett  and  the  top  execs 
at  his  two  reinsurance  subsidiaries — 
National  Indemnity  Co.  and  General 
Reinsurance — to  think  much  more  care- 
fully about  how  to  define  the  risks  they 
insure.  It  actually  occurred  to  Buffett  in 
the  months  leading  up  to  September  11 
that  large-scale  terrorism  losses  were 
a  growing  threat,  but  he  did  not  factor 
this  realization  into  Berkshire's  under- 
writing decisions.  "I  violated  the  Noah 
principle:  Predicting  rain  doesn't  count, 
building  arks  does,"  Buffett  admitted  in 
his  annual  shareholder's  letter.  "I  con- 
sequently let  Berkshire  operate  with  a 
dangerous  level  of  risk." 

This  failing  was  hardly  Berkshire's 
alone.  It  will  take  years  to  tote  up  the 
damages  from  September  11,  but  in- 
surers already  have  booked  losses  of 


$26  billion  and  the  final  tab  easily  could 
double.  In  the  typical  natural  disaster, 
property  damage  accounts  for  almost 
all  insurance  loss.  However,  the  claims 
from  the  wtc  attacks  vcome  from  many 
different  types  of  coverage,  with  prop- 
erty accounting  for  27%  to  30%  of  to- 
tal losses,  and  business  interruption 
and  worker's  compensation  for  most  of 
the  balance. 

Before  September  11,  terrorism  in- 
surance per  se  did  not  exist  in  the  U.S. 
Berkshire  and  its  rivals  unwittingly  pro- 
vided coverage  at  no  extra  charge  by 


SAGE  OF  OMAHA 

Buffett  and  his 

crew  have  found 

*    ways  to  hedge  the 

new  risks  they're 

taking  on.  With  the 

Sears  Tower,  for 

example,  Berkshire 

isn't  on  the  hook 

until  losses  exceed 

$500  million 


not  excluding  losses-sca^ised  by  terrorist 
attack  from  conventional  property-ca- 
sualty policies.  At  the  same  time,  they 
failed  to  realize  that  by  insuring  com- 
panies in  the  same  building,  they  were 
concentrating  underwriting  risk  dan- 
gerously even  though  they  were  writing 
various  kinds  of  coverage.  "On  Septem- 
ber 11,  people  woke  up  and  realized 
that  instead  of  having  diversification, 
you  actually  have  aggregation  because 
of  the  possibility  of  losses  happening  all 
at  the  same  time,"  says  Ajit  Jain,  a 
Buffett  confidante  who  runs  National 
Indemnity's  reinsurance  business. 

Since  September  11,  Berkshire's  basic 
underwriting  strategy  has  been  to  limit 
its  generic  exposure  to  terrorism  by  ex- 
cluding losses  due  to  nuclear,  biological, 
or  chemical  attack  from  standard  policies 
while  avoiding  worker's  comp  and  many 
kinds  of  property  coverage  altogether. 
Meanwhile,  the  company  is  writing  new, 
carefully  crafted  terrorism  policies  at 
high  prices  (table).  As  Buffett  puts  it: 
"We  will  write  some  coverage  for  ter- 
rorist-related losses,  including  a  few 
noncorrelated  policies  with  very  large 
limits.  But  we  will  not  knowingly  expose 
Berkshire  to  losses  beyond  what  we  can 
comfortably  handle." 

The  key  word  here  is  "knowingly." 
Alice  Schroeder,  who  follows  Berkshire 
for  Morgan  Stanley,  estimates  that  as 


much  as  60%  of  the  company's 
lion  loss  on  the  World  Trade 
was  a  product  of  unwitting  aj 
tion.  Obviously,  insurers  now  knd 
a  hijacked  airliner  can  be  madt 
bomb  that  creates  horrendous  b| 
interruption  and  worker's  comp  I 
But  what  previously  unimaginaj 
gregations  will  surface  in  the 
tastrophe?     "Everyone    is    tl 
through  these  issues,"  Jain  say;] 
there  are  no  easy  answers." 

Buffett  and  crew  generally  find| 
to  hedge  the  new  terrorism  risl 
take  on.  Wit| 
Sears  Tower, 
shire  is  not  ci 
hook  until  total! 
exceed  $500 
Similarly,  thel 
million  worth  oi 
erty  coveragt 
Berkshire  exter 
a  South  Americ 
finery  does  noi 
in  until  damagj 
ceed  $1  billion.  [ 
shire  apparentlj 
the  risk  of  WorH 
cancellation  alor 
Buffett  no  c 
comfort  in  knj 
that  this  liability  expired  when  tl 
cer  tournament  ended. 

In  April,  Berkshire  joined  v 
lianz  and  10  other  insurers  to  offe1 
rorism  insurance  to  airlines.  Tl 
lianz-administered  pool  will  col 
plane  for  as  much  as  $1  billion  or 
line  up  to  $2  billion  a  year,  but  tl 
icy  automatically  terminates  after  | 
major  events  resulting  in  losses." 
shire  also  is  participating  in  ExtrJ 
a  new  terrorism  insurer  in  Gern 
Berkshire  will  be  liable  for  $38(1 
lion,  but  the  company  is  part  of  ;| 
billion  pool  that  will  be  tapped  o| 
the  $1.4  billion  contributed  by  the 
man  government  is  exhausted  firs 

In  the  U.  S.,  Congress  is  now 
ering  legislation  that  would  limil 
insurance  industry's  exposure  to  tel 
ism  losses  by  shifting  most  of  thl 
tential  liability  to  the  government.! 
most  insurance  executives,  Bil 
strongly  favors  federal  interverj 
Berkshire's  ceo  has  said  that  he  is 
fectly  willing"  to  again  lose  $2  billiJ 
$2.5  billion  on  a  single  catastrophe  | 
under  the  "close-to-worst  case"  that| 
fett  envisions,  a  large-scale  terroris 
tack  on  America  could  inflict  $1  trl 
in  damage.  "Only  the  U.  S.  govenrl 
has  the  resources  to  absorb  su[ 
blow,"  Buffett  warns. 

By  Anthony  Bianco  in  New 
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INSTRUMENTS    FOR   PROFESSIONALS 

Breitling  has  a  single-minded  commitment  to  building 
ultra-precise  and  ultra-reliable  wrist  instruments  intended 
for  the  most  demanding  professionals.  Our  obsession 
is  qualit-  Dal  is  performance.  Day  after  da\ 

consistently  enhance  the  sturdiness  and  functionality  of 
our  chronographs.  And  we  submit  all  our  movements  to 
the  merciless  testing  procedures  of  the  Swiss  Official 
Chronometer  Testing  Institute  (COSO.  One  simply  does 
not  become  an  aviation  supplier  by  chance. 
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Are  You  Overstuffing 
Your401(k)? 

Many  workers  would  reap  tax  benefits  from  smaller  contributions 


BY  PETER  COY 


You've  heard  it  a  hundred  times:  "Max 
out  your  401(k)."  Since  contributions 
come  out  of  pretax  income,  the  401(k)  is 
supposed  to  be  the  perfect  tax-sheltered 
way  to  save  for  retirement.  Washington 
is  such  a  believer  that  it  keeps  raising 
the  maximum  individual  contribution:  It 
will  hit  $15,000  by  2006.  Plus,  workers  50  and 
over  can  make  additional  catch-up  contributions, 
reaching  $5,000  a  year  by  2006. 

But  the  tax  treatment  of  401  (k)s  isn't  as  ad- 
vantageous as  it  first  appears.  For  that  reason, 
contributing  the  maximum  amount  may  not  be 
the  best  idea  for  all  workers.  In  fact,  economists 
Laurence  J.  Kotlikoff  of  Boston  University  and 
Jagadeesh  Gokhale  of  the  Federal  Reserve  Bank 
of  Cleveland  argue  that  many  workers  would 
do  better  by  switching  contributions  from  their 
401(k)s  to  other  accounts. 

The  problem  is  that  while  postponing  tax- 
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able  income  give^ 
break    now,    it 
your  future  taxes| 
payouts    from 
during  retiremel 
taxed    as    regull 
come.  In  contrast 
held     investmei 
ordinary,    unshtl 
accounts  are  ta{ 
the  (lower)  capit 
rate  when  sold. 
401(k)  could  gene] 
much  fully  taxaJ 
come  that  it  pushj 
"  into  a  higher  braj 
It  will  also  subject  more  of  your  Social 
rity  benefits  to  income  taxes.  Even  the| 
praised  feature  of  the  401(k) — that  it 
your  current  taxable  income — has  a  small] 
back.  If  it  pushes  you  into  a  lower  tax  braj 
will  reduce  the  value  of  your  mortgage 
tions  while  you're  young  and  still  paying 
mortgage  interest. 

Kotlikoff  and  Gokhale  conclude  that 
Americans  should  stop  regarding  the  4011 
count  as  their  primary  vehicle  for  retiremea 
ings.  They  find  that  most  people  should  conl 
only  4%  to  6%  of  their  pay  to  their  401(k)i 
national  average  for  plan  participants  is  justl 
7%,  and  many  people  contribute  far  more.)  [ 
while,  they  say,  people  should  save  much 
than  they  do  now  in  ordinary,  unshelter 
vestment  accounts — about  17%  of  pretax  i| 
for  household  incomes  over  $100,000. 

Kotlikoff  and  Gokhale  did  a  customized  \\ 
of  their  study  for  BusinessWeek  Investor 
ESPlanner,  a  detailed  financial-planning  pr 
published  by  Economic  Security  Plannil 
which  Kotlikoff  is  president.  (The  $65  prcl 
which  requires  a  fair  amount  of  dataf 
is  available  through  www.esplanneif 
For  starters,  they  took  the  case  ofl 
pothetical  married  couple,  age  it 
earning  equal  salaries,  who  j| 
have  two  children  by  ; 
and  send  them  both 
lege.  They  assume  th| 
couple's  income  will  rise 
year  after  inflation  until 
ment.  They  also  assume  a  3*1 
ployer  matching  contributiol 
they  figure  that  the  coup! 
earn  6%  after  inflation  orl 
investments,  although  the  il 
are  similar  when  lower  or  \\ 
rates  of  return  are  plugged  in. 
Their  conclusion:  Contribute  atl 
up  to  the  level  at  which  your  employer  I 
matching  contributions.  But  beyond] 
watch  out.  Kotlikoff  and  Gokhall 
that  if  their  25-year-old  couple 
household    income    of   $50, Oil 
$100,000,  each  spouse  s\ 
put  in  just  4%  of  r.1 
pay.  From  $150,i| 
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e>|)00  in  family  income,  the  right  level  is  in  the 

of  5%  to  6%.  It's  not  until  family  income 

es  $300,000  that  each  spouse  should  max 

~l  $11,000  each,  which  for  them  is  a  9%  con- 

■i;ion  rate.  (The  program  assumes  that  their 

lanies'  plans  allow  contributions  to  go  that 

at's  for  a  couple  just  starting  out.  Let's  say 
ame  couple  is  45,  earning  no  more  than 
fOOO  combined,  and  both  spouses  have  been 
ibuting  13.5%  a  year  since  age  25.  ESPlanner 
ades  that  they  should  stop  making  contri- 

:.|ns  altogether. 

ahtead  of  overstuffing  the  401(k),  ESPlanner 
unends  that  families  save  more  outside  it. 
■xample,  Kotlikoff  says  that  a  Roth  IRA  is  a 
lr  deal  than  a  401(k)  for  people  whose  in- 
allow  them  to  qualify.  (The  current  in- 
ceiling  is  $95,000  for  individuals  and 
000  for  couples.)  While  Roth  contributions 

akade  with  aftertax  income,  distributions  in 
»ment  are  tax-free.  Kotlikoff  says  workers 
d  ask  their  employers  to  make  contribu- 
te a  Roth  ira  in  place  of  the  company 
)  match.  "If  we're  inducing  people  to  save  in 

1  )s  on  the  basis  of  tax  savings  that  aren't 

er),  that's  wrong,"  he  says. 

Kit's  say  that  you're  not  convinced  by  Kot- 

isfe  argument  and  you  still  want  to  max  out 
401  (k).  In  that  case,  at  least  be  sure  to  do  it 
way  that  gets  you  the  maximum  possible 
any  match.  If  you  set  the  percentage  of 
pay  too  high,  you  could  hit  your  ceiling 
e  the  end  of  the  tax  year.  After  that,  you 
be  able  to  make  any  more  contributions, 
because  you're  not  making  contributions, 
ompany  will  stop  making  matching  contri- 
ns.  Youll  get  less  free  money  from  the  corn- 
over  the  year  than  if  you  had  contributed  a 
r  percentage  of  your  salary  and  hit  the  an- 
limit  at  the  end  of  December. 

;i|ke  an  example  that  assumes  you  can  con- 
te  up  to  the  IRS  ceiling.  Your  pretax  in- 

2!  is  $10,000  a  month.  You  contribute  11%,  or 

pO,  to  your  401(k).  At  that  rate,  you  reach 

aRS  limit  of  $11,000  at  the  end  of  October. 

:  Company  matches  the  first  3%  of  your  con- 
tions,  amounting  to  $300  a  month.  But  in 
tmber  and  December,  you  make  zero  con- 

itions,  so  you  get  zero  match.  If  you  had 


A  Midyear  Adjustment 


Problem  Suppose  you  earn  $120,000  a  year  and  plan  to  contribute  the 
$11,000  maximum  to  your  401(k).  Either  because  you're  overcontributing  or 
because  you  got  a  bonus  that  you  hadn't  planned  on,  you've  already  put 
$8,000  in  the  plan.  It  looks  as  if  you'll  max  out  in  October  and  miss  two 
months  of  the  company's  match.  You  need  to  readjust  your  contribution  rate. 


Formula  (Maximum  minus  year-to-date  contribution)  =  $3,000 


=  $600  per  month 


Number  of  months  left  in  the  year  =     5 

Solution  Reduce  your  monthly  401(k)  contribution  to  $600,  or  6%  of  pay, 
to  get  the  plan  back  on  track. 

contributed  9%  a  month  instead 
of  11%,  you  still  would  have 
nearly  maxed  out  your  con- 
tribution     by      yearend:     M 
$10,800.  Plus,  you  would 
have   gotten   two   more 
months  of  matching — a 
free  $600. 

If  you  think  you  might 
be  overcontributing,  it's 
not  too  late  to  fix  things 
(table).  Most  401(k)  plans 
allow       employees       to 
change  their  contribution 
rates    at    least    once    a 
month.  Doing  a  little  arith- 
metic could  earn  you  hun- 
dreds or  even  thousands  of 
dollars. 

Again,  though,  that's  assum- 
ing you  want  to  contribute  the 
maximum  to  your  401(k).  Kotlikoff 
and  Gokhale  make  a  case  that  a  4% 
to  6%  contribution  rate  is  the  light 
level  for  most  two-income  families. 
There  are  other  considerations,  too.  For 
instance,  do  you  have  a  cash  cushion  equal 
to  at  least  three  to  six  months  of  living  ex- 
penses? If  not,  save  up  before  you  raise 
your  401(k)  contributions. 

We've  all  been  bombarded  with  advice 
about  where  to  invest  our  401(k)s.  It's 
time  to  think  more  about  how  much  to 
put  into  them  in  the  first  place.  ■ 


iy  the  Max 


Much 

many  families,  sav- 
i  the  highest  possible 
centage  of  pay  in  a 
ik)  account  could 
<ress  lifetime  spend- 
Here  s  why: 


By  raising  your  retirement  income,  you  increase  the  share  of  your 
Social  Security  benefits  subject  to  income  taxes. 

You  will  have  to  pay  regular  income  tax  rates — not  the  lower  capital- 
gains  rate — on  all  401(k)  withdrawals.  Plus,  the  income  could  push 
you  into  a  higher  tax  bracket. 

If  401(k)  contributions  put  you  in  a  lower  tax  bracket  now,  you  will 
get  smaller  tax  benefits  from  your  mortgage-interest  deduction. 

If  you  put  too  much  into  your  401(k),  you  may  not  have  enough  mon- 
ey available  for  emergencies. 

Some  people  save  too  much.  It  doesn't  make  sense  to  make  yourself 
rich  in  old  age  by  making  yourself  poor  in  youth. 

Data.  Economic  Security  Planning  Inc.,  BusinessWeek 
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'Schwab  plans  conflict-free  system  to  set  stock  ratings." 

-  USX  Today,  May  11,2002 


"Is  Schwab  the  financial  institution  of  the  future?" 


-Barron's,  May 27, 2002 


^n<irWed  a  competitive  edge. . .  •" 
.^dependence  fron,  Wall  S.ree, .  -  *»*?         rime5,  Moy  19.  2002 


\  limb's  relentless  innovation  has  redefined 

^brokerage  industry several timesalread^ 

^V^  -  BusinessWeek,  June  3,  2002 

"Charles  Schwah  h 
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There's  never  been  a  better  time 
for  Charles  SchwabT 


mazing  what  happens  when  you 
i  vision  and  stick  to  it.  The  world 
_:es.  And  people  take  notice. 

I  cr  25  years,  Charles  Schwab 

Inc.  has  been  committed  to 
putting  the  individual  investor  first. 
It's  been  the  guiding  principle 
that's  helped  us  revolutionize  the 
,  investment  world. 

And  now  we're  doing  it  again  with 
products  like  Schwab  Private  Client, 
where  you'll  develop  a  one-on-one 
brokerage  relationship  with  a  consultant 
who'll  offer  expert  advice  and  the 
personal  attention  you  deserve  as  you 
manage  your  portfolio. 

And  Schwab  Equity  Ratings™  a  fact- 
based,  conflict-free  rating  system  that 
can  help  you  decide  what  to  sell 
as  well  as  what  to  buy. 

And  for  individuals  who  are  at  the 
point  in  life  where  they  want  to  turn 
some  or  all  of  their  investments  over 
to  an  experienced  advisor,  there's 
the  Schwab  Advisor  Network,™ 
a  hand-selected  group  of  professional, 
independent  advisors. 

At  Schwab,  with  our  commitment 
to  the  needs  of  the  individual  investor, 
we  believe  we're  not  only  helping 
millions  of  people  with  their  financial 
dreams,  but  we're  also  redefining  an 
industry.  And  you  can  quote  us  on  that. 
Along  with  all  the  others. 
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THE  PRINCIPLE  OF 

THE  INDIVIDUAL  INVESTOR 

From  day  one,  the  individual  investor 

fhas  been  at  the  center 
of  what  we  do.  Every 
investor  is  important  to  us. 
We're  not  focused  on 
investment  banking. 
We  represent  you,  the  individual  investor. 

THE  PRINCIPLE  OF  FACTS,  NOT  HYPE 

We  give  advice  based  on  facts.  We  do  not 
give  so<alled  "hot  stock  tips." 
Research  and  facts  are  the 
foundation  of  our  advice. 
And  now  with  our  Schwab 

Center  for  Investment 

Research"  and  Schwab  Equity  Ratings, 
we  analyze  and  rate  more  U.S.  stocks 
for  the  individual  investor  than  any 
other  major  brokerage  firm. 

THE  PRINCIPLE  OF 
SELL  AS  WELL  AS  BUY 

Last  year  less  than  three  percent  of 

2    analysts'  recommendations 
in  the  marketplace 
were  a  "sell."*  And  at 
Charles  Schwab,  we 
don't  believe  that's  the 
way  it  should  be.  With  our  Schwab 
Equity  Ratings,  we  analyze  stocks  based 
on  quantitative  facts  and  give  each  one 
a  simple  A,  B,  C,  D  or  F  rating.  And  our 
research  is  designed  to  give  just  as 
many  F's  as  we  do  A's.  So  now  there's 


a  system  that  helps  you  decide  what 
to  sell  as  well  as  what  to  buy. 

THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

Individual  broker  commissions  can 

#k       undermine  relationships. 
■      That  may  bias  the  advice 
f       you're  getting.  Our 
Investment  Consultants' 
J    compensation  is  based  on 
their  service  to  you  and  assets  at  Schwab, 
not  commissions.  It  always  has  been. 
And  always  will  be. 

THE  PRINCIPLE  OF  OBJECTIVITY 

At  Schwab,  we're  not  focused  on 

f      investment  banking. 
For  example,  we  make 
IPOs  available  but 
we  don't  receive  any 
compensation  for  their 
distribution.  To  us,  it's  a  potential  conflict 
of  interest.  We  always  strive  to  avoid 
conflicts  of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


To  find  out  more  about  Charles  Schwab's 
full  range  of  investment  services, 
call  1-800-540-7276,  and  you  can  also 
receive  our  complimentary  brochure. 


charles  schwab 


Call 

1-800-540-7276 

Click 

schwab.com 

Visit 

395  locations  nationwide 

fcchwab  Private  Client  is  a  service  of  Charles  Schwab  &  Co.,  Inc.  Member  SIPC/NYSE.  Accounts  are  nondiscretionary  and  advice  about 

lour  securities  portfolio  is  part  of  our  brokerage  service.  Additional  fees  and  charges  may  apply.  Schwab  Equity  Ratings  are  not  currently 

I  ailable  to  all  clients.  Advisors  pay  Schwab  fees  to  be  members  of  the  Schwab  Advisor  Network.  *For  companies  with  U.S.  ticker  symbols. 

Barron's'  is  a  trademark  of  Dow  Jones  L.R  ©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  (0602-8548).  ADS23679SPD. 
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Cash-Flow  Hocus-Pocus 

This  seemingly  simple  number  can  be  anything  but  straightforward 


BY  ANNE  TERGESEN 


I  any  investors  believe  that  cash  flow  is 
relatively  immune  to  the  accounting 
games  that  companies  have  used  to 
pump  up  earnings.  Well,  no  more. 
WorldCom's  shocking  disclosure  on  June 
25  that  it  inflated  not  only  its  earnings 
lbut  also  cash  flow  for  the  past  five 
quarters  put  an  end  to  that  assumption.  But 
while  the  telecom  carrier,  now  teetering  on  bank- 
ruptcy, will  be  remembered  for  its  large-scale 
misrepresentation,  it's  not  the  first  company  to 
engage  in  such  maneuvers.  Indeed,  companies 
have  found  "many  opportunities  to  manipulate 
cash  flow  to  shed  a  more  favorable  light  on 
themselves,"  says  Charles  Mulford,  ac- 
counting professor  at  Georgia  Institute 
of  Technology. 

Much  of  the  manipulation  is  aimed  at 
pumping  up  cash  flow  from  operations — 
the  first  and  most  scrutinized  of  the  three 
sections  in  the  "consolidated  statements 
of  cash  flow"  that  follow  the  income  state- 
ment and  balance  sheet  in  corporate  finan- 
cial reports.  (The  two  other  sections  re- 
port  on   cash   raised   or   used   through 
investing  and  financing  activities.) 

Management  has  an  incentive  to  make 
its  operating  cash  flow  look  good:  Wall  Street 
pays  a  premium  for  the  stocks  of  companies 
whose  core  businesses  generate  prodigious 
amounts  of  cash.  Indeed,  investors  often  look 
down  on  companies  that  can  raise  cash  only 
through  financings,  such  as  debt  offerings, 
or  investment-related  activities,  such  as  asset 
sales.  After  all,  they  can't  sustain  themselves 
indefinitely  that  way. 

If  you  only  look  at  cash  from  operations 
and  take  it  at  face  value,  you're  not  getting 
the  whole  picture.  So  in  this  installment  of 
The  Fine  Print,  a  series  examining  financial 
statements  and  other  corporate  documents, 
we  focus  on  ferreting  out  cash-flow  trickery. 
Of  course,  it's  not  always  obvious  when  com- 
panies play  fast  and  loose  with  the  numbers. 


THE  FINE  P 


In  the  WorldCom  case,  for  example, 
"nothing  in  the  financial  statements  that| 
tip  you  off,"  says  Doug  Carmichael,  accc 
professor  at  Baruch  College.  In  many  ins| 
though,  there  are  warning  signals. 

One  way  companies  boost  operating  cas| 
securitizing — or  selling — their  accounts 
able.  These  are  the  bills  customers  owe. 
ing  receivables,  a  company  speeds  its  ca 
lections,  taking  into  its  coffers  immediat<| 
cash  it  would  normally 
collect    in    the    future. 
(There  is  a  drawback.  To 
sell  those  receivables,  the 
company  will  have  to  ac- 
cept fewer  dollars  than 
had  it  waited  for  the  cus- 
tomers to  pay.) 

This  is  not  necessarily 
a  problem.  Selling  receiv- 
ables can  be  a  legitimate 
cash-management  strategy.  If  the  receivabll 
increase  each  year  at  the  same  rate  as  rc\| 
the  impact  on  the  cash-flow  statement  is 
But  when  a  company  starts  or  steps  up  <| 
ritization  program,  it  can  create  the  imp* 
that  the  operating  cash  flow  in  that  year 
ter  than  it  really  is. 

To  see  why  this  is  a  problem,  consider  <| 
Industries,  an  Atlanta  apparel  company.  Ii 
its  operating  cash  flow  more  than  doublj 
$74.4  million,  from  the  year  before.  Accor 
the  company's  cash-flow  statement,  the 
boost  to  cash  flow  came  from  a  decline 
counts  receivable,  which  is  what  happensl 
customers  pay  their  bills.  It  sounds  impr<f 
but  Oxford's  footnotes  reveal  that  the  si 
cash  flow  was  driven  by  an  $80.5  million 
receivables.  Although  you  could  get  the 
that  Oxford  had  improved  its  operatior 
apparel  maker  actually  did  little  more  th| 
celerate  collections.  Take  out  the  impact 
one-time  boost,  and  Oxford's  2001  operatin| 
flow  would  have  been  negative. 
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Software  quality 


Rational 

the  software  development  company 


Developer  productivity 


300% 


1400% 


Testing  time 


Development  cycle 


Lump  in  throat 


Lies,  damn  lies  and  statistics,  you  say9  Some  of  our  customers  used  to  be  cynical,  too.  Before  they  were  customers. 
But  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations.  Cutting  test  time,  decreasing  development  cycles  and  reducing  bugs. 
Freeing  their  teams  from  the  obstacles  that  hinder  software  development.  Need  more  evidence?  There's  plenty 
available  at  www.rational.com/customersuccess4 


be  liberated 
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Companies  can  also  keep  their  operating  cash 
flow  high  by  the  way  they  account  for  outstand- 
ing checks.  Witness  Aviall,  a  Dallas  manufactur- 
er of  aviation  parts.  In  2000,  Aviall  showed  pos- 
itive operating  cash  of  $7.7  million,  up  from  a 
negative  balance  of  $12  million  in  1999.  A  big 
reason  for  the  improvement:  an  increase  in 
Aviall's  accounts  payable,  or  the  amount  it  owed 
its  creditors.  (When  a  company  delays  payments 
to  creditors,  its  cash  balances  rise.) 

Still,  in  Aviall's  case,  much  of  the  cash  it 
claimed  to  have  at  its  disposal  was  actually  en 
route  to  creditors.  In  fact,  in  the  first  footnote  in 
its  2000  10-K,  Aviall  reveals  that  it  had  already 
written  checks  for  $19.7  million — or  about  four 
times  the  $4.87  million  in  its  cash  coffers.  Be- 
cause the  checks  had  yet  to  clear,  the  company 


Pumping  Up  Gash  Flow 


MANEUVER 

SELLING  ACCOUNTS 
RECEIVABLE 


CLASSIFYING 
OUTSTANDING 
CHECKS  AS 
ACCOUNTS  PAYABLE 

TRADING 
SECURITIES 


CAPITALIZING 
CERTAIN  EXPENSES 


WHERE  TO  LOOK    I   HOW  IT  WORKS 


Footnotes 


Footnotes 


Cash-flow 
statement 


Cash-flow 
statement, 
footnotes,  and 
balance  sheet 


By  selling  the  bills  customers  owe, 
companies  accelerate  their  cash 
collections. 

The  checks  are  gone.  But  because  they 
haven't  been  cashed,  they  are  counted 
in  Accounts  Payable — which  inflates 
operating  cash. 

For  nonfinancial  companies,  counting 
proceeds  from  securities  trading  in 
operating  cash  can  make  operations  look 
better  than  they  really  are. 

Capitalized  costs  are  deducted  over  many 
years  instead  of  when  incurred.  If  com- 
panies capitalize  what  should  be  an 
expense,  operating  cash  will  look  better. 


was  able  to  take  advantage  of  generally  accepted 
accounting  principles  (GAAP)  that  allow  over- 
drafts to  be  lumped  into  accounts  payable.  So,  in- 
stead of  reducing  Aviall's  operating  cash,  the 
large  balance  of  outstanding  checks  actually  in- 
flated it. 

As  Aviall's  creditors  cashed  its  checks,  the 
company's  operating  cash  balance  turned  nega- 
tive. In  2001,  Aviall  reported  an  operating  cash- 
flow deficit  of  $93.4  million.  Of  course,  anyone 
who  had  subtracted  the  rise  in  overdrafts  in 
2000  from  Aviall's  seemingly  strong  2000  oper- 
ating cash  flow  would  have  been  spared  this 
nasty  surprise. 


THE  FINE  P 


Another  dubious  source 
of  operating  cash  is  secu- 
rities trading.  Although 
GAAP  rules  allow  cash 
raised  by  securities  sales 
into  the  operating  section 
of  the  cash-flow  state- 
ment, it  still  comes  from 
activities  unrelated  to  the 
core  operations  of  most 
businesses.  As  such,  when 
gauging  a  company's  underlying  health,  irr| 
should  exclude  it  from  operating  cash. 

To  see  why,  look  at  manufacturer  whx. 
first  quarter  of  2001,  the  New  York  City] 
company's  cash-flow  statement  showed  tlj 
erations  produced  cash  of  $6.3  million, 
closer  inspection  reveals  that  $4.76  millic| 
derived  not  from  making  steel  and  othei; 
ucts  but  from  short-term  investments  ar 
rowings  to  finance  more  securities 
a  similar  manner,  the  company's  operatic 
the  first  quarter  of  this  year  would  have 
ed  a  cash  deficit  without  a  $67.3  million 
from  playing  the  market. 

WorldCom  and  other  companies  have  a\\ 
en  operating  cash  flow  a  lift  by  capitalizing 
expenses.  This  maneuver  boosts  the  bottoJ 
too.  Why?  When  a  company  capitalizes  c« 
creates  an  asset  on  the  balance  sheet 
off  the  costs  of  creating  that  asset  gradi 
annual  installments,  instead  of  all  at  oncej 

How  can  capitalization  boost  operating 
flow?  Normally,  as  a  company  spends  moj 
produce  goods,  it  deducts  those  costs  frc 
income  and  thus,  operating  cash  flow.  But 
a  company  capitalizes  certain  costs — the| 
notes  to  annual  reports  are  a  good  place 
cover  if  this  is  happening — cash  that  go<] 
the  door  is  considered  an  investment  in 
set.  As  such,  it  is  recorded  on  the  casi 
statement  as  a  deduction  to  cash  flow  frq 
vesting  activities.  While  the  company's 
cash — what  you  get  by  adding  the  ni 
from  all  three  sections  of  the  cash-flow 
ment — remains  the  same,  its  cash  flow  frcj 
erations  is  untouched.  As  a  result,  its  opel 
cash  flow  wall  look  better  than  companiej 
do  not  capitalize. 

As  the  WorldCom  scandal  has  taugl) 
vestors,  cash  flow  is  as  vulnerable  to  ma 
tion  as  net  income.  So  before  using  it  as 
ure  of  financial  health,  you  have  to  cheJ 
the  practices  that  mask  weak  performar| 
produce  one-time  gains. 


mbardier,  ideas  that  fly 


NA  doesn't  lie.  The  Bombardier  Global  Express*  was  born  to  lead  and  the  Bombardier  Global  5000*  was  born  to 
How  that  lead.  These  stellar  aircraft  share  the  same  superior  systems  that  make  them  technology  leaders  today 
id  tomorrow.  Step  aboard,  and  experience  cabin  environments  that  leave  yesterday's  physical  and  psychological 
nitations  behind.  Then,  discover  the  performance  of  a  family  with  a  tradition  of  one  success  after  another. 


id  out  more.  In  North  America,  call  1-800-268-0030.  From  other  areas,  call  (514)  855-7698. 

Mpred  trademark  of  Bombardier  Inc.  ©2002  Bombardier  Inc.  All  rights  reserved.  Ask  us  about  Smart  Parts  Plus. 


www.aero.bombardier.com 
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Cameras 


The  Skinny 
On  Teeny 
Cameras 


Pocket-size  digital  shooters  are  now  ready  for  prime  time 


BY  LARRY 
ARMSTRONG 


SIPIX 

STYLECAM 

BLINK 

RETAIL  PRICE  $40 
i 


All  cameras  shown 
are  actual  size 


Sure,  you  love  your  digital  camera,  with  its 
ability  to  let  you  see  your  pictures  as 
soon  as  you  shoot  them  and  delete  your 
mistakes  before  anyone  else  sees  them. 
But  if  you're  like  me,  it's  rarely  within 
reach  for  those  fleeting  moments  when 
you  wTant  it  most.  Instead,  it's  usually 
stashed  away  in  a  drawer  or  the  glove  compart- 
ment of  your  car. 

Maybe  it's  time  to  treat  yourself  to  another 
digital  camera,  one  that  slips  easily  and  unobtru- 
sively into  a  pocket.  They  shouldn't  be  hard 
to  find:  Since  the  beginning  of  the  year,  a 
number  of  manufacturers  have  introduced  a 
dozen  or  so  ultracompact  models. 

In  recent  weeks,  I  have  played  with 
eight  of  them  with  an  eye  toward  seeing 
whether  their  diminutive  size  makes  up 
for  the  compromises  in  features  and  picture 
quality.  No  megabuck,  megapixel  cameras 
these:  They  range  in  price  from  $40  to 
around  $350.  A  few  are  not  much  more 
than  glorified  Webcams,  those  cheapie 
cameras  you  often  see  sitting  on  top  of 
computers.  And  none  of  them  could 
handle  a  resolution  more  than  2  million 
pixels,  a  far  cry  from  the  5-  and  6- 
megapixel  top-of-the-line — but  big  and 
bulky — models.  Still,  2  megapixels  is 
good  enough  to  turn  out  a  respectable  5 
x  7  inch  glossy  if  your  medium  of  choice 
is  print  rather  than  e-mail. 

Best  of  all,  most  passed  the  ultimate 
test:  my  shirt  pocket.  They  had  to  fit 
comfortably  without  making  the  pocket 
bulge  or  the  shirt  front  droop.  Oddly 
enough,  one  that  failed  was  Canon's  Dig- 
ital elph,  which  kicked  off  the  compact- 
camera  trend  two  years  ago.  The  cur- 
rent elph,  the  $350  PowerShot  S2000,  is 
a  full-featured  digital  camera  with  a  2X 
optical-zoom  lens,  a  rarity  for  these  min- 
is. With  its  elegant  stainless-steel  body,  it 
weighs  in  at  close  to  a  half-pound,  the 
heaviest  of  the  lot.  It  was  the  weight 


LOGITEC 


POCKE1 
DIGITAL! 

RETAIL  PRICE  | 


and  squared-off  corners  that 
made  for  an  uncomfortable 
shirt-pocket  fit. 

If  you  never  turn  your 
pictures  into  prints,  you  may  be  happj 
such  low-end  models  as  SiPix'  $40  Styj 
Blink  or  Logitech's  $130  Pocket  Digital.' 
resolution  of  640  x  480  pixels,  they're  dt 
mainly  for  snapping  shots  destined  for 
on  Web  pages  or  e-mailing  to  family  and 
Picture  quality  is  so-so:  I  noticed  a  < 
bluish  cast  to  many  of  my  photos.  Tht 
eras  are  basic  point-and-shooters  with  nc 
no  slots  for  memory  cards,  and  no  liquid- 
display  for  getting  an  early  peek  at  y 
ages:  You  have  to  download  them  to  a  cc 
er  to  see  them. 

But  the  cameras  will  store  hundreds  of 
shots.  And  because  there's  no  power-hung 
play,  battery  life  isn't  a  problem.  The  Bl 
a  single  AAA  battery;  the  Logitech  model 
built-in  battery  that  reel 
whenever  the  camera  is 
into  the  computer.  (Like 
these  cameras,  both  hook  I 
the  computer  via  a  USB  ca| 
Both  are  six-tenths  of 
thick  and  weigh  less  tl 


CASIO 

EXILIM 

EX-SI 

RETAIL  PRICE  $300 
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small  business  software: 
$300 

2000  sq  ft  downt»n: 
$5000/month 

fax  machine  &  photocopier: 
$800 

^g  points  you  can  use  to  get  a  new  officei 

priceless 


time  you  use  your  MasterCard  BusinessCard*  with  Business  Bonuses™  you  earn  points  good  for  anything,  anywhere  you  see  the 
iterCard*  logo.  (Even  a  new  furry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog. 
vith  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 


there  are  some  things  money  can't  buy. 


MasterCard 


for  everything  else  there's  MasterCard."' 


Only  available  through  participating  banks.  Certain  restrictions  and  limitations  apply. 
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The  cheapest 
models  offer  no 
flash,  additional 
memory,  or  picture 
preview.  Still,  they 
are  perfect  for 
uploading  quick 
snaps  to  the  Web 


MINOLTA 
DIMAGE  X 

RETAIL  PRICE  $350 


CANON 

POWERSHOT 

S200 

RETAIL  PRICE  $350 


ounces.  The  Blink,  in  fact,  at 
two  inches  square,  can  easily 
get  lost  among  the  keys  and 
coins  in  a  pants  pocket.  The 
camera  I  found  the  most  fun 
to  carry  was  the  near  credit- 
card-size  Logitech  because 
of  its  worry-free  battery 
and,     with     its     brushed 
aluminum   case,   its   eye- 
catching good  looks.  But 
you  wouldn't  want  it  as 
your  only  digital  camera, 
the  one  you  pack  for  that 
once-in-a-lifetime  photo  sa- 
fari in  Kenya. 

Another  inexpensive 
camera  I  like  a  lot  is 
BenQ's  $100  DC1300.  It  has 
the  same  basic  dimensions 
as  Canon's  PowerShot,  but 
because  it's  plastic,  it's  less 
than  half  the  weight.  It 
captures  1.3  megapixels 
with  a  click  of  the  shutter, 
so  you  can  print  out  high- 
quality  3-by-5-in.  or  4-by- 
6-in.  photos.  Although  it 
has  a  flash,  it's  still  a  bit 
stripped-down,  lacking  a 
liquid-crystal  display  for  in- 
stant gratification,  for  ex- 
ample. The  biggest  flaw?  The 
inexpensive  plastic  lens  intro- 
duces a  lot  of  distortion  unless  you're  shooting 
your  subject  head-on. 

The  next  step  up  takes  you  into  serious  pho- 
tography— and  to  the  $300  to  $350  price  range. 
The  1-megapixel  Casio  exilim  ex-si,  or  the  2- 
megapixel  Canon  and  Minolta  Dimage  X  models 
with  zoom,  are  no-compromise  digital  cameras, 
just  smaller  than  most.  They  have  bright,  1.6- 
inch  displays  on  the  back,  slots  for  memory-ex- 
pansion cards,  and  plenty  of  manual  controls  for 
savvy  shutterbugs. 

The  $300  Casio 
has  the  same 
credit-card  shape 
as  the  Canon 
model,  but  at  a 
scant  half-inch,  it's 
half  as  thick.  Its 
body  is  shiny 
stainless  steel, 
which  tends  to 
pick  up  finger- 
prints. The  $350 
Minolta  Dimage  is 
squarer  and  thin- 
ner than  the 
Canon,  more  like 
a  deck  of  playing 
cards.  Here's  an 
interesting  twist: 
Its  3X  zoom  lens, 
instead  of  protrud- 


T^verSfrot  S300 

DIGITAL  GLPH 


BENQ 
DC1300 

RETAIL  PRICE  $10t 


ing  horizontally 
the  front  whei 
camera  is  turned 
engineered  to  fit 
cally  within  the  be 
make  the  camera  thi 
The  downside  of  these  models  is  batter 
You  can  only  shoot  for  a  couple  of  ho 
you  use  the  display  instead  of  the  o 
view-finder  for  framing  your  pictures 
looking  at  them  after  you  have  shot  the 
keep  the  size  down,  each  of  the  three  ca 
uses  a  thin,  rechargeable  lithium-ion  h 
You  really  need  to  carry  a  spare,  and  that 
$40  to  $50. 

I  looked  at  two  other  small,  2-megapixe] 
tal  cameras:  the  Fujifilm  FinePix  30i  an 
Toshiba  pdr-tio,  each  $300.  Call  them  p] 
pocket  cameras.  They're  an  inch  thick. 
Canon's  elph,  but  more  than  a  half-inch  te 
The  Toshiba  is  particularly  innovative, 
only  two  buttons:  on/off  and  the  shutter, 
er  options  are  controlled  on  the  LCD  touch-st 
Fashionistas  will  like  the  interchangeable 
plates  (four  for  $29),  just  like  the  ones  ava 
for  cell  phones.  Still,  for  $50  more,  I  wou 
with  the  smaller  Canon  or  Minolta  models, 
optical-zoom  lenses  make  it  much  easier  to  s 
your  photos  and  crop  out  undesirable  backgi 
details  before  you  grab  the  shot. 

Whichever  you  choose,  you're  not  likely 
disappointed.  The  full-featured  megapixel  m 
are  more  compact  than  ever  and  a  great  ba 
(the  original  Canon  Digital  elph  was  $700 
for  the  low-end  versions,  they're  almost  ai 
pulse  buy,  and  more  than  acceptable  for  ever 
use.  What  they  lack  in  picture  quality  they 
up  for  in  fun. 
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They  both  work  at  the 

same  company, 

Have  the 

same  six-figure  salaries. 


So  why  is  one  looking  forward  to 


ie  looKing  Torwara  to  j 

early 

retirement, 


while  the  other  looks  forward  to 


the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Representative,  offering  expert  guidance  in 
retirement  planning,  investment  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


W  Northwestern  Mutual 


fc£ 


FINANCIAL   NETWORK 


TM 


Are  you  there  yet? 


02  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


www.  nmfn.com 


Now,  for  a  limited  time,  you  c  t 
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f/ie  effective,  reliable  wa}  _ 
natural  male  enhancement 


(suffragium  asotas)  capsules 


Enzyte  and  save  up  to  40%. 


i 


he 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure  Take  two  Enzyte  capsules  daily,  and  within 
just  three  to  four  weeks,  you  will  begin  to  see  results.  For  maximum 
effectiveness,  continue  to  take  Enzyte  for  three  full  months."  Additional 
benefits  of  Enzyte  include  increased  virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us  on  the 
web  at  www.enzyte.com,  or  call  us  directly,  and  get  started 
today:  1-877-4ENZYTE  (1-877-436-9983). 
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Address 


Apt. 
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State 


Zip 


Trial  Supply  $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  (Regularly  $349.95)  

Full  3  m^nth  program  phis  4  month  maintenance  supply 


$  199.95 


Certified  Palfc  and  Ship  Process  (CPSP1 $     14.95 


Secure  Lock  Systei 
Sterile  Pack;  nsui 
Sales  Tax  (applical 

Expedited  Rush  Shipj 
to  Ship  Withn  48  Hours" 


ConMemiaBty 
Tampering 


Guaranteed 

Order 


Canadian  orders  add  $10.00 

All  other  international  !  $ 
orders  add  $15/ 
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Idvertising:  Lifekey  Healthcare,  Inc.  su 
.ing,  and  full  disclosure  of  all  advertising 
>nsumer  rights  and  demand  the  same  fn 


Total  Enclosed 

|§|U.S.  Funds  Only) 


$ 


)isc.     G  Money  Order 


fa- Lifekey  Healthcare,  Inc  Customer  Car»  r-.ler  Processli 


3 

cesiincp^ldi 


Exp.  Date 
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ng  Box  42635. Cin. 


vary.  "S'.jdy  results  based  on  customer  response. 

iptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  dis 

Cincinnati,  OH    c  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 
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Insurance 


Quandary  at 

The  Rental  Counter 

Should  you  buy  that  extra  car  insurance?  Depends 


BY  PALLAVI 
GOGOI 


Y 

I: 


fou  know  the  feeling.  No  matter  how  many 
times  you've  rented  cars,  you  still  wonder 
whether  you  should  buy  the  collision,  liabil- 
ity, and  theft  insurance  the  rental  company 
offers.  The  coverage  is  outrageously  expen- 
sive— from  $7  to  $25  a  day,  depending  on  what 
you  select.  Still,  one  of  every  five  renters  takes 
at  least  some  insurance,  according  to  a  recent 
study  by  auto  insurer  Progressive.  The  most 
common  reason:  They  don't  know  if  they  would 
be  protected  otherwise. 

If  only  they  had  checked  with  their  auto  in- 
surer or  credit-card  company  before 
traveling,  they  might  have  saved 
some  money.  At  least  they  would 
have  known  when  it  made  sense  to 
accept  the  additional  insurance. 

Typically,  if  you  have  full  cover- 
age on  your  own  car — including  col- 
lision, comprehensive  (or  theft  and 
fire),  and  liability  for  injuries  to  oth- 
ers— you're  covered  for  the  same 
damages  in  a  rental  car.  However, 
consult  your  insurance  agent  first, 
since  coverage  differs  from  state  to 
state  and  conditions  may  apply. 

Consider  collision  insurance.  At 
the  rental  counter,  you'll  pay  about 
$12  a  day  for  the  so-called  collision 
damage  waiver  that  will  relieve  you 
of  any  financial  responsibility  in  case 


Your  own  car 
insurance  or 
credit  cards  may 
cover  most  of 
the  extras.  But 
coverage  can 
vary  from  state 
to  state 


you're  in  an  accident  or  return  the 
a  dent  in  the  door.  But  what  if  you 
lision  protection  on  your  car  at  hoij 
your  car  is  worth  about  the  same 
rental  car,  you  can  comfortably  decl 
collision  damage  waiver.  If  you  own 
or  less  expensive  car,  be  careful:  Som^ 
panies  only  protect  you  up  to  the  v; 
your  own  car.  So  if  you  drive  a  2000 
Camry  that's  now  worth  $15,000  and 
2002  model  that  costs  $25,000,  you  mi 
the  difference  if  the  car  is  a  total  los 
To  avoid  that  situation,  check  your  | 
cards.  Most  gold  and  platinum  care 
cover  collision  damages  if  you  use  tt 
pay  for  a  rental  car.  They'll  pick 
whole  tab  if  you  have  no  other  covj 
or  they'll  pay  whatever  your  primary  | 
er  doesn't  cover.  But  there  are  a 
Some  cards  offer  this  feature  as  long 
vehicle  rental  doesn't  exceed  15  cons€ 
days.  Many  won't  cover  sport-utility  ve 
very  expensive  cars  such  as  Rolls-Royc| 
vehicles  rented  outside  the  U.  S.  File  yoi 
more  than  20  days  after  the  accident 
may  be  out  of  luck.  Also  note  that  only  I 
credit  cards,  and  private  auto  policies,  foj 
matter,  will  reimburse  you  for  'loss  of  us« 
daily  rate  the  rental  company  will  charge 
the  time  it  takes  to  repair  the  car. 

As  for  liability  insurance,  rental  comjl 
are  required  by  law  to  provide  the  state's! 
mum  limits  at  no  extra  cost.  In  Illinois! 
would  amount  to  $20,000  for  each  person 
other  car  up  to  a  $40,000  maximum  and  $j 
for  the  other  vehicle.  The  extra  $7  you 
in  the  rental  contract  could  get  excess  lit 
coverage  of  up  to  $1  million.  But  you  can  si 
if  you  have  enough  liability  insurance  th| 
your  own  auto  or  umbrella  policy. 

Two  other  types  of  insurance  offered  tl 
renters  are  personal  accident  (about  $3  a| 
which  provides  life  and  medical  insuranc 
the  driver  and  the  passengers  in  your  ca 
personal  effects  (about  $1.25),  in  case  somel 
is  stolen  from  the  car.  Before  signing  ujT 
view  the  coverage  from  your  existing  hom<) 
er's,  renter's,  and  health  insi 
Usually,  your  health  or  auto  pk 
pay  medical  bills  resulting  frc 
accident  in  a  rental  car.  And  ij 
you  intend  to  transport  extrel 
valuable  items,  you  don't  needl 
sonal-effects  coverage.  "Your  hi 
owner's  policy  or  credit  cards  \| 
likely  cover  off-premises  theft  o:J 
sonal  items  from  your  rental  [ 
says  Loretta  Worters  of  the  I| 
ance  Information  Institute. 

Of  course,  if  you  don't  own  a 
house,  or  a  gold  or  platinum 
you'd  be  ill-advised  to  decline! 
rental  company's  coverage.  In  | 
case,  you're  better  off  paying 
day  than  the  thousands  it  woulc 
if  you  totaled  the  car. 


Li 
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Winning  on  the  Web:  A  tennis  tournament  wins  or  loses  on  the  loyalty  of  the  fans.  At  Wimbledon  that  means 
delivering  the  whole  Grand  Slam  experience  online  (sights,  sounds,  scores)  within  seconds  of  play  - 
everything  but  the  smel!  of  grass.  Fans  can  follow  the  fortnight-long  tournament  in  real  time  via  the  official 
Web  site.  In  e-business,  winning  means  delivering  a  tremendous  overall  experience  no  matter  where  you 
are.  wimbledon.org  is  designed,  built  and  hosted  by  IBM  (the  #1  Web-hosting  company).  Get  in  the  game 
at  ibm.com/e-business 
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The  Barker  Portfolio 


BARGAIN-HUNTING  IN 
THE  SMALL-CAP  PATCH 


BY  ROBERT  BARKER 

rb@businessweek.com 

With  the  recent 
softening  in 
prices,  smaller 
company  stocks 
may  offer  good 
value.  Here  are 
five— with  strong 
balance  sheets— 
that  stand  out 


The  Pros' 


REVENUE  IS  FOR  MOST 
RECENT  12  MONTHS. 
EARNINGS  ESTIMATES  ARE 
FOR  CURRENT  FISCAL  YEAR 

Data:  Standard  &  Poor's. 
BusinessWeek 


LOGICVISION 


REVENUE: 
$20  MILLION 

16  


EARNINGS  EST.: 
$0.28  PER  SHARE 


For  managers  of  small-cap  stock  funds,  the 
big  challenge  this  year  had  been  what  to 
do  with  all  the  investor  cash  coming  their 
way.  Unlike  large-company  stocks,  small-cap 
prices  held  up  pretty  well — until  June.  Suddenly, 
the  bear  caught  up  with  shares  of  small  compa- 
nies. "They're  getting  less  and  less  expensive — 
and  maybe  even  cheap,"  says  Eric  Ende,  a  vet- 
eran small-cap  specialist  with  First  Pacific 
Advisors,  who  runs  fpa's 
high-performing  yet  risk- 
averse  Perennial,  Para- 
mount, and  Source  Capi- 
tal funds. 

As  stock  prices  kept 
crumbling  through  late 
June,  Ende  stayed  busy 
putting  some  of  that  idle 
cash  to  work.  In  search 
of  remaining  values  as 
the  quarter  ended,  I  be- 
gan quizzing  Ende  and 
other  experienced  small- 
cap  stockpickers.  Here's 
a  shopping  list  of  five 
small  companies  that 
stand  out: 

■  Cognex.  Sales  at  this 
21-year-old  maker  of  "ma- 
chine vision"  gear — cam- 
eras that  inspect  manu- 
facturing lines  and  guide 
robots — are  off  sharply 
amid  the  capital-spending 
crunch.  Wall  Street  ex- 
pects Cognex  to  lose 
money  for  the  full  year, 
but  Ende  thinks  it's  clos- 
er to  breakeven  and  sees 
earnings  potential  of 
about  $1  a  share.  It  lost 
25(2  a  share  last  year  af- 
ter making  $1.49  in  2000. 
Meantime,  Cognex  has  no  long-term  debt  and 
wields  more  than  $150  million  in  working  capital. 

■  LogicVision.  Having  gone  public  last  November 
at  $9  a  share,  LogicVision  saw  its  shares  surge 
above  $15.  Now  they're  near  $5,  and  rs  Smaller 
Company  Growth  Fund  manager  Bill  Wolfenden 
is  buying.  The  company  sells  "self-test"  circuit 
designs  that  semiconductor  makers  can  embed  on 
chips.  They  use  Logic  Vision's  circuits  instead  of 
external  test  gear  to  ensure  that  the  micro- 
processor works  correctly.  The  company  owes 
no  long-term  debt  and  holds  $45  million,  or  $3  a 
share,  in  cash  and  government  securities. 

■  Renal  Care  Group.  An  operator  of  dialysis  cen- 
ters in  26  states  for  patients  with  chronic  kidney 
failure,  this  company's  sales  and  earnings  have 


JUNE  28,  '02 


TOPPS 


REVENUE: 
$304  MILLION 

14 


EARNINGS  EST.: 
$0.56  PER  SHARE 


JUNE  28.  02 


been  growing  smartly.  Last  year,  it  p^ 
profit  of  $1.52  a  share;  fpa's  Ende  sees 
$1.75  this  year.  As  with  most  any  hes 
stock,  the  potential  for  changes  in  govt 
reimbursement  policy  poses  a  risk.  Ar 
the  stock  recently  above  $30,  Renal  Cl 
mained  on  Ende's  watch  list.  Where  woull 
a  buyer?  As  the  stock  gets  closer  to  $2 
At  that,  Renal  Care  would  sell  for  littll 
than  its  rate  of  profit  growth. 
■  Topps.  Shares  in  this  maker  of  trading 
and  candy  for  kids — it's  responsible  for 
lipop  known  as  Baby  Bottle  Pop,  a  cavity  | 
if  there  ever  was  one — go  in  and  out  of  : 
With  the  fading  of  the  Pokemon  craze,  tcl 
Topps  contributed  candy  and  stickers,  sal 
rnrucv  earnings      have 

shrinking.  In  tht 
revenue:      earnings  est,        year  ended  last 

$118  MILLION   -$0.12  PER  SHARE        ^  cllucu    """- 

30 Topps     earned 

A       ^^^  „  share,    and    the 

■^^        ^L  sees  profits  sinking 
20  I                      ^^  ear 

.,  I  in  its  fiscal  first 

^B  Royce  &  Associat 

h  aging  director 

A  dollars  George  nonethelea 
the  stock  as  a  buyl 

RENAL  CARE  GROUP  or  less-and  thir 

REVENUE:       earnings  est.:  fairly  valued  at 

4$0787MIU,0N....$,.76.PERSH*RE      $13-  Topps  is  del) 
and  holds  cash  oi 

35 .^^^^        than  $2.50  a  share! 

ka^i  fe        ■  Verity.  Yes,  thei 

■^^Hi^^^l        be  value        an  Ir 

^■^TTxH^^H         stock.  Verity  make  j 

o Bti'iit.iiiiittiiii"""        ware  for  corpora 

tranets  and  Intern* 

A  DOLLARS  .    .        T       . 

,  tals.  Just  as  you 

VERITY  imagine,  those  sale 

revenue:       earnings  est.:  shrunk     dramaticl 

$94  million    $0.30  PER  share  down  35%  in  the| 

24  jl  year  ended  May 

18  M^ -A' '•• Verity  is  profitable 

j  2 1   ^^|  j^  ing  earned  40  a  shl 

\^g  fiscal  2002,  and  th< 

^^F_r*^^^H  pany  sees  revenue  | 

HHffiHrffifflnlfflfl  ing' 15%  to  20% 

DEC.  28.  '01        JUNE  28.  '02  year  ahead>  Johnso  | 

A  D0LLARS  ily  Small  Cap  Value 

manager  Wendell  Perkins  owns  the  stol 
part  because  he  likes  the  company's  bl 
sheet,  which  shows  more  than  $4  a  share  i  I 
but  no  debt.  Perkins  also  favors  Verity'j 
market  share,  making  it  the  leader  in  a 
fragmented  industry. 

Will  all  of  these  companies  prosper?  II 
say.  But  if  you  have  cash  to  put  to  w(| 
stocks,  identifying  financially  strong  comf 
like  these  and  waiting  for  the  sellers  to  c| 
good  price  is  a  solid  first  step. 
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GH  ON  OFFICEMAX 


»h-performing 

j  fund  loads 
beaten-down 
iMax  and 
:er.  Could 
son's  signal 
tronger?  The 
s  eye  digital 
p  ScanSoft 


STOCK 

PRICE  ON       52-WEEK 
JULY  2            HIGH-LOW 

12-MOS. 
TARGET 

OFFICEMAX 

$5.27        $8.06-2.50 

12 

TWEETER 

13.45    $37.68-12.02 

25 

Data:  Bloomberg  Financial  Markets,  RHL  Associates 


JUST  A  CYCLICAL 
DOWNTURN? 


DEC.  31,  '01      JULY  2.  02 
A  DOLLARS 
Data:  Bloomberg  Financial  Markets 


As  the  market  continues  to  drag  lower,  in- 
vestment pro  Roger  Lipton  is  steadfastly 
buying  more  shares — mostly  of  battered  "val- 
ue consumer  stocks"  that  he  thinks  are  poised  to 
snap  back.  Lipton  is  no  wild-eyed  optimist:  His 
hedge  fund,  RHL  Associates,  is  up  43%  in  the  past 
12  months  and  ahead  22%  this  year.  Surprisingly, 
he  has  been  mostly  long  on  stocks.  Of  late  he  has 
been  buying  more  of  OfficeMax  (OMX),  the  third- 
largest  office  products  retailer,  with  some  1,000  su- 
perstores in  49  states.  He's  also  high  on  Tweeter 
Home  Entertainment  (TWTR),  a  Canton  (Mass.)- 
based   retailer   of  high-end    audio   and   video 

TctrZics  UPTON'S  VALUE  BETS 

with  stores 
in  New 
England, 
the  mid- 
Atlantic, 
and    the 

Southeast.  OfficeMax  has  fallen  to  6  a  share  from 
8  in  early  May.  It  traded  as  low  as  120  a  year  ago. 
Tweeter  is  down  to  15  from  30  in  January.  Office- 
Max has  posted  losses  in  the  past  two  years.  And 
Tweeter  has  cut  the  number  of  stores  it  plans  to 
open  next  year. 

Lipton  sees  OfficeMax  turning  profitable  in 
2002,  earning  150  to  200  a  share,  and  then  400  to 
500  in  2003.  Rivals  Staples  and  Office  Depot  are 
twice  as  big,  "but  service  at  OfficeMax  is  better, 
with  comparable  products,"  he  says.  A  new  mar- 
keting system  will  enable  it  to  compete  better 
with  bigger  rivals — and  grow  rapidly,  he  adds. 

Tweeter,  which  earned  840  on  sales  of  $540 
million  in  fiscal  2001  ended  Sept.  30,  should  earn 
900  on  sales  of  $675  million  in  2002  and  $1.10  on 
$843  million  in  sales  in  2003,  says  Lipton.  He 
sees  Tweeter  at  25  in  12  months. 

ERICSSON  HAS  SOME 
LONELY  FANS 

Most  everybody  has  just  about  given  up  on 
Sweden's  Ericsson  (ERICY),  the  world's 
largest  maker  of  wireless  networks.  Its 
shares  have  plunged  from  6.20  a  share  on  Dec.  5 
to  1.55  on  July  2.  With  the  weak  market  for  wire- 
less handsets,  and  its  major  telecom  cus- 
tomers heavily  in  debt  and  delaying  or- 
ders for  new  mobile  systems,  Ericsson 
remains  awash  in  red  ink  as  revenues 
keep  falling.  Is  it  headed  toward  insol- 
vency, as  some  analysts  suggest? 

Far  from  it,  says  Per  Lindberg,  analyst 
at  Dresdner  Kleinworth  Wasserstein  in 
London,  who  doesn't  own  shares,  rates 
Ericsson  a  buy.  He  attributes  most  of  Er- 
icsson's woes  to  a  cyclical  downturn.  Sure, 
its  market  share  in  the  handset  business 


has  eroded,  but  he  sees  a  strong  upturn  in  orders 
in  the  second  half  driven  by  handsets  with  such 
new  features  as  color  video  and  a  camera.  Lindberg 
doesn't  see  the  "liquidity  issue"  that  the  bears 
suggest.  It  "has  defied  extremely  difficult  demand 
conditions,"  he  says,  "by  swift  cost-cuts"  and  by  fo- 
cusing on  efforts  to  "self-finance  operations." 

Vince  Carino  of  Brookhaven  Capital  Manage- 
ment, which  has  been  buying  shares,  says  Eric- 
sson's balance  sheet  is  stronger  than  the  Street 
perceives:  It  has  $6  billion  in  cash,  vs.  debt  of 
$8.5  billion,  leaving  net  debt  of  $2.5  billion.  That 
doesn't  worry  him,  since  Ericsson  is  selling  some 
noncore  assets.  Ericsson,  he  adds,  had  positive 
cash  flow  in  the  past  four  quarters  and  current- 
ly has  $2  billion  in  free  cash  flow.  He  sees  2002  a 
wash  on  sales  of  $18  billion.  The  company  should 
make  150  a  share  on  sales  of  $22  billion  in  2003, 
and  250  in  2004  on  $25  billion  sales — prior  to 
any  major  asset  sales,  forecasts  Carino. 

One  big  positive:  It's  likely  that  Ericsson  will 
sell  its  50%  stake  in  the  Sony-Ericsson  joint 
venture  on  wireless  handsets  to  Sony,  says  Cari- 
no. He  puts  the  stake's  value  at  $4  billion,  or  500 
a  share.  "The  market  has  yet  to  appreciate  the 
stock's  huge  upside  potential,  and  Ericsson's 
progress  in  improving  operations,"  says  Carino. 

HARD  LANDING  AHEAD 
FOR  SCANSOFT? 

ScanSoft  (SSFT),  a  major  supplier  of  digital 
imaging,  speech,  and  language  solutions — such 
as  voice-related  technologies  for  telecoms — 
to  make  businesses  more  productive,  has  been 
flying  high.  It  reached  6.05  a  share  on  July  2,  up 
from  3  in  early  March — with  a  lofty  price-earnings 
ratio  of  30  on  2001's  earnings  of  190  a  share,  or  23 
times  estimated  2002  earnings  of  260.  Enter  the 
shorts.  Selling  at  about  five  times  revenues,  they 
think  the  stock  is  too  pricey.  And  there  is  the 
link  to  Xerox,  which  owns  a 
20%  stake.  Xerox,  under  a 
Securities  &  Exchange 
Commission  accounting 
probe,  is  also  a  major  Scan- 
Soft  customer  contributing 
14%  to  revenues.  Xerox  is 
restating  up  to  $6  billion  in 
revenues  from  1997  to  2001. 
"Given  the  investor  sensi- 
tivity to  accounting,  the  re- 
statement could  cast  a  neg- 
ative shadow  on  ScanSoft,"  says  one  pro,  who 
sees  the  stock  falling  to  4.  A  bull  on  ScanSoft  is 
Katherine  Egbert,  of  C.E.  Unterberg,  who  rates 
the  stock  a  buy,  with  a  12-month  target  of  12. 
She  sees  2002  earnings  of  260  a  share  and  350  in 
2003.  Say  the  shorts:  Her  valuation  is  too  steep. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.comAoday.htm.  And  see  him 

Fridays  at  1:40  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 


■  Stocks 

S&P  500 

July    Jan.     July  June  27 -July 2 
1300  i i 1020 


U.S.  MARKETS 


July  2 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


July  2     Week 


1200 


1100 


1000 


-2.6  -17.4  -23.3 

-1.2  -10.1  -15.0 

-5.0  -30.4  -36.8 

-3.3  -8.8  -10.2 

-3.4  -6.0  -4.4 

8961.6       -2.8  -16.3  -21.9 


COMMENTARY 

The  stock  market  suffered  another  drub- 
bing in  the  wake  of  WorldCom  and  oth- 
er corporate  accounting  scandals.  Per- 
sistent investor  discontent,  analyst 
downgrades,  and  worries  about  terrorist 
threats  over  the  July  4  holidays  didn't 
help.  The  S&P  500  and  the  Nasdaq 
Composite  fell  to  levels  not  seen  since 
1998.  For  the  week,  the  Dow  lost  1.2%, 
the  S&P  2.6%,  and  Nasdaq  5%. 

Data:  Bloomberg  Financial  Markets 
Reuters 


S&P  500  948.1 

Dow  Jones  Industrials  9007.8 

Nasdaq  Composite  1357.8 

S&P  MidCap  400  463.7 

S&P  SmallCap  600  218.3 
Wilshire  5000 

SECTORS 

BusinessWeek  50*  590.7      -3.3 
BusinessWeek  Info  Tech  100**     288.2      -1.7 

S&P/BARRA  Growth  470.6      -3.8 

S&P/BARRA  Value  474.4      -1.4 

S&P  Energy  212.6        0.1 

S&P  Financials  326.1      -0.3 

S&P  REIT  100.4      -1.2 

S&P  Transportation  194.4       2.2 

S&P  Utilities  117.8      -2.0 

GSTI  Internet  64.3      -8.8 

PSE  Technology  469.7      -6.3 
*Mar.  19,  1999=  1000       "Feb.  7,  2000=  1000 


19.1 

-31.4 

31.3 

-38.8 

20.9 

-23.8 

14.1 

-23.5 

0.6 

-7.6 

-8.2 

-15.8 

7.5 

6.3 

-1.3 

-4.2 

19.2 

-37.0 

38.8 

-53.6 

31.7 

-35.6 

S&P  Euro  Plus  (U.S.  Dollar)  981 .5  1 .3 1 

London  (FT-SE 100)  4546.8  0.3 1 

Paris  (CAC  40)  3735.7  0.91 

Frankfurt  (DAX)  4196.0  2.4 

Tokyo  (NIKKEI  225)  10,622.3  5.4 

Hong  Kong  (Hang  Seng)  10,491.8  13 

Toronto  (TSE  300)  7013.4  -O.ll 

Mexico  City  (IPC)  6306.5  2.2 1 

FUNDAMENTALS July  1 

S&P  500  Dividend  Yield  1 .64% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  41.2 
S&P  500  P/E  Ratio  (Next  12  mos.)*  16.8 
First  Call  Earnings  Surprise*  6.47% 

♦First  Call  Corp. 
TECHNICAL  INDICATORS  July  1      Wh| 

S&P  500  200-day  average  1099.9      IK 

Stocks  above  200-day  average  56.0% 

Options:  Put/call  ratio  0.82 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.86 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Railroads 
Footwear 

Specialty  Chemicals 
Homebuilding 
Oil  &  Gas  Refining 


6.1  Metal  &  Glass  Containers  69.1 

2.4  Homebuilding  36.4 

0.7  Managed  Health  Care  35.1 

0.1  Housewares  &  Specialties  33.5 

0.0  Gold  Mining  29.2 


Wireless  Services  -44.6 

Advertising  -40.9 

IT  Consulting  -35.6 

Semiconductors  -34.1 

Broadcasting  &  Cable  TV  -33.0 


Multi-Utilities 
Wireless  Servic 
Computer  Stge 
Application  Sof 
Telecomms.  Eq 


I  Mutual  Funds 

Week  ending  July  1 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


%      -8       -6       -4       -2        0        2 


Week  ending  July  1 
■  S&P  500     ■  U.S.  Diversified    •  All  Equity 

52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %  52-week  total  return 

Leaders  Leaders 

Real  Estate  1.4  Precious  Metals 

Europe  -2.8  Real  Estate 

International  Hybrid  -3.6  Pacific/Asia  ex-Japan 

Natural  Resources  -3.6  Small-cap  Value 

Laggards  Laggards 

Communications  -15.4  Communications 

Technology  -14.3  Technology 

Latin  America  -14.2  Health 

Precious  Metals  -12.5  Large-cap  Growth 


% 


67.4 

13.9 

5.5 

3.2 

-48.7 
-46.2 
-28.2 
-26.5 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -24       -18     -12        -6        0        6 
Data:  Standard  &  Poor's 


Leaders 

Rydex  Dynamic  Vent.  1 00  30.4 

ProFunds  Ultrashort  OTC  30.1 

Potomac  OTC  Short  15.1 

Rydex  Arktos  Investor  14.9 
Laggards 

American  Heritage  -27.3 

ProFunds  UltraOTC  Inv.  -27.3 

American  Heritage  Growth  -25.0 
iShares  Gold.  Sachs  Netwkg.-24.9 


Leaders 

Rydex  Dynamic  Vent.  100  111.3 

ProFunds  Ultrashort  OTC  106.1 

First  Eagle  SoGen  Gold  102.4 

U.S.  Glob.  Wld.  Prec.  Minis.  99.8 
Laggards 

ProFunds  UltraOTC  Inv.  -76.5 

Black  Oak  Emerging  Tech.  -71.8 

Van  Wagoner  Post  Venture  -69.8 

Van  Wagoner  Technology  -68.3 


I  Interest  Rates 

KEY  RATES 


July  2    Week 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONOS 


30-YEAR  FIXED  MORTGAGE! 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exei 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.10% 


TAXABLE  EQUIVALENT 


5.86 


INSURED  REVENUE  BONDS 


4.28 


TAXABLE  EQUIVALENT 


6.11 


■  THE  WEEK  AHEAD 

INSTALLMENT  CREDIT  Monday,  July  8,  3 
p.m.  edt>  Consumers  are  forecast  to 
have  piled  up  $5.6  billion  of  new  debt  in 
May.  That's  according  to  the  median  fore- 
cast of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  division  of  The  McGraw- 
Hill  Companies.  In  April,  consumer  debt 
rose  by  $8.9  billion.  In  the  first  quarter, 
installment  credit  rose  $18.9  billion.  Re- 
volving debt,  made  up  mostly  of  credit 
cards,  jumped  by  $4.1  billion  in  April, 
after  remaining  flat  from  November  to 
March. 


EXPORT-IMPORT  PRICES  Wednesday,  July  10, 
8:30  a.m.  edt>  Import  prices  in  June 
probably  rose  0.2%,  after  remaining  un- 
changed in  May.  June  export  prices  most 
likely  stayed  unchanged,  after  a  0.1% 
fall  in  May.  A  steadily  falling  dollar  could 
benefit  American  businesses,  causing 
U.S.  goods  and  services  to  become  com- 
paratively cheaper  abroad. 

PRODUCER  PRICE  INDEX  Thursday,  July  11, 
8:30  a.m.  edt>-  Producer  prices  of  fin- 
ished goods  in  June  most  likely  rose  by  a 


slight  0.1%,  following  a  fall  of 
through  May.  Excluding  food  ar 
core  prices  probably  increased 
lar  0.1%  last  month,  after  rem 
changed  during  May. 

RETAIL  SALES  Friday,  July  12,  8:. 
edt>  Retail  sales  in  June  are  f 
have  risen  0.7%,  after  weak  ve 
contributed  to  an  unexpectedly 
dine  of  0.9%  in  May.  Excludin 
cles,  sales  probably  increased  I 
er  0.5%,  after  a  0.4%  drop  in 
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lessWeek  Fifty 

Jan. 


3.3%  for  the  week  ending  July  2,  with  80%  of  the  companies  declining.  Leading  the  losers  was 
Systems,  which  fell  30.6%  over  fears  concerning  its  exposure  to  WorldCom,  one  of  its 
Drug  distributor  Cardinal  Health  sank  11.7%  after  rumors  of  auditing  problems  at  the  com- 
vestors.  The  bright  spot?  Tyco  International,  which  rose  5.7%  after  the  spinoff  of  its  CIT  unit. 


COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/02 


eBergen 
h Group 


tores 


ohnson 


lamics 
roleum 
iratories 
) 


Petroleum 


-4.7 
-0.4 
-6.3 

1.4 

1.6 
-7.8 
-0.3 
-1.4 
-4.4 
-8.0 
-0.8 
-1.8 
-7.6 
-4.0 

0.0 
-1.1 

0.3 
-2.0 

1.2 

5.3 
-2.7 
-1.8 
-4.5 
-1.0 

1.3 


-15.3 
-5.6 

-19.9 
-6.8 

-13.2 

-30.6 
-7.0 
-3.2 

-23.8 

4.1 

24.5 

2.9 

-32.5 

-13.9 

-75.6 
12.1 
-2.7 

-13.2 
-9.7 

-16.3 
8.3 

-12.0 

5.8 

-5.1 

-17.2 


Since 

Ran 

k     Company 

Week 

3/1/02 

26 

Tenet  Healthcare 

-2.7 

21.0 

27 

Household  International 

-2.2 

-7.6 

28 

WellPoint  Health  Networks 

-5.5 

23.1 

29 

Washington  Mutual 

-2.5 

12.8 

30  Duke  Energy  -4.1  -15.0 

31  Kohl's  -2.2  0.9 

32  Bed  Bath  &  Beyond  -3.6  6.6 

33  Cardinal  Health  -11.7  -17.7 

34  Centex  -2.5  -6.7 

35  American  Electric  Power  -3.9  -12.2 

36  Golden  West  Financial  0.9  6.5 

37  Stryker  -6.2  -19.9 

38  Harley-Davidson  -3.0  -5.3 

39  PepsiCo  -3.0  -5.4 

40  Merck  -6.8  -23.5 

41  Apache  -0.8  7.4 

42  Amerada  Hess  1.3  16.0 

43  KB  Home  -3.5  14.2 

44  First  Data  -3.6  -11.9 

45  Tyco  International  5.7  -56.5 

46  International  Game  Technology  -2.3  -20.4 

47  Capital  One  Financial  -0.1  15.2 

48  Electronic  Data  Systems  -30.6  -49.0 

49  Nabors  Industries  -3.8  -2.2 

50  Xcel  Energy  2.5  -32.5 


duction  Index 


Change  from  last  week:  0.2% 
Change  from  last  year:  -3.6% 


1  OUTPUT     June  22=162.3  1992=100 
index  is  a  4-week  moving  average 


Oct. 
2001 


Feb. 
2002 


June 
2002 


index  was  higher  for  the  week.  Before 
le  four-week  moving  average,  however, 
to  162.3  from  162.6.  After  seasonal  ad- 
ber  and  steel  production  were  higher, 
assemblies  both  increased,  following 
of  a  parts-supplier  strike  that  forced 
I  plants  to  close.  The  energy  components 
il  refining,  and  electric  power  were  all 
h  rail-freight  traffic. 
i  of  the  index  components  is  at  www.business- 
uction  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  On  lino 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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THE  ALEUTIAN 


Canada  aoose, 


one  of 


more  than  a  dozen  subspecies 
of  Canada  geese,  is  back  from  a 
brush  with  extinction.  In  the 
1960s,  there  were  only  a  few 
hundred  of  these  graceful 
migratory  birds  left.  Today  they 
number  more  than  30,000,  thanks 
in  large  part  to  conservation 
efforts  by  Ducks  Unlimited  and 
others.  That's  a  job  well  done, 
but  more  work  remains.  Hundreds 
of  other  wildlife  species  are  in 
decline,  victims  of  habitat  loss. 
pollution,  and  competition  with 
introduced  species.  They  need 
your  help. 


I  Cduc 


Ducks  Unlimited 

Call  800-45-DUCKS  or  visit  DU's 
Web  site  at  www.ducks.org. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Adelphia 

Communications  48 
Aerojet  (GY)  91 
Alecta  57 
Allianz(AZ)  120 
Amazon.com  (AMZN)  46 
AMC  Entertainment  118 
AMR  Research  94 
Anheuser-Busch  (BUD) 

53.58 
AOL  Time  Warner  (AOL) 

42, 46, 94 
Apple  Computer  (AAPL) 

46 
Arthur  Andersen  14, 37, 

148 
Assicurazioni  Generali 

18 

AT&T  (T)  14, 58 
AutoPacific  Group  98 
Aventis  (ADR)  44 
Aviall  (AVL)  130 
AXA  Group  (AXA)  120 

B 


Bank  One  (ONE)  116 
BEA  Systems  (BEA)  94 
BenQ134 
Berkshire  Hathaway 

(BRK)120 
Bertelsmann  42, 44 
BMW  98 
Boeing  (BA)  91 
BP  (BP)  58 
Brookhaven  Capital 

Management  143 
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Canon  (CAJ)  134 
Canup  &  Associates  98 
Capital  One  Financial 

(COF)  38 
Carmike  Cinemas 

(CKE0118 
Casio  134 
Centocor  (JNJ)  58 
C.E.  Unterberg  143 
ChevronTexaco  (CVX)  58 
Cisco  Systems  (CSCO)) 

38,114 

err  (cm  48 

Citigroup  (C)  38, 58 
Coca-Cola  (KO)  58 
Cognex(CGNX)142 


Colgate-Palmolive  (CL) 

58 
Compaq  Computer 

(HPQ) 53 
Cox  Communications 

(COX)  42 
Credit  Suisse  Financial 

Services  54 
Credit  Suisse  First 

Boston  54 
Credit  Suisse  Group  54 
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Daewoo  (GM)  98 
DaimlerChrysler  (DCX) 
18,58,98,108 
Dealogic  46 
Dell  Computer  (DELL) 
10,94 

Deloitte  &  Touche  48 
Delphi  Automative 
Systems  (DPH)  98 
Deutsche  Banc  Alex. 
Brown  (DB)  98 
Dresdner  Kleinworth 
Wasserstein  143 
Dreyer's  Grand  Ice 
Cream  (DRYR)  58 
Duracell  (G)  53 
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Edison  Schools  (EDSN) 
36 

Edwards  Theatres  (RGC) 
118 

Electronic  Arts  46 
Electronic  Data  Systems 
(EDS)  48 

Enron(ENRNQ)  12, 14. 
32,35,37,51,110, 
114 

Ericsson  (ERICY)  57. 
143 
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Exxon  Mobil  (XOM)  58 
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Fiat  (FIA)  58, 98 
Financial  Executives 
International  35 
First  Pacific  Advisors 
142 

Ford  (F)  98, 116 
Fuji  Photo  Film  (FUJIY) 
134 


Gateway  (GTW)  10 
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Gencorp  (GY)  91 
Genentech(DNA)32,46 
General  Electric  (GE)  14, 
58 

General  Motors  (GM)  48, 
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(BRK)  120 
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Global  Crossing 
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Questerra  (MVW)  94 
Qwest  Communications 
International  (Q)  58 


Ralston  Purina  (NSRGY) 
58 

Regal  Entertainment 
Group  (RGC)  118 
Renal  Care  (RCI)  142 
RHL  Associates  143 
Robertson  Stephens  46 
Rohm  (ROH)  58 
Royal  Dutch/Shell  Group 
(RD)  58 

Royce  &  Associates  142 
RS  Smaller  Company 
Growth  Fund  (RSSGX) 
142 


Saab  (GM)  98 
Sanford  C.  Bernstein 

(AC)  44 

Saturn  (GM)  48 
ScanSoft  (SSFT)  143 
Seagram  (V)  18. 42 
Siemens  (SI)  18, 114 
SiPix  134 
Sony  (SNE)  58 
Southwest  Airlines  (LUV) 

35,48 
Standard  &  Poor's 

(MHP)  54, 120, 144 
Stanley  Works  (SWK) 

110 

Staples  (SPLS)  143 
Starwave  42 


Strategic  Comg 
Research  Ass 
112 

Sun  Microsyste 
(SUNW)  38, 

Symantec  (S) 

T 


T&WA98 
Topps  (TOPP)  11 
Toyota  (TNI)  98 1 
TRW  (TRW)  48 
Tweeter  Home 

Entertainmentl 

143 
Tyco  Intematior 

48 

U 


UBS  (UBS)  54 
United  Artists ' 
(RGC)  118 
USA  Interactive  I 
44 


Verity  142 
Verizon 

Communicatic  I 

58 

Viacom  (VIA)  421 
Visteon  (VC)  98  f 
Vivendi  Univer 

44 

Vodafone  (VOD)  | 
Volkswagen  (VL>J 

52,58 
Volvo  (F)  98 

W 


Wal-Mart  Stores) 

38,58 
Walt  Disney  (DIS  | 

110 
Wells  Capital 

Management  i 
Wells  Fargo  (WFC 
WestLB  Securitie 

Pacific  58 
WHX(WHX)130 
Wilkofsky  Gruen  l\ 

Associates  42 
Winterthur  Insur 
WorldCom  (WCC 

32.35.36 .37. '| 

110.130,148 


Xerox  (XRX)  35,1 1 
148 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  ail 
August  and  an  additional  issue  the  first  week  of  April,  by  The  McGraw-Hill  Companies,  Inc.  ExecutwJ 
al.  Circulation,  and  Advertising  Offices:  1221  Avenue  of  the  Americas,  New  York,  N.Y.  10020.  U.S.I 
rate  $54.95tyear;  Canada:  CON  $69/year.  Periodicals  postage  paid  at  New  York.  N.Y.,  and  at  additKBl 
offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post  International  Publications  Mail  Product  Sales/"! 
No.  246484.  Postmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  53235,  Boulder.  CO.  S03l 


146  BusinessWeek  /  July  15,  2002 


If  you  knew  cancer  was  the 

deadliest  childhood  disease,  you'd 

be  in  a  hurry  to  grow  up  too. 


Thirty  percent  of  the  children  who  have  cancer  today  won't  live  long  enough  to  graduate  from  college,  fall  in 
love,  buy  a  car  or  start  a  career.  Cancer  kills  more  children  than  asthma,  diabetes,  cystic  fibrosis  and  AIDS 
combined.  These  kids  deserve  a  better  chance.  That's  why  we're  supporting  the  most  promising  research.  Call 
1.800.458.6223  or  visit  our  website.  With  your  help  today,  we  can  give  them  more  tomorrows. 


www.ConquerKidsCancer.org 


THE  BEGINNING  OF  THE  END  FOR  CHILDHOOD  CANCER. 

Formerly  the  National  Childhood  Cancer  Foundation 


Editorials 


THE  SYSTEM  NEEDS  FIXING,  MR.  PRESIDENT 


Dear  President  Bush:  This  Fourth  of  July  finds  the  nation 
at  a  tipping  point.  Americans  are  starting  to  bail  out  of 
the  equity  culture  that  made  this  nation  so  prosperous  and 
powerful  over  the  past  two  decades.  Many  no  longer  trust 
Corporate  America.  They're  putting  their  new  cash  into 
banks,  bonds,  and  building  bigger  houses.  And  some  are  be- 
ginning to  dump  all  their  previous  investments  in  stocks  and 
mutual  funds. 

This  is  a  crucial  moment,  Mr.  President.  America's  real 
power  in  the  world  is  based  not  merely  on  military  might  but 
also  on  its  successful  model  of  market-driven  economic  growth 
and  prosperity.  However,  many  foreigners  are  now  saying  the 
'90s  were  a  sham  and  the  model  is  a  fake.  They  are  about  to 
join  jittery  U.  S.  investors  in  dumping  USA  Inc.  That  is  what 
the  sinking  dollar  is  really  all  about. 

Up  to  now,  Mr.  President,  you've  focused  on  the  rotten  ap- 
ples. To  your  credit,  you  have  publicly  condemned  CEOs  who 
have  broken  the  legal  and  ethical  codes  of  our  society.  There 
are  now  criminal  charges  against  the  ex-CEO  of  Tyco  Inter- 
national Ltd.,  L.  Dennis  Kozlowski  and  the  ceo  of  Imclone 
Systems  Inc.,  Sam  Waksal.  The  bunch  at  Enron  Corp.  and 
WorldCom  Inc.  will  probably  be  indicted  as  well.  But  the 
problem  goes  much  deeper,  Mr.  President.  Corrupt  practices 
have  seeped  into  rock-solid  companies.  The  model  of  a  high- 
risk,  high-growth  economy  based  on  honest  financial  numbers 
and  arm's-length  transactions  has  broken  down  and  needs  re- 
pair. It  may  be  hard  for  you  as  a  believer  in  deregulated  mar- 
kets to  admit,  but  there  are  major  defects  in  accounting, 
corporate  governance,  and  Wall  Street  behavior.  It  goes  way 
beyond  rotten  apples,  Mr.  President.  The  barrel  has  a  few 
busted  planks,  too. 

OPPORTUNITY  KNOCKS 

Mr.  President,  you've  got  a  speech  on  corporate  crime 
coming  up  on  July  9  (page  32).  Your  political  advisers  are  say- 
ing you  have  to  show  anxious  voters  you  care  about  them  as 
the  November  congressional  elections  approach.  Mr.  President, 
you've  got  to  do  a  lot  more.  You've  got  to  convince  Americans 
at  home  and  people  abroad  that  this  nation  is  cleaning  its  cor- 
porate house.  You've  got  to  help  restore  the  trust  that  mil- 
lions of  small  investors  wall  need  before  they  risk  putting  their 
money  into  equities  again.  If  you  don't,  Americans  will  retreat 
to  safety,  and  flows  of  overseas  capital  will  dry  up.  Stocks  will 
stagnate,  economic  growth  will  slow,  the  budget  deficit  will 
soar,  the  dollar  will  tank,  and  A  merica's  prestige  and  power 
on  the  world  scene  will  erode.  Mr.  President,  your  speech 
should  be  not  about  comforting  voters  but  about  preserving 
our  dynamic  economic  system. 

There  are  some  radical  steps  being  proposed  to  restore 
public  confidence  that  deserve  your  attention.  One  is  to  have 
all  publicly  listed  corporations  contribute  to  a  fund  that  pays 
for  accounting  firms  to  audit  their  books.  That  would  effec- 
tively end  the  fundamental  conflict  of  interest  accountants  now 


face  when  they  must  police  the  very  companies  tl 
their  fees.  Another  radical  proposal  is  to  separate  the 
chief  executive  and  chairman  of  the  board.  The  ell 
would  represent  shareholder  interests  while  the  chie^ 
tive  manages  the  company. 

A  TOOL  KIT  FOR  THE  ECONOMY 

Both  ideas  have  merit.  But  Mr.  President,  if  they  goj 
for  you,  there  are  other  proposals  you  could  back: 

■  Support  tough  accounting  reform.  Your  Administrate 
to  send  a  powerful  signal  by  punishing  Arthur  Andel 
death,  but  the  accounting  profession  isn't  getting  the 
The  Final  Four  are  fighting  meaningful  reform  in  ( 
Mr.  President,  when  self-regulation  doesn't  work  am 
nancial  system  is  threatened,  you  have  to  change  the 
the  game.  Tell  Americans  you  are  throwing  your  wei; 
hind  the  tough  accounting  reform  bill  being  propo 
Senator  Paul  S.  Sarbanes  (D-Md.).  This  legislation 
create  a  new  oversight  board  that  is  run  by  a  full-tiir 
which  would  set  higher  standards  and  punish  tho: 
don't  meet  them.  Announce  that  the  board  will  insist 
nies  rotate  their  auditors  every  five  years.  Finally,  t 
country  that  you  are  going  to  support  the  Volcker  pi 
split  auditing  from  consulting  to  avoid  conflicts  of  intere 
plain  how  smart  ceos  are  already  doing  this. 

■  Make  CEOs  responsible.  We  need  a  clean  slate  in  fi 
reporting,  a  new  benchmark  for  the  bottom  line  tl 
vestors  can  believe  in.  Tell  the  audience  you  are  supj 
the  sec's  proposal  to  get  the  CEOs  of  the  1,000  biggei 
corporations  to  sign  off  on  their  companies'  financial 
ments  personally.  And  say  you  are  accepting  Treasi 
retary  Paul  O'Neill's  idea  of  making  CEOs  legally  lial 
those  statements.  Tell  the  people  you  are  asking  g\ 
ment  enforcers  to  take  back  ceos  ill-gotten  gains  from 
options  based  on  phony  numbers. 

■  Back  Wall  Street  reform.  Throw  the  weight  of  your 
behind  the  New  York  Stock  Exchange's  proposals  to| 
up  corporate  governance  by  replacing  insiders  on  bo 
directors  with  independent  members,  especially  on  kej 
and  compensation  committees.  Publicly  support 
Lynch  &  Co.'s  agreement  with  New  York  State  1 
General  Eliot  Spitzer  that  stops  analysts  from  o 
trading  stocks  they  cover  or  paid  for  bringing  in  i 
banking  business.  Say  it  should  be  a  model  for  all 
Street. 

Mr.  President,  we  realize  giving  a  speech  that  caj 
these  proposals  would  be  no  small  task.  But  our  1 
system  depends  on  the  flow  of  credible  information: 
parent  and  reliable  reports  prepared  by  honest  ceos  a 
dependent  boards;  certified  by  accountants  who  adhi 
the  highest  professional  standards;  and  studied  by 
Street  analysts  free  of  conflicts  of  interest.  Is  that  too 
to  ask? 
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where  the  people  you  read  about  in  technology  read  about  technology. 
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:an  your  software  help  keep  your  business  up  and  running  no  matter  what? 
>urs  can. 

iur  company's  infrastructure  is  far  too  important  to  risk.  That's  why  our  full  range  of  business  continuity  solutions  ensures  you're 
ile  to  handle  anything.  BrightStor"  storage  solutions  provide  the  most  comprehensive  data  backup  and  recovery.  eTrust™  security 
lutions  provide  total  protection  for  your  entire  enterprise,  not  just  pieces.  And  Unicenter  infrastructure  software  keeps  your  whole 
isiness  up  and  running  24x7.  As  your  business  grows  and  becomes  more  complex,  you  need  software  solutions  you  can  rely  on. 
>u  may  still  not  know  what's  coming.  But  you  will  know  you're  prepared.  ca.com/continuity 
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DISMAL  SCIENTISTS 

THE  IMF  GETS 
DOWN  AND  DIRTY 

A    CLASH    BETWEEN    GLOBAL 

economists  is  getting  ugly. 
For  years,  the  International 
Monetary  Fund  has  listened 
to  former  World  Bank  chief 
economist  and  Nobel  laure- 
ate Joseph  Stiglitz  blast  its 
policies  in  emerging  markets. 
Now,  it's  taking  the  gloves 
off  and  landing  its  own  blows. 
At  a  June  28  panel  in  Wash- 
ington to  discuss  Stiglitz'  new 
book,  Globalization  and  Its 
Discontents,  a  senior  IMF  offi- 
cial stunned  Stiglitz  with  a 
caustic  counterattack.  Calling 
Stiglitz'  own  economic  pre- 
scriptions "at  best  highly  con- 


this 


troversial,  at 
worst  snake  oil," 
IMF  Research  Di- 
rector Kenneth 
Rogoff  asserted 
Stiglitz  made  the 
1997  Asia  crisis 
worse  by  publicly 
challenging  IMF 
policies.  Rogoff 
called  slanderous 
and  "outrageous"  Stiglitz'  re- 
mark in  the  book  that  former 
IMF  Deputy  Managing  Direc- 
tor Stanley  Fischer  may  have 
landed  a  plum  job  at  Citigroup 
as  a  reward  for  his  handling  of 
debt  negotiations. 

The  IMF  posted  the  attack 
on  its  Web  site,  along  with 
another  tongue-lashing  by 
External  Relations  Director 
Thomas  Dawson.  Both  are 
being  widely  circulated  via 
e-mail. 

Stiglitz  says  he  feels  am- 
bushed, that  he  didn't  affect 
the  Asia  crisis,  and  that  his 
comments  are  fair.  "It's  clear 
they  are  trying  to  get  per- 
sonal and  vindictive  against 
me,"  he  says.  The  IMF  says 
that  it  has  no  further 
comment.         Pete  Engardio 


TV  TACTICS 

SELLING  TIGER 
ANY  WAY  THEY  CAN 

THE  BRITISH  OPEN,  BEGINNING 
on  July  18,  is  almost  guaran- 
teed to  be  a  TY-ratings  smash, 
thanks  to  Tiger  Woods's  pur- 
suit of  golfs  Grand  Slam.  "I 
suspect  this  will  become  the 
biggest  story  in  American 
sports  this  summer,"  says  for- 
mer CBS  Sports 
President  Neal 
Pilson. 

Too   bad    ABC, 
which  is  televis- 
ing it,  can't  take 
full     advantage 
and  jack  up  ad 
rates.  Most  of 
the    network's 
ad    time    was      SIZING  UP 
sold  months  a  grand  s 


ago  at  prices  lower  than  it 
could  get  now  that  Woods 
has  gone  two-for-two  at  the 
Masters  and  the  U.  S.  Open. 
But  ABC  has  found  a  way 
to  leverage  Tigermania.  For 
advertisers  seeking  what  little 
British  Open  ad  time  is  left, 
it's  giving  priority  to  those 
who  also  buy  time  on  a 
made-for-TV  golf  exhibition, 
the  Battle  at  Bighorn,  star- 
ring Woods  on  July  29.  Some 
media  buyers  aren't  keen 
on  the  contrived  format 
or  the  $150,000  price 
for  a  30-second 
spot  on  a  show 
that  critics 
panned  last 
year.  Still, 
three  weeks 
in  advance,  it's 
nearly  sold  out. 
Mark  Hyman 


TALK  SHOW  (^Capitalism  needs  to  check  itself  into  t\ 
Betty  Ford  Center  for  a  bit  of  sobering  up,  and  I  think 
investors  need  to  do  the  same  thing.'?  — Paul McCuUey\ 
PIMCO  managing  director,  on  CNBC's  Morning  Call 


IWAY  PATROL 

CHALK  ONE  UP  FOR 
FREE  WIRELESS 

PICTURE     HOODED     TWENTY- 

somethings-  scanning  city 
blocks  for  hot  spots  and  clan- 
destinely chalking  symbols  on 
sidewalks  and  buildings.  Mod- 
ern revolutionaries?  Kind  of. 
They're  "warchalkers,"  letting 
wireless  laptop  users  know 


where  they  can  find  free  con- 
nections to  the  Internet  using 
Wi-Fi  (wireless)  technology. 
Two  half-moons  scrawled  on  a 
wall,  for  example,  means 
there's  access  within  1,000 
feet. 

The  symbols  are  the  cre- 


ation    of    Londoner  | 
Jones,    who    posted 
along  with  a  photo  of ; 
in  the  act,  on  his 
on  June  24.  "Warcha 
minded  me  of  wh 
Boy  Scout  and  we  laic  I 
in  a  configuration  on  til 
to  direct  people  to  \\ 
the  friend,  Ben  Hanur| 
explains.  It  quickly 
across   the   Net.   Wil 
week,  Jones's  site  wail 
link  on  popula: 
site  Slashdot.orl 
he  was  getting 
from  Baltimore  j 
tie,  Copenhagen 
Utah,  with  phof 
dence  of  imitat 
Critics    scoi 
particularly  in  I 
cities     like 
chalk  won't  laslj 
those  who  disco] 
terlopers  can  dl 
their  networks] 
some  Internet 
providers, 
Time    Warner 
and  AT&T,  are 
crack  down  on  usei 
share  their  connectionl 
the  unpaying  masses. 

Despite  such  hurdles| 
may  well  be  enough 
committed  to  Wi-Fi  si 
that  more  warchalking  1 
will  enlist.  Jane , 


THE  LIST   ROAD  RAGE  CANDIDATES 


.^ 


Ugh,  highway  traffic.  Here  are  the  six  most  congested  are 

PERCENTA6 
TIME  WASTED        FUEL  WASTED      Fl 
METRO  AREA 


TIME  WASTED        FUEL  WASTED      FREEWAY  COM' 
PER  COMMUTER*  PER  COMMUTER*    DURING  RUSH 


LOS  ANGELES 

136  hours 

204  gallons         85* 

SAN  FRANCISCO-OAKLAND 

92 

149                    75 

WASHINGTON 

84 

136                    70 

SEATTLE-EVERETT 

82 

137                    75 

HOUSTON 

75 

123                    60 

DALLAS-FORT  WORTH 

74 

120                    50 

*Annual.  2000  data 

Data:  Texas  Transportation  In 
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The  possibilities  for  mobile 
communications  are  infinite. 
At  Palm,  we  help  companies 
use  the  technology  to  deliver 
one  very  important  thing: 
results.  Like  streamlined 
order  fulfillment.  Or  simpli- 
fied access  to  updated 
information.  Or  mobilized 
sales  forces.  With  the  help 
of  top  solutions  providers 


that  include  BEA,  IBM, 
McKesson,  and  Siebel 
Systems,  Palm  delivers 
mobile  solutions  that  make 
sense  for  business.  For 
more  on  how  we've  helped 
deliver  results,  visit  us  at 
palm.com/enterprise  and 
read  our  customer  success 
stories  and  total  cost  of 
ownership  white  paper. 


•less  communication  requires  a  compatible  mobile  phone  or  modem  or  a  wirelessly  enabled  Palm  handheld  and  the  Palm. Net  proprietary  service, 
separately.  Coverage  not  available  in  all  areas.  ©2002  Palm,  Inc.  All  rights  reserved.  Palm. Net  is  a  registered  trademark  and  Palm  and  the  Palm  logo 
rademarks  of  Palm,  Inc.  or  its  subsidiaries.  Other  products  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 


Up  Front 


ACTIVIST  ACTION 

A  BITTER  HARVEST  BY 
FAST-FOOD  CHAINS? 

WATCH  FOR  A  FOOD  FIGHT 
between  fast -food  chains  and 
shareholders  over  charges  of 
using  lettuce  and  tomatoes 
picked  by  underpaid  workers. 


SUPPORTING  FARM  HANDS  at 


The  shareholders  are  draft- 
ing resolutions  to  force  sup- 
pliers to  pay  higher  wages 
and  improve  working  condi- 
tions. "Burger  King  is  first." 
says  Ruth  Rosenbaum,  a  Ro- 
man Catholic  nun  leading  the 
charge,  along  with  Trillium 
Asset  Management  and  the 
United  Church  of  Christ 
(which  have  a  combined  $3.6 
billion  under  management). 
Rosenbaum  cites  Burger  King 
as  one  of  the  largest  buyers 
of  produce  picked  by  poorly 
paid  workers.  "Issues  like  this 
are  not  going  away."  she  says. 
A  spokesman  for  Burger 
King  says  its  suppliers  are 
required  to  adhere  to  labor 


laws  and  pay  minimum  wage. 
The  campaign  follows  a 
similar  one  last  fall  against 
Taco  Bell's  parent.  Yum! 
Brands,  formerly  Tricon.  For 
the  past  year,  activists  have 
protested  against  Taco  Bell 
for  buying  tomatoes  picked 
in  Immokalee,  Fla.  Workers 
endure  rough  treatment  and 
VJHHHI^B  are  paid  as 
^V  fK  little  as  40c 
Z^^*— M  per  32-pound 
s^L    ^rm.   tomato  bucket. 

^S^tm  says  Student- 

Farmworker 
Alliance      ac- 
tivist   Julia 
Perkins.  That's 
below  the  min- 
imum  wage, 
the    group 
says.  At  least 
six  companies 
Taco  Bell  HQ    employ  Immo- 
kalee   pickers. 
The  largest.  Six  L's  Packing, 
declined  comment. 

Three  universities  have 
banned  Taco  Bell  products 
over  the  tomato  issue.  But 
Yum  says  it's  not  responsible 
for  its  suppliers'  actions — a 
claim  once  made  by  Xike  and 
other  apparel  makers  in  the 
'90s  before  being  forced  to  be 
more  accountable  by  con- 
sumer boycotts.  "We  are  not 
now  or  ever  going  to  get  in- 
volved in  a  labor  dispute  be- 
tween third  parties."  says 
Yum  exec  Jonathan  Blum. 

Yet  until  pickers'  wages 
improve,  worker  advocates 
advise,  hold  the  pickle,  hold 
the  lettuce.  Brian  Grow 


■'^Y.'hi-i'Wiisai 


ONLINE  SAVINGS  ARE  IN  BLOOM 


E-TAILERS  HAVE  LONG  BATTLED 
the  problem  of  online  buyers 
suddenly  tmiiing  skittish  and 
abandoning  their  purchases 
before  clicking  through  to 
checkout.  Jupiter  Media 
Metrix  says  that  two-thirds 
of  Web  shoppers  do  it. 

So  a  segment  of  e-tail 
ers  has  a  solution.  On- 
line florists,  including 
FlowerslSA.com  and 
JustFlowers.com,  en- 
tice customers  who 
try  to  leave  before 
completing  purchases  with 
a  pop-up  discount  window. 
It  offers  an  average  of  $5 
off  if  they  complete  their 
orders  immediately.  1-800- 
Flowers.com  recently  tested 
pop-ups  and  is  evaluating  the 
results. 

It  stalled  two  years  ago 
at  Flowers  usa  when  ceo 
Dave  Adams  noticed  4.000 
started-but-not-completed 


more  customers,  and 
credits  pop-ups  with 
$660,000  to  last  ye 


H 


mill 
sale.- 

othe 
have 
copied 
move.  "Thi 
is  really  clev 
I'm  not  exp 
an  Amazon  or  eBay 
it."  says  Ken  Cassar.  a 
analyst  at  Jupiter.  Most 
profit  margins  are  to 
to  offer  last -minute  dej 
says.  They're  alread 
counting  as  much  as 
can.       Ann  There se  P 


THE  BIG  PICTURE 


REVOLVING"  ^  msecurity  isn't  just  a  problem  for  the  rank  and  file.  CEO  turnover  is  down  from  its  2000  peak. 
n  AAD  oea       ^ut  uecause  °f  mergers  and  poor  job  performance,  it  is  50%  higher  than  it  was  in  1995.  CEOs  at 
UUUn  UbUS     industrial  companies  last  the  longest.  Those  at  telecom  companies  have  the  shortest  tenure. 


::■ 


CEOs  LEAVING  BECAUSE  OF: 

MERGERS 

I  PERFORMANCE  ISSUES 
I  REGULAR  TRANSITIONS  Mi 


▲  ::=:EV 


Polls,  surveys,  and  other  items  for  this  section 
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AVERAGE  YEARS  OF  CEO  TENURE  IN 

INDUSTRIALS 


FINANCIAL  SERVICES 


EZ 


HEALTH  CARE 


INFORMATION  TECHNOLOGY 


hould  be  sent  to  upfront    businessweefc 


*  If  all  anyone  is  telling  you 

to  do  is  buy,  how  are  you 

supposed  to  know  what  to  sell? 


There's  never  been  a  better  time  for  Schwab  Equity  Ratings'. 


Knowing  what  stock  to  sell 
may  lit-  an  investor's  most 
difficult  decision.  Last  year 
less  than  three  percent  of 
analysts'  recommendations  in 
the  marketplace  were  a  "sell."  " 
And  at  Charles  Schwab,  we  don't 
believe  that's  the  way  it  should  be. 

Schwab  Equity  Ratings   offer 
a  system  that  helps  you  decide 
what  to  sell  as  well  as  what  to  buy. 
They  are  as  straightforward  as 
A.  B,  C.  I).  F.  And  because  we're 
not  focused  on  investment  banking, 
Schwab  Equity  Ratings  provide 
you  with  a  balance  of  buy  and  sell 
ratings  .We  rank  over  3,000  stocks 
according  to  24  carefully 
selected,  fact-based  measures 
bver  a  12-month  horizon  and 
update  them  weekly. 

Schwab  Equity  Rating',  are 
available  to  select  clients  on  our 
Web  site.  ( )r  if  you  prefer,  you  can 
sit  down  with  a  Schwab  Investment 
Consultant  and  discuss  our  equity 
ratings  to  see  what's  right  for  your 
portfolio.  And  you  can  always 
be  sure  our  Schwab  Investment 
Consultants'  objective  advice 
comes  from  the  very  principles 
we  were  founded  on. 


MIKEWHOLLEY 
REGIONAL  VP,  EASTERN  DIVISION 

THE  PRINCIPLE  OFTHE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
of  what  we  do.  Every  investor  is 
important  to  us.  We're  not  focused  on 
investment  banking.  We  represent 
you,  the  individual  investor. 

THE  PRINCIPLE  OF 
FACTS,  NOT  HYPE 

We  give  advice  based  on  tacts. 
We  do  not  give  so-called 
"hot  stock  tips."  Research  and  facts 
are  the  foundation  of  our  advice. 
And  now  with  our  Schwab 
("enter  for  Investment  Research 


and  Schwab  Equity  Ratings,  we 
analyze  and  rate  more  U.S.  stocks 
for  the  individual  investor  than 
any  other  major  brokerage  firm. 

THE  PRINCIPLE  OF 
OBJECTIVITY 

At  Schwab,  we're  not  focused  on 
investment  banking.  For  example, 
we  make  1P(  )s  available  but  we 
don't  receive  any  compensation 
for  their  distribution.  To  us,  it's 
a  potential  conflict  of  interest. 
We  always  strive  to  avoid  conflicts 
of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


ATTEND  A  WORKSHOP 


To  learn  more  about  Schwab  Equity 
Ratings,  call  1-800-225-8569  and 
reserve  a  space  in  "The  Schwab 
Approach  to  Investment  Research" 
workshop.  You'll  gain  insights  into: 

•  Evaluating  stoc\,  bond 
and  mutual  fund  research 

•  The  advantages  of  our 
fact-based  approach 

•  Generating  potential  new  ideas 
for  your  portfolio 


diaries  schwab 


Call 

1-800-225-8569 

Click 

schwab.com 

Visit 

395  locations  nationwide 

"For  companies  with  U.S.  ticker  symbols.  Schwab  Equity  Ratings  are  not  currently  available  to  all  clients. 
©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0602-9017).  ADS23623FUL. 
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Readers  Report 


CHEERS,  NOT  JEERS,  FOR 

THE  SEC'S  REGULATORY  EFFORT 

The  quote  attributed  to  me  in  "The 
sec  can't  guard  the  house  alone"  (Spe- 
cial Report,  July  1) — on  the  Securities  & 
Exchange  Commission's  proposal  for  a 
Public  Accountability  Board  to  regulate 
accounting — although  accurate,  makes 
it  appear  that  I  am  critical  of  the  pro- 
posal. In  fact,  I  support  the  proposal  in 
its  essential  features.  The  sec's  propos- 
al [would  have]  regulatory  action  in 
place  before  the  next  audit  season. 

In  light  of  the  constant  revelations 
of  improper  financial  reporting  that  have 
sapped  investor  confidence,  there  is  no 
doubt  that  strong  action  by  the  sec  to 
use  its  existing  authority  to  restore  that 
confidence  is  to  be  applauded. 

Stanley  Keller 
Boston 
Editor's  note:  The  writer  is  a  partner  in 
the  law  firm  Palmer  &  Dodge  LLP  and 
is  chair  of  the  American  Bar  Assn.'s 
Committee  on  Federal  Regulation  of 
Securities. 

AN  AIRLINES  MODEST  REQUEST' 
FOR  LONG  BEACH 

"American  draws  a  bead  on  JetBlue" 
(News:  Analysis  &  Commentary,  June 
24)  states  that  American  Airlines  Inc.  is 
"pushing  Long  Beach  [Calif.]  authorities 
to  revoke  some  of  JetBlue's  unused  land- 
ing rights  and  award  them  to  Ameri- 
can." In  fact,  American  has  no  objection 
to  Long  Beach  allowing  JetBlue  to  pro- 
ceed as  it  agreed,  so  long  as  other  carri- 
ers are  allowed  to  introduce  new  service 
as  well.  The  city's  41-slot  cap  is  a  local 
limit  that  Long  Beach  can  amend  at  any 
time.  American  has  made  a  modest  re- 
quest for  only  four  additional  permanent 
slots,  and  we  have  told  the  city  it  can 
meet  its  obligations  under  federal  law 


by  making  the  slots  available  to 
within  Long  Beach's  41-slot  liml 
increasing  that  limit.  We  are  ml 
ning"  for  anyone.  Our  only  inter| 
operating  two  new  routes. 

Timothy  J.  Doke,  Vice-I 

Corporate  Commu 

American  Airl 


A  WAKE-UP  CALL 
ON  A  SLEEPY  TOPIC 

Re  "What  to  bet  against"  (B'| 
Week  Investor,  July  1,  some 
Cephalon  Inc.  has  stated  repeal 
investor  conferences  and  in  mel 
ports]  that  it  is  completing  clinicj 
ies  designed  to  demonstrate  th^ 
tial  effectiveness  of  a  drug  to  ti 
excessive  sleepiness  associated] 
number  of  medical  disorders, 
currently  is  cleared  for  marke 
the  U.S.  to  treat  only  excessrj 
time  sleepiness  associated  wi^ 
colepsy.  Cephalon  is  not  seeking 
for  Provigil  to  treat  depression. 
Robert  W  Grupp,  Vice- 
Corporate  Commi 
Cepha 
West  Chesl 

TWO  LESSONS  FROM 

THE  ARTHUR  ANDERSEN  SAGi 

"The  lingering  lessons  of  And 
fall"  (Special  Report,  July  1) 
"The  government's  decision  to 
the  jugular  was  overkill,  but  i 
will  have  far-reaching  beneficial  € 
I  strongly  disagree.  Uncovering  1 
never  an  easy  task.  As  a  result 
prosecution,  the  accounting  pro 
will  suffer  from  not  being  able 
tract  the  best  and  brightest  bv 
school  graduates.  The  prospect  d 
bode  well  for  accounting  and  il 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 


Find  out  more  at  www.samsungusa.com/dvdllOO 
or  1-800-SAMSUNG. 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "WorldCom's  sorry 
legacy"  (Special  Report, 
July  8),  the  photo  that 
purported  to  show  Scott 
D.  Sullivan,  tormerCFO 
of  WorldCom  Inc.,  was 
not  Sullivan.  The  mis- 
take was  due  to  a  la- 
beling error  by  the  pho- 
to's providers,  Getty  Images  and  CNN.  The 
correct  photo  of  Sullivan  appears  at  left. 

In  "Fidelity's  help  for  mutual-fund  inves- 
tors" (BusinessWeek  Investor,  May  27),  we 
incorrectly  reported  that  Charles  Schwab 
offers  some  clients  an  online  service  al- 
lowing them  to  trade  mutual-fund  shares  by 
individual  tax  lots.  Schwab  expects  this 
service  to  be  introduced  in  2003. 

"Hard  landing  ahead  for  ScanSoft"  (Inside 
Wall  Street,  July  15)  said  that  Xerox  Corp., 
which  owns  20%  of  ScanSoft,  accounts  for 
14%  of  its  revenues.  ScanSoft  says  the  re- 
lationship with  Xerox  is  conducted  "at  arm's 
length"  and  that  Xerox  contributed  "substan- 
tially less  than  10%"  to  revenues  in  2002. 

In  "Cloning:  Huckster  or  hero?"  (People, 
July  1),  we  incorrectly  reported  that  Geron 
Corp.  had  filed  a  claim  with  the  U.S.  Patent 
Office  charging  Advanced  Cell  Technology 
(ACT)  with  infringing  the  patents  that 
Michael  West  (Geron's  founder  arid  now 
head  of  ACT)  helped  Geron  win.  Geron  has 
filed  an  interference  claim  with  the  patent 
office,  though  not  for  a  patent  obtained 
while  West  was  at  the  company. 


mate  clients:  the  millions  of  public-com- 
pany stockholders  in  the  world. 

Miles  Nathan 
Los  Angeles 

As  an  Andersen  employee,  I  agree 
that  the  demise  of  our  firm  will  bolster 
professionals  in  dealing  with  unethical 
clients.  There  is  a  darker  lesson.  An- 
dersen cooperated  with  Congress  and 
the  Justice  Dept.  in  getting  to  the  root 
of  Enron's  problem.  Acting  in  good  faith, 
we  gave  the  government  its  case  and  its 
star  witness.  The  next  firm  in  this  situ- 
ation will  not  make  the  same  mistake. 
John  K.  Dirlam 
Wellesley,  Mass. 

WHY  THIS  CEMENT  PLANT 
WONT  HARM  THE  ENVIRONMENT 

In  "Howt  green  should  the  Hudson 
Valley  be?"  (Letter  from  New  York, 


July  1,  in  some  editions),  Patrid 
cites  some  excellent  reasons  wl 
cates  of  "smart  growth"  in  the| 
River  Valley  support  a  new  poi; 
in  Bethlehem,  Pa.,  and  a  news] 
cycling  plant  in  Albany,  N. 
projects  use  existing  brownfit 
incorporate  efficient  technolog 
utilize  pollution-control  equipmer 
are  precisely  the  attributes  of 
Lawrence  Cement  proposal  to| 
replacement  plant  at  Greenpor 
St.  Lawrence  plans  to  locate 
facility  in  an  existing  quarry 
porate  efficient  technologies 
sion  controls.  Although   Smith 
up  images  of  19th  century  factoi 
21st  century  technologies  will 
St.  Lawrence  Greenport  facilit] 
the  most  environmentally  frit 
ment  plants  in  the  world. 
Phillip  Lochbrunner,  Vice- 
Major  Capital 
St.  Lawrence! 
HudsJ 
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W  HAT    CAN    A 

GOALIE     MASK 

TEACH    US    ABOUT 

RAISING     CAPITAL? 


It  can  be  intimidating 

Most  effective  when  custom  fitted 

Who's  behind  it  is  often  the  difference  between  success  and  failure 


You  want  to  grow.  We  can  help.  We're  a  premier  corporate  and  investment  bank. 

With  capital  strength,  creative  ideas  and  strategic  insights  to  share.  And  a  commitment 

to  growing  companies.   Thousands  of  which  have  already  benefited  from  our       CTjirrTUTTTCc 

long-term  team  approach.  Talk  to  us.  Together,  we  can  achieve  uncommon  things.         Uncommon  Wisdom 
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Books 


MUCKRAKING! 

The  Journalism  That  Changed  America 

Edited  by  Judith  and  William  Serrin 
New  Press  .  392pp  •  $25 


A  TOUR  OF  JOURNALISM 
AT  ITS  BEST 


In  1905,  journalist  Ray  Stannard 
Baker  reflected  that  his  probe  of 
railroads  had  given  him  a  new  re- 
spect for  bookkeeping.  "Some  one  should 
write  a  book  on  the  'Marvels  and  Pos- 
sibilities of  Astute  Accounting,'"  he 
archly  suggested.  Sound  familiar?  Some 
things,  it  seems,  never  change. 

Baker's  musings  appear  in  his  five- 
part  series  on  the  railroads  written  for 
McC lure's,  the  turn-of-the-century  mag- 
azine whose  name  became  almost  syn- 
onymous with  investigative  journalism, 
or  "muckraking,"  as  it  was  known.  In 
terms  of  clout,  the  railroads  were  the 
tech  sector  of  the  19th  century.  In  fact, 
railroad  barons  such  as  James  J.  Hill 
and  Edward  H.  Harriman  wielded  vast- 
ly greater  power  over  communities  and 
customers — making  and  breaking  people 
with  gusto — than  do  tech  titans 
Lawrence  J.  Ellison  and  William  H. 
Gates  III.  The  railroads  cut  preferential 
deals  with  some  large  shippers,  colluded 
with  one  another  to  drive  up  rates, 
bribed  politicians,  and  engaged  in  fraud- 
ulent financing  and  accounting  schemes. 
One  reader  of  Baker's  work  was  Presi- 
dent Theodore  Roosevelt,  who  called  on 
Congress  to  pass  tough  regulatory  con- 
straints. The  McC  lure's  series  helped 
create  a  public  climate  that  persuaded 
Congress  to  give  the  existing  Interstate 
Commerce  Commission  new  powers. 

Muckraking!  The  Journalism  That 
Changed  America,  edited  by  Judith  and 
William  Serrin,  is  a  highly  readable  col- 
lection of  such  history-changing  articles 
from  the  mid- 1700s  to  today.  The 
Knight-Ridder  editor  and  New  York 
University  journalism  professor  have 
put  together  a  celebration  of  a  particular 
brand  of  reporting:  investigative,  pas- 
sionately polemical,  and  deeply  rooted  in 
the  American  reform  tradition.  For  in- 
stance, in  the  early  years  of  the  repub- 
lic, journalists  such  as  Frederick  Dou- 
glass  rallied   public   opinion   to    end 


slavery,  while  Edwin  Markham  pushed 
child-labor  reform  laws.  More  recently, 
Seymour  M.  Hersh  described  illegal  CIA 
spying  in  the  U.S.,  and  Randy  Shilts 
heightened  public  awareness  of  aids. 
Although  "muckraking"  was  coined  as  a 
term  of  opprobrium,  the  authors  feel 
that  it  should  be  an  accolade.  They  ap- 
provingly quote  the  famous  maxim  that 
the  job  of  a  journalist  is 
to  comfort  the  afflicted 
and  afflict  the  comfortable. 

The  book  is  divided  into 
13  sections,  ranging  from 
"The  Poor"  to  "Politics"  to 
"America  at  War."  Many 
of  the  articles  are  well 
known,  such  as  Ida  M. 
Tarbell's  19-part  expose  of 
John  D.  Rockefeller  and 
the  Standard  Oil  Co.  that 
was  published  in  McClure 
from  1902  to  1904.  There's 
also  one  of  the  hundreds  of 
Watergate  articles  penned  by  Washing- 
ton Post  reporters  Carl  Bernstein  and 
Bob  Woodward.  Among  the  other  well- 
known  names  in  the  volume  are  John 
Steinbeck,  Drew  Pearson,  Edward  R. 
Murrow,  Nellie  Bly,  Lincoln  Steffens, 
and  David  Halberstam. 

But  I  was  particularly  intrigued  by 
the  writings  of  some  less  well-known 
reporters,  often  in  smaller  publications. 
Take,  for  example,  the  article  published 
on  June  7,  1985,  by  Arthur  Jones  in 
the  National  Catholic  Reporter,  an  in- 
dependent weekly.  Its  headline  was 
"Priest  child  abuse  cases  victimizing 
families;  bishops  lack  policy  response." 
The  story,  told  in  straightforward  lan- 
guage, is  buttressed  by  a  steady  accu- 
mulation of  fact  and  analysis.  It  makes 
for  depressing  reading.  The  NCR  revis- 
ited the  topic  many  times,  and  the  na- 
tional media  picked  up  the  story  about 
two  years  later.  Raised  as  a  Catholic, 
I've  followed  the  pedophile  scandal  with 


interest,  including  the  recent 
Conference  of  Bishops  in  Ds 
reading  this  article,  I  felt  that 
nal  or  bishop  could  credibly  cl^ 
didn't  know  what  was  going 
just  didn't  care. 

Another  fascinating  tale  con< 
role  played  by  the  Chicago  Dej 
America's  great  black  migrati 
nothing  but  25<2  in  capital,  a 
and  a  borrowed  chair,  Robe: 
bott  founded  the  Defender  on 
1905.  Within  a  decade,  it  be 
most  important  black  newspa] 
country.  In  1915,  the  paper  s 
ing  Southern  blacks  to  escape 
sion  by  moving  north.  The 
Muckraking!  notes  that  Sout] 
ployers  worried  that  they  we: 
valuable  labor  and  tried  to 
black  flight  by  stressing  the 
mate  up  north. 
fender  responded: 
a  thousand  times 
it  was  true, 
chances  of  being 
by  the  fingers 
Frost  than  to  s 
this  mortal  coil  at 
of  the  lynchers'  i 
to  the  crackling 
lyncher's  fire  bran 
There  are  disap 
gaps.  For  instane 
are  few  ink- 
wretches  representing  a  libe 
conservative  point  of  view.  Tl 
rins  also  slight  the  critical  cc 
tions  made  by  business  journa 
the  past  quarter-century.  B 
scribes  such  as  Alan  Abelson 
Sloan,  James  B.  Stewart,  anc 
Welles  have  all  practiced  a  bi 
journalism  that  exposed  wron 
afflicted  the  comfortable,  and  inl 
public-policy  debates. 

Still,  it's  heartening  to  see  \ 
verse  are  the  media  outlets  th 
duced  sterling  work.  Yes,  there  ; 
New  York  Times,  The  Washingtc 
and  cbs.  But  there  are  also  the 
Forks  (N.  D.)  Herald,  Jewish  P 
and  Harper's.  Journalism  has  ma 
ics,  and  the  media  does  focus  on 
superficial  schlock.  But  the  re] 
gems  in  this  book  remind  us 
how  strong  U.  S.  journalism  can 
BY  CHRISTOPHER  F< 
Farrell  is  a  contributing  eco 
editor. 
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FROM  RAILROAD  CHEATS  TO  PEDOPHILE  PRIEST 


A  TROVE  OF  HISTORY-CHANGING  STORIES 
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now,  more  than  ever, 

feel  secure 


that  only  the  right  people 

access  your  Network. 


Keep  your  valuable  data  out  of  the  wrong  hands  with  the  power  of  Access  and  Security  solutions  from  Novell. 
Administrators  can  choose  one  or  multiple  authentication  methods  to  identify  users  with  absolute  certainty.  Users 
have  the  ease  of  a  single  enforceable  ID  they  use  anytime,  anywhere — resulting  in  up  to  a  95  percent  decrease 
in  password-related  help  desk  calls.  And  our  software  can  be  integrated  with  a  full  range  of  your  existing 
security  products,  from  password  protection  to  biometrics.  To  have  the  power  of  Novell  at  your  fingertips,  visit 
www.novell.com/solutions/access_securitytoday. 

Novell 

the  power  to  chaNge 

:li,  Inc.  AM  rights  reserved.  Novell  is  a  registered  trademark  and  the  power  lo  change  is  a  trademark  ol  Novell,  Inc.,  in  the  United  States  ami  oilier  com 
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IT'S  ALL  GREEK  TO 
THESE  SITES 


Web 

translators 
work  for 
a  word  or  two. 
But  beyond 
that,  hire 
a  human 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and  on- 
line-only reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


I 


magine  you  spent  weeks  scouring  the  Web 
digging  up  data  for  a  research  project,  and 
you  finally  hit  pay  dirt:  The  perfect  docu- 
ment that  explains  everything. .  .in  Dutch! 
Something  similar  happened  to  me  recently, 
and  since  I  don't  speak  the  language  of  Rem- 
brandt and  Erasmus,  I  was  inspired  to  check 
out  the  dozen  free  Web  sites  that  translate  var- 
ious tongues. 

That's  the  lure  such  sites  dangle  in  front  of 
the    linguistically   challenged.    In   reality, 
though,  most  of  them  are  come-ons 
from  companies  that  sell  transla- 
tions done  by  humans  or  by 
computer  servers  that  handle 
large-scale  translation  proj- 
ects. The  freebies  offer  quick- 
ie   translations    of 
Web   pages   and 
small  chunks  of 
text.      Some- 
times you  can 
choose  from  as 
many  as  20  lan- 
guages, but  often 
only     English     and 
a     few     others     are 
available. 

Considering 
that  they're  free 
and  entirely  com- 
puterized, most  of 
the  sites  do  a  rea- 
sonable  job.    But    at 
times,  I  found  myself  won- 
dering whether  their  main 
purpose  was  to   highlight 
why  you  ought  to  pay  the  big  bucks  for  reliable 
human  translations. 

In  fairness,  the  more  honest  sites  don't  over- 
promise.  Services  like  Worldhngo.com  and  Ahs 
Technologies'  Alis.com  make  it  clear  that  they're 
only  able  to  provide,  at  best,  the  gist  of  the 
meaning — not  a  bona  fide  rendition.  Indeed,  a 
whole  new  term,  "gisting,"  has  emerged  to  de- 
scribe the  rough  and  often  hilarious  results  of 
machine  translation.  Alis  has  even  given  its  serv- 
ice the  clever  name  "Gist-in-Time"  translations. 
There  are  some  important  caveats  about  online 
translation  sites,  though.  First,  you  absolutely 
cannot  count  on  them  for  important  business 
communications.  Even  the  best  make  frequent 
errors  that  can  render  their  results  nearly  in- 
comprehensible— and  potentially  catastrophic. 


.  ot 

(  qui?; 


For  instance,  the  previous  sentence, 
round  trip  through  Worldlingo,  where  I 
ed  it  from  English  to  Portuguese  and 
came  out  as:  "Exactly  better  they  make 
quent  errors  that  relieve  its  results 
comprehensible — and  catastrophic  ] 
Worldlingo  did  far  better  with  French 
man,  returning  almost  perfect  translatior 
you  have  to  send  a  crucial  letter  to  sor 
another  country,  you  still  need  to  shell 
professional. 

What  about  using  automatic  transla 
casual  e-mail  or  chatting?  I  tried  one 
called  T-mail.com,  that  offers  a  simple 
You  type  your  e-mail  and  cc  the  T-Ms 
which  forwards  a  translation  to  the  r 
Unfortunately,  the  results  weren't  a< 
A  note  sent  to  me  by  an  Italian  colled 
eluded  such  memorable  phrases  as  "The) 
the  below  trees  comes  hidden  to  the  lool 
fanciull  from  one  often  tendaggio" — w| 
that  means.  T-Mail  also  trunc 
sentences.  Even  when  I  av< 
and  tricky  constructions, 
ing  was  often  1 
subjects. 

The  wide  van^ 
quality  means  yot| 
have   to   try 
sites  to  find  tl 
that  best  handll 
needs.   I  foi 
Systran 
the    tech| 
used  by 
and  port| 
Google 
consistent 
performed 
International'sf 
Translation.com. 
lingo  also  uses  tl 
tran     engine, 
preferred    Sysl 
user     interface] 
worst  I  found: 
tion  Experts. 
terTran.  The  site  hi 
ty  interface  decked  out  with  (I 
flags  and  offers  languages  not  found  else] 
such  as  Polish  and  Turkish.  But  four  out 
times  I  tried  to  reach  it,  I  was  turned 
message  that  was  both  boastful  and  cryptid 
many  translation  requests  by  millions  of  | 
Please  <a  href="http://www.tranexp.cor 
roTra.htm"  target ="_new">click  here 
again  later."  Ugh.  When  I  did  manage  to  <x| 
the  site  was  unbearably  slow  and  the  c| 
didn't  make  the  grade. 

The  sad  truth  is  that  machine  translatic 
isn't  ready  for  prime  time.  It's  terrific 
verting  individual  words  and  does  pro  vie  > 
gist  of  foreign  language  texts  and  Web  sitl 
try  it.  Just  don't  trust  it  for  business  over 
World  Wide  Web — or,  as  one  site  translai| 
the  Canvas  Through  Everyone. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


PLEADING  THE  CASE 
FOR  A  PAID-JURY  SYSTEM 


VERDICT: 

As  with  civil 
servants  and 
judges, 
decent  pay 
for  jurors 
would  help 
attract 
qualified 
candidates 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


I  have  often  wondered  why  we  rely  on  con- 
scription to  staff  our  juries.  Why  not  use 
the  market  and  pay  competitive  wages  to 
attract  willing  workers,  as  we  do  for  judges  and 
other  government  employees? 

Admittedly,  my  interest  was  sparked  by  my 
recent  call  for  jury  duty  in  Cambridge,  Mass.  I 
was  first  rejected  by  the  lawyers  in  a  personal- 
injury  case  involving  an  automobile  accident. 
Comparing  notes  later,  we  potential  jurors  dis- 
covered that  anyone  who  knew  anything  about 
costs  or  the  medical  profession  had  been 
screened  out — an  economist,  an  accountant,  and 
two  nurses. 

Later,  I  qualified  for  a  jury  in  an  assault  case. 
After  we  had  been  seated,  the  judge's  first  words 
were:  "Mr.  Barro,  I  would  like  you  to  serve  as 
foreman  of  this  jury."  My  initial  reaction  was 
that  the  judge  had  magically  perceived  my  qual- 
ities of  intellect  and  leadership,  but  then  he  said: 
"It  really  doesn't  mean  anything,  you  just  happen 
to  be  sitting  in  the  foreman's  seat.  All  you  have 
to  do  is  sign  the  form  for  the  verdict."  After  this 
fine  start,  my  jury  experience  went  satisfactori- 
ly, but  I  think  the  national  product  would  have 
been  higher  and  I  would  have  been  happier  if  I 
had  stuck  with  my  day  job. 

Jury  conscription  is  similar  to  the  military 
draft,  which  we  had  in  the  U.S.  until  1973.  At 
that  time,  there  was  a  great  debate  about  the 
benefits  and  costs  of  eliminating  the  draft.  The 
benefits  are  similar  to  those  of  free  markets  in 
any  sector.  Notably,  if  the  military  pays  com- 
petitive wages,  then  the  people  who  serve  are 
the  most  willing  and  able,  taking  account  of  their 
alternative  occupations  and  the  government's 
willingness  to  pay.  The  government,  in  turn,  sees 
the  budgetary  costs  of  having  a  larger  and  better 
military  and  appropriately  weighs  these  costs 
when  determining  the  number  and  qualifications 
of  its  recruits.  In  contrast,  the  courts  see  little 
cost  in  conscripting  hundreds  of  potential  jurors, 
many  of  whom  waste  their  valuable  time  by  sit- 
ting around  without  ever  being  empaneled. 

One  concern  was  that  the  elimination  of  the 
military  draft  would  result  in  poorly  qualified 
personnel  who  came  disproportionately  from  mi- 
nority groups.  Of  course,  if  the  military  wants 
highly  qualified  people — for  example,  with  college 
degrees  or  specific  skills — then  it  has  only  to 
pay  the  appropriate  wages.  I  am  unsure  why 
the  representation  by  race  or  ethnicity  should  be 
a  concern,  but  this  issue  seems  also  to  disap- 
pear when  military  wages  are  satisfactory. 

Another  fear  was  that  the  budgetary  cost 


would  be  excessive.  However,  the  draft  | 
lowrer  the  true  costs — it  just  taxed  the 
who  w^ere  drafted.  This  tax  is  especial 
densome  when  it  affects  only  a  minority 
population  in  a  random  manner.  In  any 
abolition  of  the  draft — President  Ricl 
Nixon's  finest  hour — has  worked  out  w< 
would  advocate  a  return  to  conscription.! 

The  jury  system  raises  the  same  s< 
sues.  Proponents  of  the  current  setuj 
that  it  ensures  a  "jury  of  one's  peers," 
a  paid  system  wrould  result  in  overrepr 
tion  by  the  poorly  educated  and  uner 
However,  as  is  the  case  with  judges 
servants,  a  paid  system  would  get  peoj 
the    qualifications  the  government  we 
tract.  For  instance,  if  we  wrant  some  ji 
have  college  degrees,  then  we  could 
necessary  wages. 

There  may  be  some  benefits  from 
juries  through  random  procedures,  althoug 
benefits  are  partly  eliminated  in  the  pres 
tern  by  allowing  peremptory  challenges) 
torneys.  For  example,  randomness  may 
create  heterogeneity  with  respect  to  scl 
nomic  characteristics,  depending  on  how  tl 
of  potential  jurors  is  determined.  Howevej] 
ing  in  a  market  system  prevents  randor 
tion  among  persons  who  offer  to  serve 
tractive  wage. 

Another  view  is  that  there  is  somethingl 
with  the  people  who  would  voluntarily  \\| 
paid  jurors.  But  it  is  hard  to  see  why  thuf 
ment  applies  more  to  jurors  than  to  judl 
civil  servants.  There  is  also  the  claim  thsl 
service  is  a  part  of  citizenship,  yet  I  canrl 
why  this  applies  less  to  teachers  or  postal! 
ers,  who  have  not  been  subject  to  conscrl 
Finally,  juries  have  been  argued  to  be  a  chl 
the  power  of  government,  represented  bjl 
ecutors  and  judges,  but  I  am  not  convince! 
competitively  paid  jurors  would  be  less[ 
tive  in  this  role. 

My  suggestion  is  that  some  jurisdictiol 
periment  with  paid  systems  for  jury  service.! 
in  a  jurisdiction,  those  who  enlist  for  juries  [ 
be  paid  market  wages.  The  system  i 
nanced  within  the  jurisdiction  or,  alter 
through  the  states  or  Washington, 
lengths  of  service  would  likely  be  offered,  j 
maximum  tenure  of  perhaps  one  year  out  of  I 
three.  Another  idea  is  the  elimination  of  jurj 
civil  proceedings.  As  with  the  abolition  <l 
military  draft,  the  elimination  of  the  jury  d  j 
likely  to  be  sound  policy. 
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Economic  Trends 


BY  MARGARET  POPPER 


THEY  REALLY  WERE 
GOLDEN  YEARS 

Seniors  prospered  in  the  '90s 

Anger  over  mounting  medical  bills 
has  obscured  a  simple  fact:  The 
elderly  prospered  in  the  1990s.  Ac- 
cording to  new  census  data,  poverty 
among  those  65  and  older  fell  much 
faster  than  among  other  age  groups 
during  the  decade.  Seniors  did  have 
higher  medical  expenses.  But  that  was 

ELDERLY  POVERTY 
PLUNGES 

Percentage  point  change  in  poverty  rate 
from  1989  to  1999 
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offset  by  income  gains.  Just  9.9%  of 
the  elderly  were  below  the  poverty 
line  in  1999,  down  from  12.8%  in  1989 
(chart)  and  25.3%  in  1969. 

Other  age  groups  did  not  fare  as 
well  in  the  1990s.  The  poverty  rate  for 
children  under  18  dropped  from  17.9% 
to  16.1% — a  big  decline,  but  still  small- 
er than  the  drop  for  the  elderly.  And 
the  poverty  rate  for  ages  18  to  64  ac- 
tually rose  slightly,  from  11.2%  in  1989 
to  11.3%  in  1999. 

Many  people  who  retired  in  the 
1990s  absorbed  only  a  small  hit  to  their 
living  standards.  The  average  re- 
placement ratio — retirement  income  as 
a  share  of  peak  aftertax  lifetime  in- 
come— approached  87%  in  1999,  reports 
a  study  by  James  P.  Smith,  a  Rand 
Corp.  economist.  That's  up  from  about 
80%  in  1989. 

For  the  poor,  the  transition  to  re- 
tirement was  especially  seamless:  After 
paying  taxes,  households  in  the  lowest 
25%  income  bracket  had  retirement  in- 
come equal  to  pre-retirement  income, 
reports  Smith.  The  bear  market  in 
stocks  affected  only  the  top  30%  or  so 
of  America's  elderly.  "The  remainder 
never  had  much  wealth,"  he  says.  As  a 
group,  "this  [current]  generation  of  eld- 
erly will  probably  have  it  the  best  of 
any  generation,  either  before  or  after," 


says  Edward  N.  Wolff,  New  York  Uni- 
versity economist. 

In  fact,  there  are  signs  that  the  cur- 
rent decade  is  not  shaping  up  as  well 
for  old  people.  Unlike  in  the  1990s,  rap- 
idly rising  health-care  costs  are  not  ex- 
pected to  be  offset  by  rising  retire- 
ment incomes.  By  2005,  the  elderly  will 
spend  25%  of  their  income,  on  aver- 
age, on  medical  expenses,  including 
premiums  for  Medicare,  estimates  Mar- 
ilyn Moon,  a  senior  fellow  at  the  Urban 
Institute,  a  Washington  think  tank. 
That's  up  from  22%  in  2000.  "Health- 
care costs  will  continue  to  rise  as  a 
share  of  people's  incomes,  no  matter 
what,"  she  says. 


IS  THIS  TAX  CUT 
CUTTING  IT? 

Long-term,  it  may  mean  less  savings 

Tremendous  dispute  still  exists 
among  economists  about  whether 
the  10-year,  $1.4  trillion  tax  cut  signed 
by  President  George  W  Bush  in  June, 
2001,  will  be  good  for  the  U.  S.  economy 
over  time  or  not.  A  study  by  Alan  J. 
Auerbach,  an  economist  at  the  Univer- 
sity of  California  at  Berkeley,  suggests 
that  the  tax  reduction  could  boost  the 
net  national  savings  rate  in  the  short 
term  but  lower  it  in  the  long  run,  pos- 
sibly slowing  economic  growth. 

The  net  national  savings  rate  is  a 
share  of  gross  domestic  product  ex- 
cluding depreciation.  It  includes  such 
things  as  personal  savings  and  undis- 
tributed corporate  profits,  minus  gov- 
ernment budget  deficits.  If  spending 
behavior  doesn't  change,  the  tax  cut 
would  do  nothing  to  alter  the  national 
savings  rate.  Any  increase  in  house- 
hold after-tax  income  would  go  right 
into  savings.  But  that  would  be  offset 
dollar  for  dollar  by  a  rise  in  the  federal 
budget  deficit. 

Auerbach,  however,  argues  that 
spending  behavior  will  change.  He  says 
people  in  the  short  run  likely  will  save 
more  than  a  dollar  for  each  extra  dollar 
they  get  from  the  tax  cut,  taking  ad- 
vantage of  higher  disposable  income 
now  to  salt  away  more  money.  This  sce- 
nario— one  of  several  in  his  study — as- 
sumes that  Congress  won't  change  the 
tax  law  before  2010,  and  that  afterward, 
Congress  will  wipe  out  the  deficit  solely 
by  raising  income  taxes.  Since  people 
know  the  windfall  won't  last  past  2010, 
there  will  be  an  extra  impetus  to  save 
now,  says  Auerbach. 

After  2010,  Auerbach  thinks  the  na- 


tional savings  rate  will  star 
eventually  dropping  well  belo\1 
level.  That,  he  thinks,  will  makfj 
er  to  finance  investment  and 
the  long-term  growth  rate  of 
omy.  Auerbach's  compromise: 
ate  such  big  deficits.  Make  smj 
permanent  tax  cuts. 


AMERICA  THE 
TRANSPARENT 

Accounting  is  even  worse  els 

1 

Bad  as  the  recent  accountiifc 
dais  in  America  have  betl 
companies  still  report  their  prof  ■ 
accurately  than  those  in  any  othtt 
try,  shows  a  study  by  financed 
sors  Utpal  Bhattacharya  of  IndiiW 
versity    and    Hazem    Daouk  I 
University  of  Michigan,  and  ac« 
professor  Michael  Welker  of 
University  in  Kingston,  Ont. 

Using  data  from  nearly  60,0B 
panies  from  1985  to  1998,  the  I 
ranked  34  countries  on  three  r| 
criteria:  "earnings  aggressivenil 
booking  gains  early  and  losses  laj 
avoidance,"  or  tweaking  the  ti 
results  to  turn  small  losses  int 
gains;  and  "earnings  smoothing," 
the  books  to  suppress  both  larg 
and  large  losses.  The  more  compl 
a  given  country  exhibited  any  cl 
traits,  the  lower  the  country'sj 
parency  ranking. 

The  U.S.  had  the  highest 
rank  for  earnings  transparency 
and  it  ranked  among  the  top  si 
tries  on  each  of  the  three  crite 
lowest  ranking,  sixth,  was  on  e; 
aggressiveness. 

So  far,  the  U.  S.  reaps  the  adv 
of  a  lower  cost  of  capital  from  tr 
ception  of  transparency.  Bhatta 
estimates  that  the  cost  of  cap 
about  3%  lower  ^m 
for  a  typical  coun-  THE  U.S.  SI 
try  in  the  top  half  SETS  THE  STA 
Of  the  rankings  Earnings  Transc 
.,  »  ?  of  the  G- 

than    for    one    in       Rm       mm 

the   bottom   half.     : jjt~ 

Bhattacharya  also 
says  that  although 
he  doesn't  have 
international  data 
since  1998,  he  be- 
lieves  that   U.  S. 

companies       still 

u„.t~      «-u~      ^,^„4-      *Rank  among  34  co 
have     the     most      based  on  h*w  wel 

transparent      ac-       profits  reflect  actu 

counts,    scandals 

.      ...     .         ,.  Daouk.  Welter 

notwithstanding. 
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:)RP0RATE  CRIME 

NT  FAZING  CONSUMERS.  YET 

1,  they're  watching  the  stock  and  labor  markets-and  their  wallets 


S.  ECONOMY 


tEKLY  PAYCHECKS 
ITPACE  INFLATION 


The  U.  S.  economy  has  always 
been  characterized  as  a  mar- 
ls riven  enterprise.  Right  now,  the  designation  is 
appropriate  than  usual.  That's  because  two  mar- 
-stock  and  labor — will  be  critical  in  driving  future 
mer  spending  and,  thus,  the  economy  as  a  whole, 
tat  worries  some  economists  is  that  the  stock  and 
markets  will  drive  the  recovery  right  into  the 
id.  Consumers  could  hold  back  in  the  second  half, 
jit  of  their  disillusionment  with  the  stock  market 
itters  about  a  weakening  labor  market.  Bear  in 
that  consumers  have  been  the  wellspring  of  de- 
over  the  past  year,  both  through  their  purchases 
ods  and  services  and  by  their  willingness  to  buy 
(S.  If  households  reduce  their  spending,  the  re- 
y  will  struggle  in  coming  quarters. 

Right  now,  it  seems  unlikely 
that  the  stock  and  labor  mar- 
kets will  bring  down  the  re- 
covery. The  latest  jobs  report 
shows  that  the  days  of  mas- 
sive layoffs  are  over,  and 
workers  are  reaping  pay  rais- 
es that  still  outpace  inflation 
(chart).  The  prospects  for  the 
stock  market  are  more  prob- 
lematic. Still,  households  be- 
gan to  take  the  hit  to  stock 
h  back  in  2000,  and  real  consumer  spending  man- 
to  grow  by  an  impressive  4.2%  in  2000  and  an  ad- 
lal  3.1%  in  2001. 

the  same  time,  though,  job  growth  and  equity 
(-h  won't  be  the  rocket  boosters  for  spending  as 
|were  back  in  the  years  prior  to  the  2001  recession, 
put  the  extra  fillips,  consumer  spending  will  grow 
St  as  aftertax  income  does,  or  probably  by  about 
n  the  second  half.  That  pace,  while  modest,  is 
g  enough  to  keep  this  recovery  on  solid  footing. 

PORATE  CORRUPTION  isn't  new,  but  the  sheer 
>er  of  cases  today  raises  legitimate  questions  about 
Sect  on  consumer  confidence.  President  George 
ush  recognized  this  risk  in  his  speech  on  July  9. 
misdeeds  of  Corporate  America,  he  warned, 

[threatening  the  financial  well-being  of  many 
ers  and  investors."  The  President  proposed 
er  penalties  for  fraud  and  tighter  oversight  by 
•rate  boards,  but  at  this  early  stage,  the  financial 
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markets  were  unimpressed  with  his  agenda  (page  26). 

But  just  as  shoppers  mostly  shrugged  off  the  market 
declines  of  2000  and  2001,  they  have  basically  taken  the 
scandals  in  stride.  Weekly  store  surveys  indicate  re- 
tailers did  well  in  June.  And  vehicle  sales  rose  to  an  an- 
nual rate  of  16.4  million  last  month,  up  from  15.5  million 
in  May.  The  steady  advance  in  spending  suggests  the 
risk  of  a  consumer  pullback  is  still  small. 

A  bigger,  albeit  less  appre- 
ciated, danger  from  the  cor- 
porate mess  is  the  effect  it  is 
having  on  the  dollar.  Foreign 
investors  view  U.  S.  securities 
as  less  attractive  now  than 
they  did  last  year,  when  the 
economy  was  officially  in  re- 
cession. The  pullout  of  foreign 
money  from  the  U.  S.  financial 
system  is  weakening  the  dol- 
lar, which  has  fallen  some  9% 
on  a  trade-weighted  basis  since  February  (chart). 

A  weak  currency  leads  to  higher  import  prices.  By 
June,  prices  of  nonoil  imports  had  increased  for  three  of 
the  last  four  months.  The  rise  will  allow  U.  S.  producers 
of  similar  goods  to  lift  their  prices  as  well.  After  years 
of  extremely  low  inflation,  the  U.  S.  could  face  a  steady 
climb  in  prices,  perhaps  as  early  as  next  year.  Rising  in- 
flation is  a  drag  on  household  budgets,  causing  it  to  be 
the  second-biggest  economic  concern  for  consumers. 

CONSUMERS'  BIGGEST  WORRY,  not  surprisingly, 
is  joblessness.  That's  why  healthy  labor  markets  are 
key  to  the  consumer  outlook.  Rising  job  prospects  can 
often  offset  household  discontent  over  a  falling  stock 
market.  The  latest  employment  report  shows  the  labor 
markets  are  improving,  although  hiring  has  been  slow 
to  pick  up  after  the  recession.  Nonfarm  businesses 
added  36,000  in  June,  on  top  of  a  24,000  gain  in  May. 
But  the  Labor  Dept.  revised  down  its  previous  data,  so 
payrolls  this  year  have  been  basically  flat. 

Despite  that,  the  June  unemployment  rate  was  only 
5.9%,  a  low  reading  right  after  a  recession.  And  given 
the  falling  trend  in  new  claims  for  unemployment  ben- 
efits, joblessness  should  remain  below  6%.  That's  a 
turnaround  from  the  end  of  2001  when  some  forecasters 
expected  the  rate  to  hit  6.5%  or  higher  this  year. 

Two  other  good  signs  for  the  job  outlook:  Temporary- 
help  jobs  increased  by  9,000  in  June,  the  fourth  gain  in 
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a  row.  And  businesses  lengthened  the  workweek  in 
June.  Both  trends  are  precursors  to  the  hiring  of  more 
full-time  workers.  In  addition,  factory  layoffs  were 
much  less  severe  in  the  second  quarter  than  in  the 
previous  five  quarters.  And  June  factory  overtime 
edged  up  to  4.3  hours,  the  largest  amount  in  VA  years. 
Those  data  indicate  that  the  manufacturing  recovery 
continued  to  strengthen  in  June. 

Thanks  to  the  longer  workweek  and  the  increase  in 
payrolls,  aggregate  hours  worked  in  the  economy  rose 
slightly  in  the  second  quarter,  the  first  advance  since 
late  2000  (chart).  The  small  gain  in  hours  means  pro- 
ductivity posted  another  good  increase  in  the  second 
quarter.  But  the  rebound  in  work  time  suggests  that 
businesses  are  beginning  to  rely  partly  on  labor,  not  to- 
tally on  productivity,  to  increase  output. 

THE  UPSIDE  of  the  continued  productivity  boom  is 
that  employees,  on  average,  continue  to  enjoy  healthy 
pay  raises.  In  June,  hourly  pay  for  nonfarm  production 
workers  rose  0.4%,  to  $14.76.  Add  in  the  longer  work 
time,  and  weekly  paychecks  are  up  3.6%  from  the  year 
before.  Even  with  the  runup  in  energy  costs  in  the 
spring,  real  weekly  pay  grew  about  2.1%  in  the  year 
ended  in  the  second  quarter.  The  recent  fallback  in 
fuel  prices  suggests  that  buying  power  will  advance  fur- 
ther in  the  second  half.  The  extra  cash  should  sup- 
port future  gains  in  consumer  spending. 


EURO  ZONE 


A  SMALL  GAI I 
IN  HOURS  WORI 


Trends  in  the  stock  and  labor  markets 
drive  consumer  spending.  They'll  also  influence 
tary  policy  to  some  extent.  To  be  sure,  the  Fed* 
serve  will  not  cast  itself  as  a  savior  for  Wall 
•Short  of  a  systemic  financial  crisis,  don't  expect 
to  help  out  the  stock  market.  But  policymakers 
aware  that  declining  equity  prices  reduce  financ 
capital  spending  and  curb  household  wealth, 
stock  market's  fall  will  surely  be  a  topic  of  dis| 
when  policymakers  meet  four  more  times  this 

On  the  labor  front,  the  Fed 
will  probably  wait  for  a  clear 
downtrend  in  unemployment 
before  it  starts  to  raise  inter- 
est rates  toward  a  neutral 
stance  in  which  rates  neither 
promote  nor  hinder  economic 
growth.  Given  the  slow  pace 
of  new  jobs,  that  move  is  a 
long  way  off.  More  economists 
are  pushing  their  expectations 
of  the  first  Fed  rate  increase 
into  2003. 

By  that  time,  corporate  scandals  will  be  old  ne- 
least,  that's  the  hope.  However,  with  the  labor  rj 
improving  and  the  Fed  still  on  the  sidelines,  cor 
seem  unwilling  to  let  the  corporate  crime  wave 
their  spending  plans. 
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,  WORK  HOURS. 

NONFARM 
^      BUSINESS 

▲  QUARTERLY  PERCENT  CHA 
AT  ANNUAL  RATES 

Data:  Labor  Oept..  DRI-W 


THE  PERILS  OF  RISING  LABOR  COSTS 


Arising  euro  and  cheaper  ener- 
gy are  easing  price  pressures 
in  the  euro  zone.  But  that  could 
be  short-lived.  Labor  costs  are 
outpacing  inflation,  and  the  latest 
round  of  union  wage  agreements 
is  set  to  keep  upward 
pressure  on  business 
costs  and  slow  an  al- 
ready fragile  recovery. 
In  the  first  quarter, 
labor  costs  in  the  euro 
zone  rose  by  3.9% 
from  the  year  before, 
up  from  their  3.4% 
gain  in  the  first  quar- 
ter of  2001.  Broken 
down,  wage  growth 
jumped  4.1%,  while  the  cost  of 
benefits  and  taxes  rose  3.1%.  The 
acceleration  in  euro-zone  wages 
is  in  contrast  with  trends  in  the 
U.S.,  where  compensation 
growth  is  stalling. 


COMPENSATION  GAINS 
REMAIN  STRONG 


EURO  ZONE 
LABOR  COSTS 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
Data  Bloomberg  Financial  Markets 


And  labor  costs  won't  ease 
anytime  soon:  Wage  agreements 
this  year  in  Italy  and  Spain  have 
exceeded  2%,  while  German 
unions  won  immediate  lump  sum 
payments  of  up  to  210  euros 
($207)  per  worker, 
along  with  pay  raises 
of  3%  to  4%  for  this 
year  and  2003. 

The  pay  gains  have 
yet  to  spur  consumer 
spending.  Monthly  re- 
tail sales  for  the  euro 
zone  unexpectedly 
slipped  0.6%  in  April. 
And  the  European 
Commission's  June 
consumer  confidence  index  fell  to 
-9,  from  -8  in  May. 

Meanwhile,  the  factory  sector's 
nascent  recovery  is  weak.  Manu- 
facturing activity  expanded  for  a 
third  straight  month,  rising  to 


51.8%  in  June.  Still,  manufact 
ers  trimmed  payrolls,  and  inp 
costs  rose  at  the  fastest  clip  i 
January,  2001.  Factories  are  f 
ing  a  squeeze.  The  11%  jump 
the  euro  so  far  this  year  is  m 
ing  imports  more  price  compe 
tive  and  hurting  exports.  Unl 
service-producers,  manufactur 
hold  little  pricing  power.  Wit 
few  options  at  hand,  factories 
most  likely  cut  more  jobs. 

Rising  labor  costs,  as  well  a 
the  weak  industrial  sector,  put 
the  European  Central  Bank  irj 
bind.  Even  as  June  consumer 
prices  are  expected  to  dip  bel 
the  2%  target  set  by  the  ecb, 
bank  continues  to  see  considei 
able  upward  pressure  on  price 
The  ecb  meets  again  in  Septe 
ber,  but  an  interest-rate  hike 
then  could  still  be  too  early. 
By  James  Mehring  in  New  Y 
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LET  THE  REF 


As  America's 
anger  grows, 
the  time  for  talk 
is  long  past 


t  the  core  of  every  American  reform  movement  there 
short,  smoldering  fuse  of  populist  resentment — outrage  over 
rogant  elite  of  corporate  malefactors  and,  often,  alarm  over 
dustrial  octopus  whose  tentacles  seem  to  menace  the  unproil 
worker.  In  bygone  days,  symbols  of  unchecked  power  incl 
land-grabbing  rail  barons,  Midwestern  meatpacking  combine! 
steel  trust,  Standard  Oil,  and  rapacious  Wall  Street  finarj 
Compared  with  the  errant  tycoons  of  yesteryear,  Bern; 
Ebbers,  former  ceo  of  WorldCom  Inc.,  seems  a  wan  prettl 
But  give  Ebbers  some  credit:  He  may  just  be  a  fulcrum  of  I 
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tic  history.  The  brash  Mississippi  exec  is  proving  to  be  a  catalyst  for  what 

-all  the  New  Reform  Era — the  most  ambitious  drive  to  overhaul  financial 

:es  in  generations. 

ing  is  critical,  of  course,  and  Ebbers'  was  exquisite.  Coming  on  the  heels  of 

i  of  accounting  scandals  that  demoralized  investors  and  weakened  the  econ- 

/orldCom's  $4  billion  stunner  did  what  legions  of  Democrats  could  not:  It  lent 

rtisan  cast  to  the  budding  reform  drive  and  compelled  a  reluctant  White 

to  join  the  campaign  for  revamped  business  ethics. 

haps  more  important,  it  shocked  CEOs  into  accepting  reality:  Anger  over  shady 

ieping  and  stock  promoting  is  not  a  transitory  irritant  that  lobbyists  can 
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soothe  with  the  traditional  emollients. 
That  means  Big  Business  has  to  em- 
brace new  ethics  guidelines  or  face  the 
specter  of  rules  drafted  by  a  panicky 
Congress. 

The  response  has  been  electric. 
Among  the  corporate  ethics  policies 
sprouting  up  are  voluntary  codes  of  con- 
duct from  the  Business  Roundtable,  the 
U.  S.  Chamber  of  Commerce,  the  Secu- 
rities Industry  Assn.,  and  the  stock  ex- 
changes. These  changes  from  deep  with- 
in the  business  culture,  coupled  with 
heat  from  Washington,  mean  that  ceos 
are  in  for  a  fairly  hefty  slug  of  reform. 

At  a  mmimum,  accounting  practices 
seem  destined  for  systemic  change.  Cor- 
porate-governance standards  are  in  the 
offing,  and  the  drumbeat  for  accounta- 
bility grows  louder  by  the  day.  In  this 
new  climate,  when  even  a  hint  of  irreg- 
ularities can  send  a  stock  plummeting, 
investor  activists  have  greater  lever- 
age. They  will  use  it  to  lobby  against 
abuses  such  as  bloated  executive-pay 
packages,  massive  stock  option  grants 
that  arent  counted  as  compensation  ex- 
penses, and  snoozing  directors. 

Business'  drive  for  a  "best  practice" 
code  of  conduct  is  laudable  but  not  suf- 
ficient, declared  the  new  Reformer-in- 
Chief  on  July  9.  "Self-regulation  is  im- 
portant, but  it's  not  enough,"  President 
Bush  told  Wall  Street  execs.  "We  must 


usher  in  a  new  era  of  integrity 
in  Corporate  America." 

True,  many  of  his  remarks 
sounded  like  a  Sunday  morning 
morality  lecture.  But  Bush  did 
more  than  sermonise.  He  backed 
proposals  to  compel  ceos  to  guar- 
antee the  accuracy  of  financial  state- 
ments. He  called  for  doubling  jail 
terms,  to  10  years,  for  wire  and  mail 
fraud.  He  asked  for  an  emergency 
$100  million  for  Securities  &  Ex- 
change Commission  enforcers.  And 
he  unveiled  a  new  Justice  Dept.  "swat 
team"  aimed  squarely  at  the  execu- 
tive    suite.     "My     Administration 
will... end  the  days  of  cooking  the 
books,  shading  the  truth,  and  breaking 
our  laws,"  Bush  vowed.  And  lawmakers 
go  the  message:  On  July  10,  the  Senate 
approved  Bush's  tougher  financial-crimes 
penalties  97-0. 

Clearly,  the  President  would  like  to 
bury  the  perception  that  there  are  two 
classes  of  criminals.  "The  public  doesn't 
distinguish  between  corporate  scams  in- 
volving billions  of  dollars  and  street 
crime,"  says  Matthew  Dowd,  the  Texan's 
campaign  pollster.  "But  up  until  now,  it 
seemed  like  the  Wall  Street  guys  were 
less  likely  to  get  punished." 

Although  Bush's  "hang  'em  high" 
tone  was  telegraphed  days  in  advance, 
the  financial  markets  weren't  wowed.  A 
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new  round  of  disappointing  tin) 
reports  sent  stock  indexes  pig 
"A  lot  of  these  reforms  will  K 
lowering  expected  earnings  I* 
Thomas  D.  Gallagher,  senior  nA 
director  of  consultants  IntenB 


Business  Reform:  What's  Real . . . 


AN  INDEPENDENT  ACCOUNTING  BOARD 


►  A  new  overseer  for  accountants  seems  to  be  a  given.  But  there 
will  still  be  partisan  tussles  over  how  much  clout  it  should  have. 
For  the  moment,  Democrats  have  the  momentum  in  pushing  for  a 
tough  board  with  full-time  members  and  wide-ranging  disciplinary 
powers.  That  may  not  include  subpoena  power  because  of  concerns 
that  a  new  set  of  quasi-cops  would  overlap  the  SEC's  jurisdiction. 


A  MORE  MUSCULAR  SEC 


►  President  Bush  has  joined  the  congressional  stampede  to 
beef  up  the  SEC's  budget.  An  air-drop  of  cash -the  President 
will  seek  $100  million,  on  top  of  the  $487  million  he  had  ap- 
proved for  next  fiscal  year-should  help  agency  investigators 
accelerate  accounting  probes. 


CE0/CF0  CERTIFICATION 


►  Top  execs  will  be  required  to  personally  certify  the  accuracy  of 
financial  statements.  Business  is  biting  its  lip  and  going  along, 
but  many  CEOs  fear  a  rash  of  lawsuits  will  result. 


A  VOTE  ON  STOCK  OPTIONS 


►  Congress,  the  stock  exchanges,  and  the  SEC  all  favor  requir- 
ing shareholder  approval  of  stock-option  awards. 


AUDITOR  INDEPENDENCE 


►The  President  endorsed  an  SEC  effort  to  bar  acco| 
from  most  consulting  for  audit  clients.  But  the  rule: 
board  audit  committees  hire  a  company  auditor  for 
work — a  big  loophole.  Even  the  tougher  Senate  bill,! 
most  nonaudit  services,  lets  companies  seek  an  SECl 
to  hire  their  auditor  for  consulting  work.  Dems  are  lil 
muster  the  votes  to  require  accountants  to  rotate  lei 
tors — not  the  entire  firm — every  five  years  and  to  bi 
from  auditing  companies  if  they  have  employed  the 


MORE  OUTSIDE  DIRECTORS 


►  Bush  now  insists — as  reform  groups  have  for  yea 
boards  should  have  a  majority  of  independent  direct 
only  independent  directors  serve  on  audit,  compensa 
nominating  committees.  Reformers  also  agree  that  a 
should  have  the  power  to  hire  and  fire  auditors  and  1 
on  any  consulting  contracts  awarded  to  audit  firms. 


CURBS  ON  INSIDER  SALES 


►  Congress  is  likely  to  restrict  sales  of  stock  by  com 
insiders.  The  SEC  already  has  said  it  will  require  insi| 
report  stock  sales  within  two  days. 
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vestors  need  to  be  convinced  that  [corporate]  abuse  is  not 
pread....  This  problem  can't  be  solved  with  a  single  speech  ff 


-  LYNN  REASER,  Chief  Economist,  Banc  of  America  Capital  Management 


gy  &  Investment  Group,  "ceos 
oing  to  be  personally  liable  for 

*  ing  financial  statements.  That's 
produce  earnings  reports  that 

'  1  the  low  side." 

v  deniably,  Bush's  latest  action  plan 

,  hort  of  Democrats'  demands  for 

Ieping  measures.  "A  fresh  coat 
nt  on  rotten  wood,"  huffs  Repre- 
ive  Lloyd  Doggett  (D-Tex.). 
,  partisan  jousts  aside,  the  speech 
larks  a  turning  point.  Suddenly, 
crats  and  Naderites  aren't  the  only 
ailing  for  real  change  in  Corporate 
I  ica.  The  converts  to  investor-class 
I  hsm  now  include:  arch-deregula- 
fteorge  W.  Bush;  a  big  bloc  of  Sen- 
Republicans  who  have  switched 
and  now  support  the  accounting- 
n  bill  of  Senator  Paul  S.  Sarbanes 
L);  a  growing  group  of  House  con- 
tives  who  sense  a  political  risk  in 
ling  corpocrats;  and  business  lead- 
ho  have  come  to  accept  reforms  in 
•ate  governance  and  accounting  as 
i;o  restoring  confidence.  Says  CEO 
nrd  H.  Brown  of  Electronic  Data 


Systems  Corp.:  "This  has  been  a  painful 
but  necessary  wake-up  call.  In  the  long 
run,  we  will  all  benefit." 

In  the  short  run,  execs  are  dutifully 
falling  in  line  behind  Bush.  "He  did  the 
right  thing,"  says  Charles  D.  Morgan, 
CEO  of  Acxiom  Corp.,  a  Little  Rock 
data-mining  outfit.  "As  we  gain  more 
confidence  in  business  leaders,  well  gain 
more  confidence  in  the  economy." 

Still,  there  is  unease  about  increasing 
managers'  liability — not  to  mention  the 
galling  thought  that  Democrats  keep 
upping  the  ante  on  financial  regulation. 
Cautions  ceo  Arthur  D.  Levinson  of 
Genentech  Inc.:  "We  need  to  be  careful 
that  we  don't  put  into  place  mechanisms 
that  will  stifle  the  growth  of  the  major- 
ity of  companies  that  are  honorable." 

While  there  is  some  reason  for  skep- 
ticism about  how  effective  the  current 
reform  drive  will  be,  there  is  no  doubt  at 
all  about  what  is  driving  the  nation's  fer- 
vor for  change.  On  the  economic  front, 
the  news  that  even  a  blue-chip  outfit 
such  as  Merck  &  Co.  has  boosted  rev- 
enues with  aggressive  accounting  is  keep- 


ing many  investors  on  the  sidelines.  "The 
healing  process  is  going  to  take  time," 
says  Lynn  Reaser,  chief  economist  at 
Banc  of  America  Capital  Management. 
"Investors  need  to  be  convinced  that 
[corporate]  abuse  is  not  widespread  and 
that  accounting  standards  are  being  im- 
proved ....  This  problem  can't  be  solved 
with  a  single  speech." 

What  will  it  take?  Bush  advisers  hope 
the  new  swat  team  can  quickly  round 
up  some  high-profile  villains  to  parade 
before  cameras.  "The  most  important 
thing  is  to  get  a  bunch  of  CEOs  and  di- 
rectors and  throw  'em  in  jail,"  says  one 
exec  who  is  close  to  Bush. 

On  the  political  front,  the  pervasive 
nature  of  the  scandals  has  the  potential 
to  transform  an  issueless  November 
election  into  a  referendum  on  corporate 
reform — a  development  that  could  cap- 
size some  pro-business  Republicans. 
Now  that  Democrats  are  vying  to  make 
the  gop's  deregulatory  permissiveness 
and  its  supposed  indifference  to  worker 
pensions  the  galvanizing  issues,  Repub- 
licans are  starting  to  worry  that  the 


. . .  What's  Rhetoric -Or  Just  Unlikely 


LOCKING  UP  CEOs  AND  CFOs 


»  prosecution  of  top  execs  for  knowingly  signing  off 
Kpancial  statements  has  a  chilling  effect  in  theory. 
Bush's  call  for  stiffer  sentences,  proving  intent 
emains  difficult.  What's  more,  juries  are 
:£in  complex  financial-fraud  cases,  and  corporate 
itop  legal  talent  to  shield  them  from  jail  time. 


DISGORGING  ILL-GOTTEN  GAINS 


•pn  to  require  CEOs  to  give  up  ill-gotten  gains — stock 
Tbnuses  based  on  false  earnings — gives  the  SEC 
already  has.  Despite  hundreds  of  company  restate- 
dozens  of  SEC  investigations  for  accounting  lapses, 
5  requested  disgorgement  in  only  four  cases  so  far 
nvestors  rarely  see  any  of  this  money. 


A  BAN  ON  MOVING  OFFSHORE 


hoped  to  attach  an  amendment  to  the  Senate 
reform  bill  that  would  ban  U.S.  companies  from 
dquarters  offshore  to  avoid  taxes.  Democratic  lead- 
r,  worry  that  too  many  amendments  will  weaken  GOP 
the  core  reform  measure.  Upshot:  Shifting  corporate 
ahamas  solely  for  tax  avoidance  remains  an  option. 


LIMITING  COMPANY  STOCK  IN  401  (k)s 


►  Liberals  sought  to  restrict  companies'  right  to  match  employ- 
ee contributions  with  company  stock.  But  the  drive  fizzled  when 
employers  threatened  to  end  company  matching  if  they  couldn't 
use  their  own  shares.  Employees  also  balked  at  an  artificial  cap. 


EXPENSING  STOCK  OPTIONS 


►  Some  headway  had  been  made  on  reformers'  efforts  to 
mandate  that  the  cost  of  stock  options  be  deducted  on  income 
statements.  But  tech  industry  objections  have  convinced  many 
Dems  that  expensing  options  would  stifle  growth. 


OVERSIGHT  OF  DERIVATIVES 


►  These  unregulated  financial  instruments  played  a  big  role  in 
Enron's  questionable  energy  trades.  Aggressive  oversight  seems 
unlikely,  though,  because  many  business  execs  say  they  remain 
essential  to  hedging  strategies. 


REINING  IN  ENERGY  TRADERS 


►  Democratic  proposals  to  subject  energy  trading  companies 
to  oversight  by  the  Federal  Energy  Regulatory  Commission,  or  to 
give  it  the  ability  to  impose  criminal  penalties  on  companies 
that  manipulate  power  markets,  have  been  rejected. 
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opposition  has  finally  found  a  way  to 
frame  an  economic  assault  against  the 
gop.  In  a  June  28-30  Gallup  Poll,  77%  of 
respondents  called  business  scandals  ei- 
ther a  crisis  or  a  major  problem.  "The 
debate  has  shifted,"  says  GOP  pollster 
William  D.  Mclnturff.  "It's  now:  'They 
cheated.  The  system  is  broken.  How 
much  do  we  need  to  do  to  fix  it?' " 

The  answer,  a  whole  lot.  With  every- 
one from  House  Energy  &  Commerce 
Committee  Chairman  W  J.  "Billy"  Tauzdn 
(R-La.)  to  Senate  GOP  maverick  John 
McCain  of  Arizona  calling  for  a  crack- 
down on  corporate  crooks,  it  certainly 
looks  as  if  far-reaching  reforms  are  on 


Although  Bush  still 
backs  him,  pressure  is 
growing  for  Pitt  to  go 

it  [Pitt]  should  be 
a  trouper  and  take  one  for  the  team  J  J 

-  >  MOUSE  GOP  STAFFER 


the  horizon.  But  reality  is  more  com- 
plex. Most  Republican  lawmakers  hope 
that  unleashing  the  cops  will  compel  ceos 
to  clean  up  their  act  and  lessen  demands 
for  new  laws.  Democrats,  however,  have 
momentum  on  their  side.  In  a  strategy 
shaped  by  Senate  Majority  Leader  Tom 
Daschle  (D-S.  D.),  they  are  pushing 
tougher  reform  measures  and  are  daring 
Republicans  to  side  with  Big  Business. 

After  the  partisan  head-banging,  how 
strong  will  constraints  on  companies, 
auditors,  and  analysts  be?  The  outlook: 
■  Accounting.  With  the  Sarbanes  bill  a 
cinch  to  breeze  through  the  Senate, 
odds  for  an  independent  accounting 
oversight  board  have  brightened.  The 
House  has  passed  an  industry-friendly 
alternative,  and  the  fireworks  will  start 
with  negotiations  over  key  details.  De- 
mocrats will  push  for  a  totally  inde- 
pendent body  with  wide  investigative 
powers  and  the  ability  to  set  audit  stan- 
dards without  domination  by  the  ac- 


counting industry,  gop  leaders  will  be 
hard-pressed  to  resist. 

The  shift  toward  a  stronger  oversight 
board  represents  a  rebuke  to  SEC  Chair- 
man Harvey  L.  Pitt,  who  contends  that 
creating  a  new  agency  with  quasi-legal 
authority  will  muddy  the  regulatory  wa- 
ters and  impede  fuller  disclosure.  But 
increasingly,  Pitt  is  isolated  by  biparti- 
san criticism  of  his  past  work  as  a  top 
accounting-industry  lawyer.  Although 
Bush  continues  to  back  him,  pressure 
for  Pitt's  resignation  is  bubbling  up  on 
Capitol  Hill.  "He  should  be  a  trouper 
and  take  one  for  the  team,"  says  a 
House  gop  staffer. 

Pitt  is  also  on  the  run  on  another 
front:  Democrats'  demands  for  a  leg- 
islative ban  on  accounting  firms'  per- 
forming both  auditing  and  consulting 
for  the  same  corporate  client.  Bush  now 
wants  the  sec  chief  to  quickly  issue 
rules  to  restrict  the  practice,  giving  a 
boost  to  the  Sarbanes  measure,  which 


» 


ei 


would  make  such  a  ban  per: 

Meantime,  Democrats  have 
the  votes  to  force  another  big 
requirement  that  companies  ro 
lead  auditor  every  five  years 
discourage  sweetheart  relations! 
developing  between  auditors 
companies,  such  as  the  one 
ron  and  Arthur  Andersen. 
■  Corporate  Governance.  One  B 
posal  with  some  bite  is  the  call 
to  attest  to  the  accuracy  of  com] 
nancial  reports.  By  demanding 
ability  at  the  top,  the  Ad 
hopes  to  prevent  execs  from 
the  buck,  as  at  Enron,  where  he* 
cho  Kenneth  L.  Lay  insisted  he 
knowledge  of  financial  engin 
his  company.  "We  have  to  stan 
what  we  say,"  agrees  CEO  Da' 
Burnham  of  Raytheon  Co. 

But  other  execs  worry  they'll 
geted  by  trial  lawyers  and  disgr 
shareholders — a  fear  that  Bush  ac 
and  many  experts  claim  is  mis) 
Ira  M.  Millstein,  a  senior  partner 
firm  Weil,  Gotshal  &  Manges,  say 
in  time,  ceos  will  find  a  way  to 
to  the  routine.  "It  would  bean  , 
to  push  this  as  the  end  of  the  wor 
says.  "Yes,  it's  more  of  a  burdt 
properly  handled,  it  can  be  discha 

Investor  advocates  applaud 
belated  embrace  of  changes  the}  . 
sought  for  years,  such  as  forcing 
to  have  a  majority  of  independt 
rectors,  granting  audit  committee* 
er  to  hire  and  fire  accountants,  bi 
sweetheart  loans  to  officers  and 
tors,  and  requiring  shareholders 
for  stock  option  plans. 

The  New  York  Stock  Exchange  l 
ready  calling  for  most  of  these  re)  ,; 
Many  corporations,  such  as  Wall 
ney  Co.  and  Goldman,  Sachs  & 
have  taken  preemptive  steps  to  irr 
the  independence  of  their  boards 
Citigroup  ceo  Sanford  I.  Weill 
posing  one  major  move  that  Bush 
away  from.  "You  want  to  know  v 
would  really  like  to  do  with  opt 
asks  Weill.  "Expense  them  for  tl  ^ 
five  executives." 

If  companies  don't  clean  up  the: 
Bush  says  he's  ready  to  send  in  the 


Ire 


I 


A  Timetable 
Of  Reform 


JULY  10 


New  rules  governing  research 
analysts,  proposed  by  the  stock 
exchanges  and  adopted  by  the  Securities  & 
Exchange  Commission,  took  effect.  Among  the 
changes:  Wall  Street  firms  may  no  longer  pay 
analysts  for  work  on  specific  investment-bank- 
ing deals,  and  investment  bankers  are  prohibit- 
ed from  influencing  stock  ratings. 


'.: 


AIIPIICT  1  The  New  York  stock  E 

AUUU U I  I  board  votes  on  whetht 
proposed  new  corporate  governance  s- 
Among  the  proposals:  independent  di 
must  comprise  a  majority  of  boards;  i 
pensation,  and  nominating  committee 
composed  of  independent  directors  oi 
holders  must  approve  all  stock  option 


II 
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le  Democrats  say  Bush's  call  to  action 
short 

A  fresh  coat  of 
it  on  rotten 

ftESEKTATIVE  LLOYD  DOGGETT 


ei  ing  the  penalties  for  corporate 
ance  and  document-shredding,  he 
g  sec  and  Justice  Dept.  enforcers 
ols  to  use  against  crime  in  the 
But  legal  experts  say  investors 
likely  to  see  legions  of  corporate 

busting  rocks  on  the  local  chain 
!ven  though  CEOs  will  sign  those  fi- 
attestation  statements,  proving  in- 
'defraud  is  tough  for  prosecutors  in 
ic  business  fraud  cases — a  job  not 
ny  easier  by  executives'  access  to 

defense  lawyers. 

rmers  such  as  McCain  and  Sen- 

iciary  Chairman  Patrick  J.  Leahy 

say  the  Administration  should 
ch  further  by  creating  a  new 
with  a  maximum  sentence  of  10 
for  obstructive  tactics  such  as 
ring  records  and  creating  phony 
nts.  Some  dream  of  overturning 

U.S.  Supreme  Court  case  that 
it  impossible  for  private  litigants 
lawyers  and  accountants  for  aid- 
abetting  corporate  fraud.  Others 
3  modify  the  1995  Private  Secu- 
Litigation  Reform  Act,  which 
it  hard  to  bring  civil  suits  against 
icers  and  directors.  "This  has 
svastating  to  investors,"  says  ex- 
entative  John  Bryant  (D-Tex.), 
private  lawyer.  "It  encouraged 
s  behavior  by  companies." 

any  changes  seen  as  helping  tri- 
ers will  face  heavy  flak  from  cor- 
chieftains,  pro-tech  New  Democ- 
id  a  President  who  despises  the 
Ts'  bar.  "Will  we  open  up  a  Pan- 
box  of  lawsuits,  civil  or  criminal? 
my  biggest  fear,"  says  the  ceo  of 

national  bank. 


■  Wall  Street  Analysts.  Although  he 
lashed  out  at  research  analysts  who  say 
"buy"  when  they  mean  "sell,"  the  Presi- 
dent is  playing  catch-up  with  Eliot  L. 
Spitzen  The  New  York  Attorney  Gener- 
al won  a  $100  million  settlement  from 
Merrill  Lynch  &  Co.  over  allegations  that 
the  firm's  analysts  misled  investors.  And 
state  regulators  are  now  pursuing  other 
brokerage  firms  on  similar  charges.  Call- 
ing the  President's  remarks  a  "profound 
disappointment,"  Spitzer  said  that  "until 
the  issue  of  analyst  conflicts  is  addressed 
[by  putting  more  distance  between  re- 
searchers and  bankers],  it  is  incumbent 
on  state  regulators  to... protect  the  in- 
vesting public  from  continued  abuses." 

What's  more,  on  the  very  day  Bush 
spoke,  new  rules  proposed  by  the  stock 
exchanges  and  adopted  by  the  sec  took 


effect.  The  rules  prevent  investment 
bankers  from  interfering  in  analyst  rec- 
ommendations or  from  playing  any  role  in 
setting  analysts'  compensation.  Trouble 
is,  Wall  Street  firms  are  still  resisting 
taking  the  extra  step — com- 
pletely separating  research 
from  investment  banking — 
that  would  grant  the  Presi- 
dent's wish  of  transforming  an- 
alysts from  hawkers  to  truly 
independent  researchers. 

In  many  respects,  the  10- 
point  corporate-accountability 
plan  that  Bush  unveiled  on 
Mar.  7  and  his  July  9  adden- 
dum are  imperfect  blueprints. 
But  the  details  are  less  im- 
portant than  the  fact  that 
both  Bush  and  business  are 
now  being  swept  along  by  the 
reform  tide.  Even  as  he 
moves  closer  to  the  Demo- 
cratic position,  the  President 
makes  his  familiar  rejoinder 
that  only  a  few  "bad  apples" 
have  sullied  the  reputation  of 
a  business  leadership  that  he 
accurately  describes  as  fairly 
straight  arrows.  "The  vast 
majority  of  CEOs  in  America 
are  good,  honorable,  honest 
people  who  have  nothing  to 
hide,"  he  said  on  July  8.  "It's 
the  few. . .  that  have  created  the 
stains  we  must  deal  with." 

But  as  America's  corporate  leadership 
has  found  out,  it  only  takes  a  few  rotten 
apples  to  spoil  the  barrel.  As  for  the 
mba  President  who  glorified  the  entre- 
preneurial culture — until  Enron  triggered 
the  corporate  crime  wave — fate  has  been 
cruel.  Now,  Bush  has  had  to  stop  prose- 
lytizing and  start  reaching  for  the  mop 
and  bucket.  As  the  cleanup  begins,  much 
is  at  stake  for  George  W  and  the  GOP. 
But  even  more  is  on  the  line  for  execu- 
tives struggling  to  rebuild  shattered  con- 
fidence in  Corporate  America. 

By  Lee  Waiczak,  Richard  S.  Dun- 
ham, and  Paula  Dwyer,  with  Laura 
Cohn,  in  Washington;  Wendy  Zellner 
in  Dallas;  Geoffrey  Smith  in  Boston; 
Ciro  Scotti  with  the  President  on  Wall 
Street;  and  bureau  reports 


MCEOs  and  CFOs  of  companies  with  more  than 
$1.2  billion  in  annual  revenue  must  certify 
i  of  all  financial  statements  since  2001. 

R1  The  SEC  could  begin  hiring  new  enforcement 
I  officers,  and  replacing  outdated  technology,  if 
ocates  an  extra  $100  million,  as  the  President 
That  would  be  on  top  of  $487  million  already 
r  the  2003  fiscal  year. 


UflUEIIREQ  Q  ^a"  street  firms  must  disclose  if  they  own 
RUiLhIDlIi  w   1%  or  more  of  the  stock  of  any  company 
that  is  the  subject  of  an  analyst's  research. 

Accounting-reform  legislation  now 
moving  in  the  Senate  calls  for  a  new 
oversight  board  to  be  in  place  90  days  after  passage,  or 
by  mid-November  if  President  Bush  signs  the  measure  by  the 
August  congressional  recess. 


EARLY  NOVEMBER 
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CORPORATE 
GRIMES 
NEW  TOP  GOP 

The  Deputy  AG  will  be 
underpressure  to  act  fast 

When  Larry  D.  Thompson  was 
named  to  the  No.  2  position  at 
the  Justice  Dept.,  he  worked 
hard  not  to  make  a  splash.  He 
shunned  interviews,  gave  few  speech- 
es, and  moved  into  a  modest  Washing- 
ton apartment  where  he  rents  every- 
thing from  the  silverware  to  the  linens. 
In  a  department  full  of  controversial 
figures,  Thompson  set  out  to  be  the  guy 
who  quietly  made  things  run. 

Those  days  of  anonymity  are  about 
to  end.  On  July  9,  the  President  tapped 
the  56-year-old  Deputy  Attorney  General 
to  head  his  newly  minted  Corporate 
Fraud  Task  Force — "a  financial  crimes 
swat  team,"  Bush  called  it.  The  choice  of 
Thompson  as  point  man  on  corporate 
malfeasance  was  not  a  hard  one.  His 
boss,  Attorney  General  John  Ashcroft, 
has  recused  himself  from  the  Enron  and 
Arthur  Andersen  cases.  And  given  the 
$10,000  that  Ashcroft  received  from 
WorldCom  Inc.  while  in  the  Senate,  he 
may  have  to  drop  out  of  that  probe,  too. 
Besides,  Thompson  gives  Bush  what 
he  desperately  needs  for  his  war  on 
corporate  greed:  credibility.  Thompson  is 
universally  respected  in  legal  circles  and 
has  a  sterling  resume  that  includes 
stints  as  a  U.S.  Attorney  in  Atlanta 
and  a  white-collar  criminal  defense  at- 
torney who  won  an  acquittal  for  a  Coca- 
Cola  Co.  executive  accused  of  bribing  a 
union  official.  He  carries  little  political 
baggage.  Thompson's  one  involvement 
in  partisan  politics  was  his  work  in  1991 
to  help  longtime  friend  Clarence  Thomas 
win  confirmation  to  the  Supreme  Court. 
Thompson  is  almost  the  antithesis  of 
Ashcroft,  who  is  widely  viewed  as  the 
ideologue  assigned  to  stroke  Bush's  con- 
servative voter  base.  In  June,  for  exam- 
ple, Thompson  spoke  to  Justice  employees 
celebrating  gay  pride  month — an  appear- 
ance Ashcroft  is  unlikely  to  have  made. 
"He's  the  perfect  guy  for  the  job,"  says 
former  U.S.  Attorney  for  Washington 
Joseph  E.  diGenova.  "He'll  be  firm  but 
fair."  The  big  question  is  how  he  will 
stand  up  in  a  high-profile  political  job. 


Larry  Dean  Thompson 


POSITION  Deputy  Attorney  General,  head  ot 
Corporate  Fraud  Task  Force 

AGE  56 

EDUCATION  BA  Culver-Stockton  College,  MA 
Michigan  State  University,  JD  University  of 
Michigan 

FAMILY  Wife,  Brenda,  two  sons 

CAREER  HIGHLIGHTS  U.S.  Attorney  in  Atlanta  1982- 
1986;  Partner,  King  &  Spalding  1986-2001; 
Independent  Counsel  investigating  scandals  in 
President  Reagan's  Housing  Dept.,  1995-1999 

INTERESTS  African  American  art,  sports 


"Regardless  of  the  credibility  that  Larry 
brings,  there  is  going  to  be  enormous 
pressure  on  him  to  show  some  very  tan- 
gible results,"  says  Eric  H.  Holder  Jr., 
Deputy  AG  in  the  Clinton  Administration. 
Bush  wants  results  ASAP.  He  gave 
Thompson  just  10  days  to  call  the  first 


meeting  of  the  group, 
eludes  FBI  director  Ro 
Mueller  III,  two  Assisi 
and  seven  U.S.  Att 
Thompson's  task  force 
replace  an  existing  tas 
of  career  prosecutors 
specifically  on  Enron 
dersen  matters.  But 
oversee  that  investigal 
well  as  securities  fraui 
and  myriad  other  probe 
gated  by  at  least  17' 
Attorneys.  These  incl 
vestigations  of  Qwest 
ications  International, 
Crossing,  and  Adelphi; 
munications.  Legal  expe 
one  of  Thompson's  high 
orities  will  be  pursuing  i 
uals  responsible  for  Worl 
$3.8  billion  accounting  m 
Outside  of  legal  circl 
view  is  that  Thompson 
done  much  on  the  co: 
crime  front  so  far.  'The 
been  very  aggressive.  [B 
haven't  heard  much  fro 
Justice  Dept.,"  says 
Henry  A.  McKinnell. 

But  Thompson  could  su 
the  doubters.  Behind 
key  persona  lies  a  thro 
book-at-'em  prosecutor, 
his  decision,  for  instan 
prosecute  Andersen.  So 
his  closest  friends  com] 
that  he  caused  thousands 
nocent  Andersen  employ 
suffer.  But  Thompson  sh( 
tie  sympathy.  "That  wo' 
an  impermissible  conside; 
he  says  unapologetically,  i 
that  in  any  case  there 
nocent  victims,  such  as  th< 
ilies  of  those  sent  to  prise 
Such  concerns  also  ma 
matter  much  to  a  public 
gry  for  some  high-profile 
victions.  Justice  sources  s 
expect  more  cases  like  A 
sen,  which  is  indicative  of  * 
approach  on  Thompson's 
A  prosecutor  wrho  would 
spend  months  or  years  pat 
building  a  case,  he  now  f 
moving  once  he  has  some 
he  thinks  will  stand  up  in  < 
That's  important,  becaus 
newr  swat  team  must  dispel  the 
that  the  wiieels  of  justice  are  not 
ing  fast  enough.  If  it  can't,  that  wi 
only  be  bad  for  Larry  Thompsor 
bad  for  George  W.  Bush,  too 

By  Dan  Carney  in  Washin 
with  Amy  Barrett  in  Philade* 
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THE  GHOSTS 

THAT  WONT  GO  AWAY 

Exonerated  or  not, 
Bush  can't  easily  shake 
off  his  past  atHarken 


There  is  no  question  that  George 
W.  Bush's  second-biggest  job  as 
President  is  to  restore  faith  in 
Corporate  America  and  make  the 
stock  market  safe  again  for  investors. 
But  as  he  wrestles  with  the  demons 
that  bedevil  Big  Business,  he  finds  him- 
self haunted  by  ghosts  from  the  past. 

More  than  a  decade  ago,  as  director 
of  Harken  Energy  Corp.,  Bush  engaged 
in  practices  that  seem  similar  to  those 
for  which  he  now  scolds  Corporate 
America.  He  was  a  member  of  Harken's 
audit  committee,  for  example,  at  a  time 
when  it  prematurely  booked  income  on 
the  sale  of  a  subsidiary  and  overstated 
profits,  errors  that  the  Securities  &  Ex- 
change Commission  forced  Harken  to 
correct.  He  sold  a  substantial  number  of 
shares  just  eight  days  before  Harken 
showed  a  major  loss.  And  he  was  chron- 
ically late  in  filing  his  SEC  forms. 

Sound  familiar?  Improper  revenue 
recognition  is  behind  many  of  the  recent 
accounting  disasters.  And  failure  to  dis- 
close important  information  to  share- 
holders is  one  of  the  President's  biggest 
complaints  about  today's  "see-no-evil" 
CEOs.  "This  is  an  uncomfortable  situation 
for  Bush,"  says  University  of  Texas  po- 
litical scientist  Bruce  Buchanan.  "Inno- 


cently or  not,  there's  a  similarity  to  the 
Enron  style  of  accounting." 

Democrats  smell  a  whiff  of  hypocrisy. 
"President  Bush  likes  to  preach  respon- 
sibility," says  Democratic  National  Com- 
mittee Chairman  Terence  R.  McAuliffe. 
"But    when    it    comes    to    [his]    own 


records,  the  motto  is:  'The  buck 
over  there.' "  In  his  defense,  Bus! 
the  sec  dismissed  charges  of  ir| 
trading  years  ago.  "There's  no 
there,"  he  pronounced  in  a  testy  , 
press  conference. 

The  parallels  between  the  cuj 
epidemic  of  audit  failures  and  E| 
Harken  dealings  aren't  easy  to 
off,  though.  His  problem  dates 
1986,  when  he  exchanged  his  stal 
Spectrum  7,  a  floundering  oil  coirJ 
for  $600,000  worth  of  Harken  sl| 
Bush  not  only  joined  Harken's 
but  also  sat  on  its  audit  comml 
where  his  job  was  to  oversee  the 
ration  of  financial  statements  by 
other  than  Arthur  Andersen. 

Harken  later  had  problems, 
raise  revenue  in  June,  1989,  it 
Hawaiian  subsidiary,  Aloha  Petrel 
Ltd.,  to  a  group  of  Harken  insidei| 
$12  million.  The  buyers  paid  $1 
in  cash,  and  Harken  took  a  note  fo| 
remainder.  Harken  then  claimed  in] 
of  $8  million,  even  though  accouij 
rules  bar  recognition  of  revenue  froj 
iou  unless  the  noteholder  has  subl 
tial  collateral  an* 


BUSH  IN  1989 

Democrats 
detect  a  whiff  of 
hypocrisy  when 
the  President 
explains  earlier 
stock  moves 


Back  in  the  Oil  Patch 


company  is    re.] 
ably   assured" 
the  loan  will  bd 
paid.    The   plojl 
Harken  report  al 
of  $3.3  million 
instead  of  $12  m  I 
Less    than   1 
months   later, 
sold  212,140  oil 
Harken  shares  at  $4  a  share,  rea 
nearly  $849,000.  But  Bush's  shares 
ably  would  not  have  been  valued 
had  Harken  reported  the  larger 
The  sec  later  forced  Harken  to  reJ 
its  earnings  without  the  bulk  of  the  | 
ha  sale  proceeds. 

Bush's  second  problem  is  his  inall 
to  put  to  rest  questions  of  whethe| 
had  inside  information  before  he 


APR    IQflfi  George  w-  Busn  sells  his 
HM.   luOU  stake  in  oil  drilling  outfit 

Spectrum  7  for  $600,000  worth  of 

Harken  Energy  shares.  Unlike  most  other 

officers  of  companies  that  Harken 

acquires,  Bush  becomes  a  Harken 

director  and  sits  on  the  board  audit 

committee. 


JUNE  1989 


Harken  sells  its  Aloha  Pe- 
troleum subsidiary  to  ma- 
jor Harken  stockholders  for  $1  million  in 
cash  and  an  $11  million  note.  Harken 
books  $8  million  profit  on  the  sale,  de- 
spite the  IOU. 


MAR.  30, 1990 


Harken  reports  an  '89 
loss  of  $3.3  million. 


JUNE  22, 1990 


Bush  reaps  $849,000 
by  selling  212,140 
Harken  shares  at  $4  a  share.  He  previ- 
ously had  filed  a  Form  144  notifying  the 
SEC  of  his  intention  to  sell  shares. 


JUNE  30, 1990 


Harken  calculates  a 
second-quarter  loss  of 
$23.2  million,  eight  times  the  loss  in  the 
year-ago  quarter.  When  Harken  reveals 
this  in  August,  share  price  plummets  to 
$2.38  but  bounces  back  to  $3  next  day. 


IAN    1QQ1  The  SEC  forces  Hal 
JAR.  1991  to  restate  its  '89  el 

thus  adding  more  than  $9  mi  I  lic| 

a  reported  loss  of  $3.3  million. 

HAD  k  1001  Bush  flles  Forrl 

mAn.  %  1991  notifying  the  SI 
stock  sale  as  a  company  insider.f 
weeks  later  than  SEC  rules  dicta! 
campaigning  for  Texas  governor  il 
he  blames  the  late  filing  on  the  I 
claiming  regulators  misplaced  th| 

APR  1QQ1 The  SEC  opens  an 

Al  lit  1991  trading  investigatiol 
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lore  than  two  years,  the  sec  in- 
jated  allegations  that  Bush  had 
hares  in  June,  1990,  knowing  that 
>n  would  report  a  larger-than-nor- 
Two  months  after  he  sold, 
>n  reported  a  second-quarter  loss 
.2  million.  On  the  news,  its  shares 
rom  $3  to  $2.38. 

nplicating  his  case,  Bush  repeat- 
ijjed  to  file  a  Form  4,  or  notice  of 
k  sale  by  an  insider.  It  wasn't  un- 
irch,  1991—34  weeks  late— that 
notified  the  sec  of  his  1990  sale, 
ternal  SEC  memo  released  to  the 
r  for  Public  Integrity,  a  watchdog 
,  says  Bush  was  late  reporting 
ransactions  totaling  $1.02  million. 
ly  for  him,  the  SEC  at  the  time 
t  prosecute  individuals  unless  they 
ite  at  least  six  times, 
ih  beat  the  insider-trading  rap 
his  lawyers  were  able  to  show 
e  could  not  have  known  the  size 
•ken's  second-quarter  '90  loss.  And 
«  the  market  took  more  than  two 
to  react  to  the  loss,  an  SEC  econ- 
concluded  that  the  earnings  an- 
ient was  not  a  "material"  event, 
le  cloud  won't  go  away. 
Er  one  thing,  Bush's  father  was 
I  lent  during  most  of  the  probe,  and 
i  :c  chairman,  Richard  C.  Breeden, 
lerved  as  one  of  his  White  House 
\  rs.   Moreover,  the  SEC  general 
■  el  at  the  time  of  the  probe  was 
lh  E.  Doty,  who  earlier  represented 
I^e  W.  when  he  bought  the  Texas 
lers  ball  club.  Most  of  the  funds 
I  used  in  that  deal  came  from  his 
[en  share  sale.  Doty,  however,  says 
loused  himself  from  the  inquiry. 
I  all  much  ado  about  nothing,  Bush 
Is:  "In  the  corporate  world,  some 
Is  aren't  exactly  black  and  white 
i|   it  comes  to  accounting  proce- 
I."  Unfortunately  for  the  President, 
I  days  that  sort  of  explanation  isn't 
I  to  quiet  the  critics. 
|   By  Paula  Dwyer  in  Washington 

nternal  SEC  memo  notes  he 
failed  to  file  on  time. 

\  The  SEC  closes  the  probe, 
'  based  on  an  Enforcement  Div. 
f,  despite  his  audit  committee 
didn't  have  early  notice  of  most 
mation  in  Harken's  second-quar- 
5  report  when  he  sold  stock. 

IflfiO  The  White  House  says 
faUUt  Bush  misspoke  when  he 
SEC  for  his  late  forms.  Bush 
now  says  the  delay  was  due  to 
mistake"  by  lawyers. 


THE  CHENEY 
QUESTION 

Will  the  Halliburton 
probe  turn  the  Veep  into 
a  White  House  liability? 

For  two  years,  Vice-President  Dick 
Cheney  has  been  President 
George  W.  Bush's  No.  1  asset.  The 
former  Defense  Secretary  and 
corporate  ceo  has  provided  the  Wash- 
ington and  diplomatic  experience  Bush 
lacked.  But  as  the  Administration's  focus 
swings  from  a  war  on  terror  to  a  battle 
against  corporate  greed,  Cheney  risks 
becoming  a  political  liability  to  his  boss. 
The  problem  dates  back  to  an  obscure 
1998  change  in  accounting  policies  at 
Halliburton  Co.,  the  Dallas-based  energy 
services-and-construction  giant  Cheney 
headed  from  1995  until  2000. 

The  Securities  &  Exchange  Commis- 
sion is  investigating  whether  Halliburton 
pumped  up  revenues  by  $234  million 
over  four  years.  Cheney  has  spurned 
all  questions,  while  Halliburton  execs 
are  scrambling  to  stress  that  the  Veep 


Numbers  Games? 


APT   1QQC  D'ck  Cheney  named 
Uul.  1999  CEO  of  Halliburton. 

IAN    1QQQ  Halllburton  changes 
UHlii  luuu  accounting  to  record 
projected  reimbursement  of 
$89  million  for  cost  overruns  as 
income  for  1998.  Halliburton  does 
not  disclose  the  change  until 
March,  2000. 

llip    Onnn  Cheney  resigns  from 
AUU.  £UUU  Halliburton  to  join 
George  W.  Bush  on  the  GOP  ticket. 
He  is  sworn  in  as  Vice-President 
the  following  January. 

II IV  Onnn  The  New  York  Times 

WRl   LVVL  reports  that  the  ac- 
counting change  boosted  Halliburton 
revenues  by  $234  million  over  four 
years.  SEC  launches  investigation. 

Ill Ijr  OnflO  SEC  Chairman  Harvey 
uUIlL  LVVL  pjtt  says  Cheney  is 
"not  immune"  to  the  agency's  probe. 


wasn't  involved  in  the  change.  That's  in 
stark  contrast  with  Bush's  calls  for  ceos 
to  shoulder  personal  responsibility  for  fi- 
nancial practices — as  Democrats  are 
quick  to  note.  Turning  up  the  heat,  the 
watchdog  group  Judicial  Watch  on  July 
10  sued  Cheney  for  allegedly  fraudu- 
lent practices  at  the  company  he  once 
headed.  Both  the  White  House  and  Hal- 
liburton say  the  suit  is  completely  with- 
out merit.  Nonetheless,  frets  a  gop 
strategist,  Cheney's  predicament  "could 
linger  like  a  low-grade  fever." 

Despite  all  the  political  flak  Cheney  is 
taking,  Halliburton's  shift  may  actually 
have  improved  its  bookkeeping.  But  the 
timing  raises  questions:  Without  the 
change,  Halliburton's  already  depressed 
1998  profits  would  have  fallen  far  short 
of  Wall  Street's  targets.  And  the  sec 
can't  overlook  the  delay  of  more  than  a 
year  before  Halliburton  told  investors 
that  its  accounting  had  changed. 

At  issue  is  how  Halliburton  accounts 
for  cost  overruns  and  changes  on  its 
billion-dollar  contracts  to  build  such 
projects  as  offshore  drilling  platforms 
or  liquid  natural-gas  plants.  Until  1998, 
the  company  wouldn't  report  revenue 
from  such  claims  until  the  customer 
agreed  to  pay — which  could  take  years. 
But  since  1998,  Halliburton  has  esti- 
mated how  much  of  the  disputed  costs  it 
expects  to  collect  and  booked  the  not- 
yet-received  payment  immediately.  For 
1998,  Halliburton  booked  $89  million  in 
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pretax  revenue  as  unpaid  claims.  Similar 
claims  added  $43  million  to  revenue  in 
1999  and  $102  million  in  2001;  there  was 
no  impact  in  2000. 

While  it's  aggressive,  Halliburton's 
switch  is  supported  by  a  1981  account- 
ing rule  because  it  helps  meet  account- 
ants' goal  of  matching  revenues  with 
associated  costs  as  they  occur,  says  Dou- 
glas R.  Carmichael,  an  accounting  pro- 
fessor at  Baruch  College.  Ten  of  the  15 
largest  construction  companies  use  the 
method  Halliburton  adopted  in  1998, 
says  Halliburton  cfo  Douglas  L.  Foshee. 

Halliburton  must  prove  to  the  sec 
that  its  collection  estimates  were  rea- 
sonable. "If  it  looks  like  they  were  just 
fabricating  the  numbers,  that  verges  on 
fraud,"  says  J.  Edward  Ketz,  professor 
of  accounting  at  Penn  State  University. 
Foshee  says  the  company  has  an  "ex- 
tremely sophisticated  model"  for  esti- 
mates and  that  projections  were  sound. 

Even  if  the  accounting  change  passes 
muster,  the  timing  may  raise  red  flags. 
In  1998,  Halliburton  was  digesting  its 
takeover  of  rival  Dresser  Industries, 
and  profits  were  down.  Without  the 
change,  earnings  would  have  fallen  far 
short  of  expectations.  Foshee  concedes 
that  the  added  revenue  contributed  $55 
million  to  the  year's  $730  million  in  af- 
tertax profits.  But  he  insists  the  change 
was  made  in  1998  because  Halliburton 
decided  in  1997  to  focus  on  bigger,  fixed- 
price  jobs,  on  which  the  company  must 
negotiate  cost  overruns.  Yet  some  crit- 
ics, including  former  Halliburton  execs, 
argue  that  most  contracts  were  already 
fixed-price.  And  the  company  says  it 
doesn't  disclose  its  contract  mix. 

More  troubling:  Halliburton  didn't  dis- 
close the  switch  to  the  sec  or  investors 
for  more  than  a  year,  until  March,  2000. 
Halliburton  says  the  change  wasn't  big 
enough  to  matter,  since  sales  in  '98  were 
$17  billion,  dwarfing  the  $89  million 
boost  from  the  accounting  swatch.  But 
the  sec  may  focus  on  the  bottom-line 
impact  and  rule  that  it  did  matter.  With 
the  agency  forcing  companies  to  spell 
out  their  accounting  policies,  Halliburton 
could  draw  a  fine  for  its  delay. 

Cheney  probably  won't  be  held  per- 
sonally responsible — but  that's  little  re- 
lief for  nervous  White  House  aides.  Un- 
like Bush's  long-ago  woes  at  Harken 
Energy  Corp.,  Cheney's  Halliburton 
<iays  are  still  under  investigation.  Even 
if  the  sec  exonerates  the  Veep, 
Cheney's  stone  walling  won't  do  much 
to  help  the  credibility  of  Bush's  call  for 
corporate  responsibility. 

By  Mike  McNam.ee  in  Washington 
and  Stephanie  Anderson  Forest 
in  Dallas 


A 


CASHING  OUT 
LIKE  CRAZY 

Mutual-fund  investors 
are  fleeing  like  there's 
no  tomorrow 

By  8:20  a.m.  on  July  9,  Jill  Bell  was 
already  calling  her  broker.  She  had 
just  one  word  for  him:  Sell.  "I've 
lost  a  nice  little  piece  of  change,  and  I 
don't  want  to  lose  any  more,"  says  the 
57-year-old  executive  assistant  from  At- 
lanta. After  studying  her  second-quarter 
mutual  fund  statements, 
her  mind  was  made  up: 
"I'd  rather  make  no 
money  at  all  than  keep 
losing  5%  of  it  every 
three  months." 

Bell  has  a  lot  of  com- 
pany. Increasing  num- 
bers of  investors  are 
throwing  in  the  towel  on 
their  U.S.  stock  funds, 
battered  by  rising  mis- 
trust of  Corporate  Amer- 
ica and  mounting  portfo- 
lio losses.  In  the  five 
weeks  through  July  5,  U.  S.  equity  funds 
bled  nearly  as  much  money  as  they  did 
in  the  weeks  after  September  11.  In 
June,  outflows  totaled  an  estimated  $20 
billion  vs.  inflows  of  $4.8  billion  in  May, 
according  to  TrimTabs.com  Investment 
Research  Inc.  And  the  trend  is  acceler- 
ating: Banc  of  America  Securities  Chief 
Investment  Strategist  Thomas  McManus 
estimates  that  during  the  four-day  holi- 


INVESTORS  LOSE 
THEIR  NERVE 


SEPT.  01  JUNE  02' 

▲  BILLIONS  'PRELIMINARY 

Data:  Investment  Company  Institute 


day  week  ended  July  2,  another  $4 
lion  headed  out  the  door. 

True,  even  with  the  recent  e 
investors  have  put  a  net  $52  billio 
mutual  funds  this  year  through 
slightly  more  than  in  the  same 
last  year.  Yet  they  turned  decided! 
simistic  as  second  quarter  losses  of 
by  the  average  U.S.  stock 
swamped  minuscule  first-quarter 
What's  worse,  the  latest  quarter  r 
that  the  three  years  through  Junf 
duced  an  annualized  loss  of  a 
4.2% — the  first  time  in  a  generatio: 
the  average  stock  fund  has  shown 
tive  returns  over  a  three-year  per. 
Paradoxically,  the  flight  from  the 
ket  by  ordinary  investors  is  a  hea 
ing  sign  to  the  pros.  "When  peop! 
saying  forget  about  it,  I  want  nothi 
do  with  my  equity  r 
al  fund,  that's  usua 
good  sign  that  thing 
washing  out,"  says 
G.  Belski,  market  st 
gist  with  U.S.  Bar 
Piper  Jaffray.  Exactl, 
reverse  happened  ir 
first  half  of  2000, 
investors  giddily  pi 
a  record  $182  billion 
mutual  funds  at  the 
ket's  peak. 

To  be  sure,  sentii 
polls  and  technical 
cators  have  failed  miserably  to  pred 
bottom  in  this  post-tech-bubble  ma 
Though  it  seems  like  twisted  logi 
may  well  be  that  as  more  investors 
hope,  the  nearer  the  market  is  to  a 
torn.  Ultimately,  investors  will  be  ab 
climb  the  wall  of  worry  only  when 
see  a  solid  rebound  in  corporate  e 
ings  that  they  can  trust. 

By  Mara  Der  Hovanesian  in  New 
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COMMENTARY 

By  Marcia  Vickers 


NICE  SPEECH,  MR.  PRESIDENT,  BUT . . . 


o  the  Big  Guy  spoke,  and  the 
market  has  been  sinking  like  an 
anchor  in  a  fishpond.  Although 
President  George  W.  Bush's  July 
ch  was  designed  to  restore  in- 
confidence,  major  stock  indexes 
lied  their  free  fall.  Now,  both 
isdaq  Composite  Index  and  the 
ird  &  Poor's  500-stock  index 
rashed  through  their  depressed 
eptember  11  levels  to  hit  five- 
dws.  The  next  day,  the  Dow 
industrial  average  plummeted 
than  3%. 

ry,  Mr.  President,  even  after 
peech,  investors  still  aren't  con- 
In  fact,  the  term  "confidence" 
t  apply  in  the  current  climate — 
ors  are  mad  as  hornets.  Truth  is, 
he  grand  pooh-bah  himself  can't 
a  quick  end  to  the  sour  mood  of 
ors  or  their  mistrust.  "We  really 
oncrete  examples  from  ceos 
ley're  not  tone  deaf  to  what's 
on,  along  with  real  changes  in 
ations  that  address  compensation 
•counting,"  says  Richard  E. 
,  chief  equity  strategist  at  Legg 
.  Also,  many  investors  say  that 
•esident  isn't  going  far  enough, 
afraid  if  he  pushes  for  too  many 
is,  he'll  spook  the  stock  market 
r.  But  he's  spooking  it  by  not 
for  meaningful,  quick  action," 
"•Jew  York  Attorney  General  Eliot 
r,  who  has  been  pressing  for  con- 
rules  to  tame  analysts, 
n  so,  Bush's  requirement  that 
ind  chief  financial  officers  must 
for  their  companies'  annual  finan- 
ports  by  Aug.  14 — and  be  person- 
'ld  account- 
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SCANDALOUS  SLIDE 
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firm  Thomson  Financial/First  Call. 
Indeed,  if  companies  come  clean 
about  their  accounting  practices  and 
stop  managing  earnings,  stocks  may 
suffer  a  prolonged  drag.  According  to 
several  strategists  and  economists,  com- 
panies have  been  overstating  earnings 
by  as  much  as  15%  annually  over  the 
past  five  years.  The  New  Economy 
"was,  in  the  end,  mostly  hype,"  says 
Robert  J.  Barbera,  chief  economist  at 
Hoenig  &  Co.  Adds  a  prominent  hedge- 
fund  manager:  "It's  not  possible  for 
companies  to  meet  the  numbers  they've 
been  reporting  without 
the  aid  of  accounting 
tricks,  especially  in  a 
recession." 

The  stock  market  is 
almost  certain  to  be- 
come more  volatile  and 
risky  as  new  negative 
surprises  and  restate- 
ments of  earnings  roil 
investors.  "I  call  this 
the  Year  of  Final 
Purge  &  Healing.  It 
could  take  months  for 
all  of  this  to  shake 
out,"  says  Charles 
Pradilla,  chief  invest- 


ment strategist  at  sg 
Cowen  Securities  Corp. 
Once  that  has  happened, 
the  market  would  be  on  a 
more  solid  footing  as 
stocks  become  realistically 
valued. 

Meantime,  investors 
have  been  parking  cash  on 
the  sidelines  and  pouring 
equity  into  their  homes 
and  other  hard  assets  such 
as  gold.  No  wonder.  They 
were  still  reeling  over  En- 
ron and  Tyco  International 
when  a  whole  host  of  oth- 
er companies  were 
brought  into  question,  in- 
cluding Qwest  Communi- 
cations, WorldCom,  and 
Merck.  And  foreign  in- 
vestors, who  hold  $5  tril- 
lion in  American  securi- 
ties, have  become  much 
less  enthusiastic.  Accord- 
ing to  a  report  recently  is- 
sued by  Banc  of  America 
Securities,  foreign  purchases  of  U.  S. 
stocks  are  off  to  a  much  slower  start 
than  they  were  in  previous  years. 

Even  so,  the  news  isn't  all  bad.  The 
economy  continues  to  gain  ground. 
Earnings  of  s&P  500  companies  are 
expected  to  rise  3%  this  quarter  from 
a  year  ago,  17%  in  the  third  quarter, 
and  28%  in  the  fourth,  according  to 
First  Call.  "The  recovery  is  real,  and 
we're  in  an  important  cyclical  rebound 
for  earnings,"  says  Hoenig's  Barbera. 
However,  investors  won't  act  on  those 
numbers  until  they  actually  see 
them — anticipation  of  improving  prof- 
its, always  a  big  market  driver  in  the 
past,  is  no  longer  enough.  Says  Ed- 
ward M.  Kerschner,  UBs/Paine Web- 
ber's chief  global  strategist:  "If  you 
don't  know  whether  to  believe  those 
numbers,  do  you  believe  they  will 
turn  up?" 

Bottom  line:  A  soothing  speech,  a 
treasure  trove  of  good  ideas,  a  solid 
game  plan  to  preserve  financial  in- 
tegrity are  all  a  good  start.  But,  Mr. 
President,  only  an  improving  economy 
coupled  with  a  strengthening  profit 
picture  will  send  this  troubled  market 
into  bull  territory. 

With  David  Henry  in  New  York 
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FRANTICALLY  PADDLING 
TO  KEEP  WORLDCOM  AFLOAT 

GEO  Sidgmore  has  a  rescue  plan,  but  it's  a  long  shot 


To  most  anyone  outside  of  its  of- 
fices, WorldCom  Inc.  looks  like  a 
company  that  has  lost  control  of 
its  future.  When  it  admitted  in 
late  June  that  it  had  misaccounted  for 
nearly  $4  billion  in  expenses,  it  sparked 
outrage  across  the  country  and  helped 
provoke  President  George  W  Bush  to 
call  for  a  crackdown  on  corporate  crim- 
inals. Bernard  J.  Ebbers  and  Scott  D. 
Sullivan,  the  company's  former  ceo  and 
chief  financial  officer,  respectively,  were 
hauled  before  a  congressional  committee 
and  publicly  berated.  Meantime,  the 
company  seems  to  be  hurtling  toward 
bankruptcy,  with  $32  billion  in  debt  it 
can't  pay  and  a  stock  price  that's  cheap- 
er than  a  can  of  soda  pop.  Add  it  all  up, 
and  most  telecom  experts  say  World- 
Com is  going  to  have  to  sell  off  all  of  its 
assets  and  close  its  doors. 

Just  don't  tell  that  to  John  Sidgmore. 
The  company's  new  ceo  is  determined 
to  save  WorldCom,  albeit  as  a  smaller 
company.  He  wants  to  sell  off  a  handful 
of  assets  to  give  creditors  some  cash 
and  then  persuade  them  to  trade  their 
debt  for  equity  in  a  new,  leaner  World- 
Com— with  him  at  the  helm.  The  com- 
pany would  focus  on  selling  voice,  data, 
and  Internet  services  to  business  cus- 
tomers. At  its  core  would  be  uunet, 
the  company  that  carries  more  than 
50%  of  America's  Internet  traffic  and 
counts  among  its  customers  the  Nas- 


daq stock  exchange  and  the  U.S.  mili- 
tary. In  a  sense,  Sidgmore  is  trying  to 
return  to  his  roots — he  took  UUNET  pub- 
lic in  1995  and  ran  it  before  WorldCom 
acquired  it.  '"We'll  sell  off  noncore  assets 
and  refocus  ourselves,"  says  Sidgmore. 
"We'll  be  stronger  if  we  can  trim  our- 
selves down  to  a  lean- 
er, simpler-to-under- 
stand  organization." 

Sidgmore  is  ped- 
dling several  assets 
that  could  raise  up  to 
$4  billion.  They  in- 
clude the  company's 
wireless  business  and 
the  Skytel  Communi- 
cations Inc.  paging 
business,  which  is  val- 
ued at  about  $1  bil- 
lion. He  also  would 
like  to  sell  the  MCI 
Group  long-distance 
business,  which  is 
worth  about  $2  billion, 
but  there  are  no  tak- 
ers so  far  because  of 
the  debt  and  other  conditions  World- 
Com insists  on  in  such  a  sale. 

Will  creditors  go  for  Sidgmore's  plan? 
It  will  be  tough  getting  all  the  parties 
to  agree.  But  Sidgmore  does  have  a 
small  chance  of  pulling  it  off.  Many 
bondholders  agree  with  his  argument 
that  they  will  get  more  from  taking  eq- 


uity in  the  new  WorldCom  than 
force  a  liquidation  at  today's  disj 
prices,  uunet,  after  all,  is  expej 
increase  revenues  20%  per  year, 
billion  in  2003.  "There  is  enornwj 
tential  there,"  says  Matthew  Bi 
ridge,  vice-president  at  DebtTrade 
a  high-yield  investment  firm  tha 
WorldCom  debt.  Adds  a  lawyer  I 
senting  another  bondholder  "Woil 
would   be   a  fabulous   compamj 
cleaned  up  its  balance  sheet. 

Banks  may  go  along  with  th^ 
but  at  a  high  price.  They're  no\ 
$2.65  billion,  compared  with  the 
lion  due  bondholders.  Deutsche  I 
J.  P.  Morgan  Chase  &  Co.,  and 
other  banks  are  offering  to  loa 


B&Ck  +q      CEO  Sidgmore  wants  to  refocus  Worldcom  around 
_  ~       his  original  company,  UUNET,  which  provides 

DciSlCS.       corporations  with  Internet  access  and  data  services 


PROS 


CONS 


■  UUNET  remains  the  leading  Internet 
pipeline,  handling  over  50%  of  U.S. 
online  traffic. 


■  Internet  access  and  data  prices 
have  collapsed,  falling  92%  from 
February  to  May. 


■  The  company  retains  a  blue-chip 
roster  of  customers,  including 
AOL  Time  Warner,  FedEx,  and 
Nasdaq. 


■  WorldCom  faces  a  cash  crunch.  If 
it  doesn't  get  fresh  financing  by 
September,  Sidgmore  may  run  out 
of  time. 


■  By  selling  WorldCom's  paging, 
wireless,  and  long-distance  businesses, 
Sidgmore  could  raise  up  to  $4  billion. 


■  WorldCom's  businesses  could  fare 
better  as  part  of  a  regional  telephone 
operator. 


SIDGMORE:  Pushing  sales  and  debt-for-eqitity 


more  $3  billion  in  cash  to  keep  VI 
Com  going,  but  only  if  they  are  i| 
their  $2.65  billion  immediately 
new  loan  is  secured  by  the  comp 
assets.  "That,  of  course,  would  pii 
the  bondholders,"  says  Sidgmore.  '| 
balancing  act,  with  me  trying  tc 
the  right  offer  that  will  get  bondhcj 
and  the  banks  on  board." 

Sidgmore  may  very  well  take  a  I 
ble  in  the  weeks  ahead.  Creditors 
demand  his  ouster  if  he  is  impli 
in  the  company's  accounting  sea 
He's  facing  a  cash  crunch  because 
tomers  skittish  about  WorldCoir 
nancial  health  are  delaying  payn 
and  suppliers  are  demanding  cas 
front  for  equipment  and  other  goot 
WorldCom  doesn't  get  the  new  fina 
from  the  banks  or  elsewhere  by 
tember,  the  company  likely  will  rui 
of  cash.  "Sidgmore  has  a  very  dif. 
task  in  keeping  the  company  intj 
says  Blair  Levin,  a  telecom  analy 
Legg  Mason  Inc.  Still,  he's  detern 
not  to  turn  his  back  on  his  roots. 

By  Charles  Haddad  in  Atlanta, 
Steve  Rosenbiish  in  New  York 
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ntroducing    the   new   AA.com 

n  to  the  new  AA.com  and  you'll  know  how  to  travel  in  a  whole  new  way.  You'll  know  that  the  My  Account  feature  allows  you  to  personalize 
lation  and  store  travel  preferences  to  speed  booking.  You'll  know  how  to  manage  your  A%dvantage*  account  and  receive  Net  SAAver  Alerts 
nany  as  30  of  your  favorite  cities.  You'll  know  that  Flight  Status  Notification  delivers  the  latest  gate  and  flight  time  updates  to  your  cell  phone, 
PDA  or  e-mail.  And  you'll  know  you  can  use  and  earn  AAdvantage  miles  online  for  everything  from  booking  flights  to  purchasing  upgrades, 
lere's  a  lot  more  you'll  know.  So  add  to  your  knowledge  base  by  simply  logging  on  to  the  new  AA.com  today.  AmeflCanAirlineS 


The  new 


pHA.com 


Now  you  know. 


Ajrlines,  AAdvantage.  Net  SAAver  Alert  and  AA.com  are  marks  of  American  Airlines.  Inc.  American  Airlines  reserves  the  nght  to  change  the  AAdvantage  program  rules,  regulations,  travel  awards  and  special  offers  at  any  time 
jtce.  and  to  end  the  AAdvantage  program  with  six  months  notice 
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Life  enhancing  genetics. 


:ah  is  known  for  its  extraordinary  recreation.  It's  also  known  for  its  vast 
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iscovered  more  disease-related  genes  than  any  other  university  in  the  world. 
ist  a  few  reasons  to  grow  your  business  here.  Discover  more  at:  utah.gov/tech 


Utah! 


Where  ideas  connect' 


SF/E/3 


Make  the  best  executive 
advertise  in  The  MNI  Executive  Network 


M  N 


MEDIA    NETWORKS. INC 
Local  Ads.  National  Mags. 


877.ASK.4MNI 


www.mni. 


ws:  Analysis  &  Commentary 


ECONOMY 


JOVERY?  MANUFACTURERS 
■N'T  CONVINCED 

're  not  hiring  or  spending  despite  an  uptick  in  orders 


hear  the  optimists  tell  it,  the  bat- 
red  manufacturing  industry  is  fi- 
lly on  the  mend.  Orders  are  up, 
•oduction  is  climbing.  After  leading 
into  recession  last  year,  manu- 
re are  ready  to  propel  the  econ- 
ack  to  the  promised  land  of 
sustained  growth, 
ter  not  sound  the  trumpets 
et,  though.  True,  manufac- 
has  rebounded  from  last 
low,  but  the  recovery  re- 
weak  and  uneven.  While 
asic  industries  as  steel  and 
als  are  increasing  output, 
such  as  telecom  and  aero- 
remain  depressed.  What's 
the  manufacturing  rebound, 
it  is,  has  yet  to  translate 
e  stepped-up  hiring  and  in- 
d  capital  outlays  that  every 
nist  concedes  is  necessary 
full-fledged  expansion.  Al- 
it's  now  only  17%  of  the 
ny,  manufacturing  is  still 
because  it's  the  swing  fac- 
sing  and  falling  while  the 
sector  remains  relatively 

ough  the  first  five  months 

year,  industrial  production  has 

by  a  half-percent  per  month — 

lalf  the  typical  pace  of  past  re- 

And  as  measured  by  the  Fed- 

eserve,  production  is  still  below 

that  prevailed  before  September 

at's  hardly  cause  for  celebration. 

sobering,  in  some  industries, 

s  technology  and  telecommunica- 

-sectors    that    drove    economic 

during  the  1990s — there's  little 

ice  of  much  of  a  recovery.  On  July 

vanced  Micro  Devices  Inc.,  the 

second-biggest   maker  of  PC 

ssors,  said   see- 


ing up,  manufacturers  can't  seem  to  get 
a  break.  That's  due  in  part  to  a  glut  in 
manufacturing  capacity  that  is  forcing 
many  producers  to  cut  prices  to  keep 
going.  Alcoa  Inc.,  the  world's  largest 
aluminum  producer,  reported  on  July  8 
that  its  second-quarter  profits  fell  by 


When  it  comes  to  capital  outlays, 
manufacturers  are  even  more  tight-fist- 
ed. A  survey  released  July  10  by  the 
National  Association  for  Business  Eco- 
nomics found  that  goods-producing 
companies  slashed  capital  spending 
again  in  the  second  quarter — the  sixth 
straight  quarter  that  has  happened. 
High-tech  firms  have  been  particularly 
brutal,  with  hard-pressed  chipmakers 
expected  to  slash  investment  by  20% 
this  year,  according  to  Morgan  Stan- 
ley analyst  Steven  Pelayo. 

Yet  all  is  not  gloom  on  the  factory 
floor.  Auto  sales  have  stayed  strong, 
though  Detroit  has  had  to  offer  stepped- 
up  incentives  to  entice  buyers  into 


larter  sales  were 
$600   million— 

ielow  the  $620 
to  $700  million 
projected  two 
earlier.  Blame 

on    fizzling    PC 

following  an  end- 

1  spurt. 

even  in  areas 
demand  is  pick- 


BUT  WILL  IT  LAST? 
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nearly  25%,  to  $232  million,  as  falling 
prices  canceled  out  a  rise  in  shipments. 
It's  no  wonder,  then,  that  manufac- 
turing companies  remain  cautious  and 
are  keeping  a  tight  rein  on  hiring  and 
spending.  Even  as  industrial  production 
has  picked  up  this  year,  manufacturers 
have  continued  to  hack  away  at  their 
payrolls,  reducing  them  overall  by  near- 
ly 200,000,  including  23,000  jobs  elimi- 
nated in  June. 

Instead  of  taking  on  more  workers, 
companies  are  asking  existing  employ- 
ees to  work  more  hours  or  are  hiring 
lower-cost  temps.  But 
even  there,  executives 
are  moving  cautiously. 
According  to  Manpow- 
er Inc.  ceo  Jeffrey  A. 
Joerres,  manufacturers 
are  taking  on  tempo- 
rary workers  for  30- 
to  60-day  assignments 
rather  than  indefinite- 
ly, as  they  did  in  the 
past. 


MAY  '02 


showrooms.  Honda  Mo-   pD|«uT  conT 
tor  Co.  is  gearing  up,   BHIGHTSPUT 
announcing  on  July  9   Incentives 
a  $466  million  expan-   have  helped 
sion   at   three   of  its        ,        , 
North  American   aUt0  Sales 

plants.  "We  feel  the  retain  their 

market  is  gradually  ex-   strength 
panding,"  says  Thomas 
G.  Elliott,  executive  vice-president  at 
American  Honda  Motor  Co. 

Other  manufacturers  aren't  so  sure, 
even  with  demand  for  their  products 
rising.  "While  we  are  seeing  improve- 
ments in  several  important  sectors," 
says  Raj  L.  Gupta,  ceo  of  Rohm  & 
Haas  Co.,  a  Philadelphia  chemical  mak- 
er, "we  see  no  reason  at  this  time  to  as- 
sume that  demand  will  continue  at  this 
rate."  His  bleak  assessment  sums  up 
the  prevailing  sentiment  in  Factoryland 
USA  these  days.  Despite  what  the  opti- 
mists say,  the  economy  may  still  have  a 
long,  hard  slog  ahead. 

By  Rich  Miller  in  Washington,  with 
bureau  reports 


Data:  Federal  Reserve 
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Iicrosoft  Corp.,  whose  software  has 
come  to  dominate  the  workplace, 
now  wants  to  take  over  your  liv- 
ing room  as  well.  Last  October,  the 
Redmond  (Wash.)-based  software  giant 
launched  Windows  XP.  the  new  operat- 
ing system  that  makes  it  a  snap  to  or- 
ganize music  files  and  gather  digital 
photos.  Microsoft  then  jumped  into  the 
\ideo  gaming  market,  with  its  Xbox 
game  console.  And  on  July  11,  it  plans 
yet  another  bold  foray,  this  time  into 
home  networking. 

With  global  sales  last  year  of  $1.4 
billion,  home  networking  hardly  holds 
the  sex  appeal — or  the  profitability — of 
the  lucrative  game  console  business. 
But  Microsoft  now  believes  that  net- 
working devices,  known  as  routers, 
may  be  the  key  to  controlling  the  digi- 
tally wired  home.  By  selling  routers 
that  link  PCs  to  game  consoles,  TVs, 
and  other  household  devices,  Microsoft 
is  hoping  to  serve  as  the  gatekeeper 
connecting  consumers  to  the  multibil- 
lion-dollar  world  of  digital  entertain- 
ment: games,  movies,  music,  and  other 
services.  At  the  same  time,  Microsoft 
hopes  to  defend  its  place  as  the  tech- 
nology centerpiece  for  consumers 
against  intrusions  by  other  home-net- 
working services.  "There's  a  bigger 
strategic  connection,"  acknowledges 
Adam  LeVasseur,  a  group  product 
manager  at  Microsoft. 

In  Microsoft's  vision  of  the  future,  all 
these  home  devices  and  appliances  will 
be  connected  through  the  router  not 
just  to  one  another,  but  also  to  the  In- 
ternet. Thus,  rock  fans  could  download 
the  latest  tunes  from  a  Net  service  and 
then  access  the  song  on  their  stereo. 
And  families  could  share  a  high-speed 
Net  connection  so  teens  could  swap  in- 
stant messages  with  then-  pals  at  the 
same  time  Mom  pays  bills  online. 

For  its  pail,  Microsoft  won't  discuss 


COMPUTING 


THE  HOUSE 

THAT  MICROSOFT 

IS  BUILDING 

A  plan  to  sell  routers  is  key  to 
its  vision  of  the  digital  home 

details  of  its  networking  plans,  except  to 
say  it  will  offer  kits  for  both  wired  and 
wireless  connections.  And  while  it  hasn't 
announced  pricing,  analysts  briefed  by 
Microsoft  expect  the  giant  to  match 
competitors  like  Linksys  Group  Inc.  and 
Netgear  Inc. — charging  roughly  $250 
for  a  wireless  broadband  router — and 
perhaps  then  bundle  it  with  deals  on 
its  high-speed  MSN  Internet  service. 
"Competitors  should  be  worried."  warns 
Mike  Wolf,  an  analyst  with  industry  re- 
searcher In-Stat/MDR. 

Microsoft's  networking  rivals  may 
lack  the  clout  to  fight  back.  Linksys  and 
Netgear,  the  current  leaders  in  home- 
networking  devices,  combined  for  less 


A  BILLIONS  OF  DOLLARS 

Data:  In-Stat/MDfi 


than  $600  million  in  sales  last  vfl 
mere  29c  of  Microsoft's  revenues  | 
same  period. 

Ironically,  both  companies 
closely  with  Microsoft  to  ensure  it 
Windows  xp  worked  well  with 
networking  gear.  Now-,  they 
prospect  of  competing  with  the] 
company  that  provides  the  tecJ| 
data  to  make  their  products  oj 
seamlessly  with  Windows.  "PoterJ 
there's  a  conflict  of  interest." 
Linksys  Vice-President  Janie  TsacJ 
nonetheless  hopes  to  stay  a  step 
of  Microsoft  in  innovation. 

History  suggests  that  they  shoij 
wary.  Last  year,  a  federal  appeals  f 
upheld  a  lower  court  ruling  that 
soft  illegally  added  features  to 
to  put  its  chief  browser  rival,  Xetj 
Communications  Corp.,  at  a 
tage.  Microsoft's  networking  rivj 
keenly  aware  of  its  record.  "You  i 
they  will  behave  as  they  have  beeif 
ing  they  will,"  says  Netgear  Chiej 
ecutive  Patrick  C.  S.  Lo. 

Still,  home  networking  is  far  fr| 
sure  bet  for  Microsoft.  The  softw; 
ant  has  dabbled  before  in  1 
with  mixed  results:  Its  keyboards 
mice  are  best-sellers,  but  its  effor 
sell  PC  speakers  and  PC-connected 
less  phones  in  the  late  1990s  fizzled  | 
only  a  year.  And  while  Microsoft's 
game  console  has  sold  well  domestij 
the  weak  response  overseas  has  le<| 
company  to  slash  its  Xbox  sales 
jections  by  as  much  as  40^  for  the 
ended  June  30. 

Howt  big  will  the  home-net\vor| 
business  be  for  Microsoft?  Some 
mists  believe  the  market  could  more  I 
double  over  the  next  few  years,  to  $1 
lion  or  more.  However  fast  the  rml 
grows,  you  can  bet  Microsoft  will  1| 
there  angling  for  the  lion's  share. 
By  Jay  Greene  in 


40  BusinessWeek  /  July  22,  2002 


jtei 


PUTERS 


:  ERYONE  LOVES  A  FREEBIE- 
:  CEPT  DELL'S  RIVALS 

I  company's  prizes  to  buyers  may  ignite  a  deadly  price  war 


Iee  digital  cameras  and  printers, 
ttg  rebates.  Daily  sweepstakes. 
Computer  makers  are  falling  over 
selves  to  get  people  to  buy  their 
s,  offering  incentives  even  as  PC 
B  plumb  new  lows.  Why  the  panic? 
use  the  likes  of  Compaq,  Hewlett- 
ard,  Gateway,  and  Apple  overesti- 
d  demand  for  their  products.  Up  to 
00  unsold  PCs  are  gathering  dust  on 

shelves  and  in  warehouses,  esti- 
3  IDC  analyst  Roger  Kay.  "The 

of  desperation  is  in  the  air,"  says 
krcher  Toni  Duboise  at  PC  product- 
ang  firm  ars  Inc. 

it  at  least  one  PC  maker  smells  op- 
inity.  In  an  effort  to  boost 
ready  formidable  28.4% 

market   share,    Dell 
puter  Corp.  is  offering 
)mers  the  chance  to 
$50,000.  During  July, 
iimers  who  buy  a  Dell 
are      automatically 
•ed  in  a  daily  sweep- 
?s.   The    move — un- 
dented in  the  indus- 
i-could  help  the  No.  2 
laker  increase  sales  of 
consumer   machines, 
h  are  expected  to  ac- 
t  for  some  20%  of  the 
)any's  projected  $8.2 
n   in    second-quarter 
Blue. 
tter  yet,  Dell   says, 
jromotion  will  under- 
rivals'  efforts  to  clear 
ltory  backlogs.  That 

give  Dell  the  one- 
what  many  fear  will 
dismal  back-to-school 

season.  Under  its 
Internet-selling 
1,  Dell  keeps  only  a 
days'   inventory   on 

Meanwhile,  Hewlett- 
ard  Corp.  had  11 
cs  of  inventory  piled 
June — nearly  four 

the  industry  average. 
European  sales  of  Ap- 
Computer  Inc.'s  new 

have  taken  a  turn 
le  worse. 

11  has  little  to  lose.  In 
cet  share  reports  due 
uly  15,  research  com- 
es   idc    and    Gartner 


Dataquest  are  expected  to  show  Dell 
making  continued  gains  worldwide. 
That's  despite  HP's  recent  takeover  of 
Compaq  Computer  and  Gateway^s  price- 
cutting  strategies.  Dell  says  it  will  turn 
a  second-quarter  profit,  even  as  rivals 
lose  money.  And  the  sweepstakes'  pro- 
motion cost  only  $1.55  million  plus  ad- 
ministrative expenses,  says  Dell  Mar- 
keting Director  Erin  Nelson,  who  adds 
that  initial  interest  in  the  giveaways 
has  met  expectations. 

Other  PC  makers  are  frantically  try- 
ing to  match  Dell's  promotion.  Apple  is 
offering  no-payment  financing  through 
October.  Gateway  Inc.  is  giving  away 


■t 


DESPERATE  MEASURES? 

Amid  lackluster  PC  sales,  incentives  are  the  order  of  the  day 

-  Dell  is  giving  away  $50,000  a  day  in  a  monthlong  sweepstakes  and 
throwing  in  a  digital  camera  with  each  PC 
Apple  is  wooing  buyers  with  a  financing  plan  that  includes  no  payments 


until  November 

*■  Hewlett-Packard  is  dangling  $400  rebates  on  Compaq  and  HP  brand  PCs 
Circuit  City,  Best  Buy,  and  CompUSA  otter  rebates  and  savings  plans 

Data:  BusinessWeek 


a  free  printer  or  scanner  with  certain 
PCs.  And  HP  is  offering  its  own  sweep- 
stakes— three  $2,000  shopping  sprees — 
and  rebates  of  up  to  $725.  Even  as  they 
roll  out  their  own  incentives,  there  is  a 
sense  in  the  industry  that  Dell  isn't 
playing  fair  with  its  sweepstakes.  "We 
offer  rebates  to  all  customers,  as  op- 
posed to  the  Dell  approach  that  focuses 
on  the  lucky  winner,"  says  HP  spokesman 
David  Albritton. 

It's  by  no  means  certain  that  all  the 
giveaways  and  rebates  will  work.  Af- 
ter all,  even  fire-sale  prices  have  done 
little  to  entice  reluctant  buyers.  Con- 
sumers see  little  reason  to  upgrade 
computers  as  often  as  in  the  past.  And 
many  corporate  customers  have  yet  to 
replace  aging  systems.  Brokerage  Mer- 
rill Lynch  &  Co.  now  predicts  PC  sales 
will  rise  a  measly  2.5%  this  year,  to  132 
million  units  worldwide,  down  sharply 
from  its  earlier  projection  of  a  10.5% 
year-over-year  unit  gain.  Worse,  average 
prices  are  expected  to  decline  9%. 
And  PC  makers  clearly  realize  that 
incentives  alone  won't  suffice.  In 
the  continuing  wait  for  an  in- 
dustry recovery,  some  are 
looking  elsewhere  to  shore 
up  the  balance  sheet.  HP  is 
undertaking  a  major  re- 
vamp of  its  profitable  print- 
er business  and  this  fall 
plans  to  launch  dozens  of 
models  aimed  at  further 
boosting  margins.  Meantime, 
Apple  is  considering  releas- 
ing a  Windows  version  of  its 
hot-selling  iPod  digital  music 
player,  perhaps  as  early  as 
the  July  17  opening  of  the 
Macworld  Conference  & 
Expo  in  New  York.  Even 
Dell  is  considering  some 
changes,  including  launch- 
ing its  own  line  of  printers. 
The  move  could  further 
hurt  HP  and  bring  in  mil- 
lions of  additional  profits 
from  ink  sales. 

Of  course,  that  still 
leaves  computer  makers 
with  the  problem  of  what  to 
do  with  their  rising  inven- 
tories. With  researchers  now 
slashing  their  estimates  for 
growth  in  2003,  Dell's 
sweepstakes'  offer  could  be 
just  the  first  shot  in  a  battle 
that  will  get  uglier  and  ugli- 
er. That's  good  news  for  con- 
sumers now.  Down  the  road, 
though,  another  round  of  in- 
dustry bloodletting  could 
mean  fewer  PC  makers  to 
choose  from. 

By  Cliff  Edwards  in  San 
Mateo,  Calif. 
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DVD  Entertainment  System 
Leather-trimmed  seats 
Wireless  headphones 
Third-row  Magic  Sear 
Passengers  ride  in  comfort 


When  it  comes  to  keeping  your  kids 


wireless  headphones  and  leather-trimmed  imerioi  available  on  EX  with  leather  only.  ©2001  American  Honda  Motor  Co.,  Inc.  hi  I  londa 


Bridle  and  blinders 

Molded  plastic  saddle 

Horse  whinnies 

Tail 

Saddle  sores 


rond  compare.  The  Odyssey.  |  \  A  minivan.  Only  better. 
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QWEST:  ANOTHER 
UNDER  A  CLOUD 

ANOTHER  BIG  JOLT  FOR  THE 
beleaguered  stock  market: 
Qwest  Communications  In- 
ternational confirmed  it  is  the 
subject  of  a  criminal  probe. 
Neither  Qwest  nor  the  U.S. 
Attorney's  Office  in  Denver 
would  elaborate  on  the  inves- 
tigation. The  company  has 
previously  acknowledged  that 
its  accounting  is  the  subject 
of  an  investigation  by  the 
Securities  &  Exchange  Com- 
mission. The  latest  news 
caused  the  stock  of  the  strug- 
gling Denver-based  telecom 
company  to  lose  more  than  a 
third  of  its  value  on  July  10 
and  helped  prompt  a  wide- 
ranging  sell-off. 

MASTHEAD  CHANGE 
AT  HARVARD  REVIEW 

MANAGEMENT  INTRIGUE  NEVER 

seems  to  end  at  the  supposed 
Bible  of  good  management, 
the  Harvard  Busiiiess  Review. 


CLOSING    BELL 


HEALTH  SCARE 

Wyeth  shares  fell  24%  to 
$37.30  on  July  9  after  a 
much-anticipated  study  re- 
vealed that  its  hormone-re- 
placement therapy  product 
Prempro  raised  the  risk  of 
breast  cancer  and  heart  dis- 
ease. Analysts  expect  the 
news  will  cause  many  women 
to  avoid  it,  eroding  sales  of  a 
$2  billion  franchise  at  Wyeth 
and  clipping  earnings  growth. 


"7 
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STOCK  PRICE 
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Data:  Bloomberg  Financial  Markets 


On  July  8,  Publisher  Penelope 
Abernathy  abruptly  quit.  Her 
employers  say  her  Group 
Publisher  job  was  eliminated 
as  part  of  a  restructuring.  But 
insiders  say  Abernathy  is  be- 
ing punished  for  recommend- 
ing an  aggressive  response  to 
a  scandal  earlier  this  year 
surrounding  an  affair  between 
former  Review  editor  Suzy 
Wetlaufer  and  former  General 
Electric  Chairman  Jack  Welch. 
Wetlaufer,  who  was  writing  a 
story  about  Welch,  quit  in 
April.  Harvard  Business 
School  Publishing^  new  ceo, 
David  Wan,  insists  "the  Wet- 
laufer issue  had  nothing  to  do 
with  the  way  I  wanted  to  or- 
ganize the  company." 

S&P  GOES 
ALL-AMERICAN 

STANDARD   &   POOR'S   SAID   IT 

will  remove  all  seven  non- 
U.S.  companies  from  the 
large-cap  s&P  500,  the  world's 
most  widely  benchmarked  in- 
dex, at  the  end  of  trading  on 
July  19.  It  will  replace  them 
with  seven  U.S.  corporations. 
On  the  out  list:  Royal 
Dutch/Shell,  Unilever,  Nortel, 
Alcan,  Inco,  Barrick  Gold, 
and  Placer  Dome.  s&P  said 
foreign  companies  often  cause 
tracking  errors  between  the 
index  and  the  markets  they 
intend  to  track.  Also,  higher 
transaction  fees  in  foreign 
markets  make  it  more  ex- 
pensive for  investors  to  fol- 
low the  index.  The  newcom- 
ers are  UPS,  Goldman  Sachs, 
Prudential,  Principal  Finan- 
cial, as  well  as  three  tech 
companies — SunGard  Data, 
Electronic  Arts,  and  eBay. 
s&P,  like  Busi7iessWeek,  is 
owned  by  McGraw-Hill. 

A  BUFFETT  BLESSING 
ON  TELECOM    

HAS  THE  TELECOM  INDUSTRY 
bottomed  out?  That's  what 
investors  were  asking  when 
legendary  moment-picker 
Warren  Buffett  announced  a 


HEADLINER:   RAYMOND   GILMART 


TIME  FOR  A  MIRACLE  DRUG 


The  bad  news  keeps  com 
ing  for  Merck  Chairman 
and  ceo  Raymond 
Gilmartin.  On  July  9, 
Merck  was  forced  to 
delay  for  a  third 
time  the  initial 
public  offering  of 
its  pharmacy 
benefits  arm, 
Medco  Health 
Solutions.  The 
deal  to  sell  nearly 
20%  of  Medco  to 
the  public,  postponed 
indefinitely,  received  a 
cool  reception,  due  in  part 
to  concerns  over  Medco's 
aggressive  accounting 
policies.  The  company  in- 
cluded billions  of  dollars  in 
copayments  by  consumers 
as  revenue  even  though 
the  payments  went  direct- 
ly to  pharmacies.  Merck 


has  said  the  policy 
impact  on  earnings  a: 
complied  with  genera 
accepted  accountin 
principles. 
Gilmartin,  61, 
other  headacl 
Patents  are 
piring  on  s 
big  drugs, 
the  new  pro 
pipeline  re 
weak,  invest 
say.  "The  com 
has  underinvest 
research  and  develop 
ment],"  says  Lloyd  K 
health-care  analyst 
money  manager  Harri 
Bretall  Sullivan  &  Sm 
a  Merck  shareholder, 
spite  the  problems, 
though,  Merck  says  it 
plans  to  spin  off  Medcd 
Amy  Ba 


big  bet  on  Level  3  Communi- 
cations July  3.  Buffett's  Berk- 
shire Hathaway  joined  Level 
3's  No.  2  shareholder,  Legg 
Mason  Funds  Management, 
and  Longleaf  Partners  Funds 
to  invest  $500  million  in  the 
company.  Buffett  had  pro- 
fessed an  aversion  to  all 
things  telecom.  But  in  this 
case,  he  said  in  a  statement: 
"Level  3  is  well  equipped  to 
seize  important  opportuni- 
ties." The  stock  surged  62%, 
to  $4.70,  in  the  three  days 
following  the  announcement. 

YOU  CAN  SHELTER, 
BUT  YOU  CANT  HIDE 

THE  IRS  HAS  SUED  ACCOUNTING 

firms  bdo  Seidman  and  kpmg 
to  force  them  to  disclose  in- 
formation about  tax  shelters 
sold  to  clients.  The  Internal 
Revenue  Service  says  pro- 
moters of  shelters  are  re- 
quired to  disclose  information 
about  both  the  schemes  and 
the  clients  who  buv  them.  The 


firms  insist  that  the  hr 
tion  is  confidential.  Ov 
past  year,  the  IRS  hs 
quested  information  o 
shelter  arrangements  fr 
different  promoters.  I: 
June,  Pricewaterhouse 
el's  agreed  to  pay  an 
closed  fine  and  hand  ove: 
ter  documents. 


ETCETERA... 


■  AT&T  shareholders  or 
10  gave  their  blessing  t 
proposed  merger  of  its 
Broadband  cable  open 
with  Comcast. 

■  EBay  announced  it  wi 
Internet  payment  proo) 
PayPal  for  $1.5  billion 
deal   is   expected   to 
eBay's    online    transa 
more  seamless. 

■  Shares  of  bankrupt  K 
Corp.  could  be  deliste 
the  New  York  Stock 
change  within  six  mont 
the  average  price  stays 
low  $1,  the  company  saj 
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edefine  your  power 
ver  the  competition. 
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Proliont  BL  e-Class  Servers 
Intel"  Pentium'  III  processors 


In  today's  constantly  changing  business  environment,  you  have  to  stay  one 
step  ahead  of  the  competition.  Wouldn't  it  be  nice  if  your  infrastructure  could 
help  get  you  there?  It  can,  with  ProLiant  server  technologies  from  HP, 
powered  by  Intel"  Pentium'  III  and  Intel  Xeon"  processors.  Reliable.  Scalable. 
Manageable.  And  built  on  industry  standards.  So  your  infrastructure  can 
adapt  to  change  just  as  quickly  as  you  do. 

HP  can  help  you  plan,  implement,  and  manage  your  infrastructure  with 
service  and  support  solutions  for  every  product,  and  every  business. 

For  more  information,  visit  hp.com/go/proliant3  or  call 
1 .800.282.6672,  option  5,  and  mention  code  TLR. 
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Hewlett-Packard  Company.  Intel,  the  Intel  Inside  Logo,  Xeon,  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries   20O04CL/07/02 
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CEO  GHOSN:  THE 
Z  CAR  IS  HIS  BABY 


I 


I 

■M^^\  Six  months  after  being  dispatched  by  his 
tt^  bosses  at  Renault  to  overhaul  Nissan  Motor 
■r  ^^HA  Co.  in  1999,  Carlos  Ghosn  had  lunch  with  an 
■|^^^H  I  esteemed  visitor  in  the  company's  16th-fioor 
1^  )  executive  dining  room  at  its  Tokyo  head- 
W^^^Wy  quarters.  His  guest  was  the  former  head  of 
y     Nissan's  U.S.  sales  subsidiaiy,  Yutaka  Kataya- 

^^^    ma,  father  of  Nissan's  original  240Z  sports  car. 

?rsally  known  as  "Mr.  K,"  Katayama  gg 

to  plead  a  case  that  had  been  coldly  re- 

1  by  Ghosn's  Japanese  predecessors: 

alizing  the  Z  car  line. 

the  Z-maniacs  who  still  inhabit  every 

r  of  the  U.S.  and  Japan — and  who 
their  friends  and  families  crazy  with 

Z  fan  clubs,  their  obsessive  search  for 
parts  for  vintage  models,  their  week- 
allies — this  lunch  was  a  high  moment  in 

istory  of  the  automobile.  Anyone  born 

1965  won't  get  it,  but  for  15  years — 

1970  to  1985 — the  Z  sports  car  was 

ltimate  thrill  machine,  an  unbeatable 

nation  of  rakish  lines,  raw  horsepower, 

affordability    that    young    Japa- 

and  American  guys  found  impos- 

to  resist.  To  this  day,  middle- 
men who  can't  remember  the 
of  the  girl  they  took  to  the 

can  still  tell  you  everything 

their  first  240Z.  The  inline  six- 

ler  engine.  The  150-horsepow- 

ck.  The  long  nose  of  the  hood. 

that  first  sweet  moment  on  the 

iray  when  the  Z  opened  up  and 

d  what  it  could  do. 


ZOOM,  ZOOM -BUST 

The  I  roared  out  of  the  starting  gate, 
then  lost  power  and  stalled 


'69     75      '80 
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Data:  Nissan  Motor  Co 


Cost-Killer  was  a  Z-man,  too.  When  he  worked  for  tiremaker 
Michelin  in  the  U.S.  in  1989-96,  he  often  took  a  company- 
owned  Nissan  300ZX  for  a  spin  in  the  mountains  near  its 
North  American  headquarters  in  Greenville,  S.C. 

Now  the  boss  has  something  else  to  tool  around  in.  On  July 
5,  the  all  new  350Zs  started  to  roll  off  the  assembly  line  at  the 
Nissan  plant  in  Oppama,  Japan.  Ghosn  himself  got  the  first 
350Z  produced,  a  silver  3.5-liter  V6  model  with  burnt-orange 
leather  seats,  a  240-watt  seven-speaker  Bose 
stereo  system,  and  Nissan's  own  Carwings 
navigation  and  infotainment  system. 

Ghosn's  decision  could  be  a  milestone  for 
Nissan.  Although  the  company  has  climbed 
back  from  the  brink  of  insolvency  in  the 
late  1990s,  historically  Nissan's  fortunes 
have  ebbed  and  flowed  roughly  in  sync  with 
the  popularity  of  its  Z  cars.  The  high  per- 
formance and  dashing  design  of  the  Z  cre- 
ated a  halo  effect  for  the  rest  of  the  Nissan 
line,  even  back  in  the  days  when  the  com- 
pany was  known  as  Datsun  in 
^^^   the  U.S.  In  their  heyday 
in   the   late    1970s 
and  early  '80s, 
issan  and 


The  classic 
Z  car  is  back. 
Can  it  rev  up 
a  tired  brand? 


PROFITS  ARE  FINALLY 
UP  AT  NISSAN... 


t  at  the  time  the  89-year-old 

C  sat  down  to  lunch  with  the 

l,  no-nonsense  Ghosn,  the  Z 

leaded  for  extinction.  Produc- 
ed slowed  to  a  trickle  as  the 

any  attempted  to  stave  off 

ruptcy.  U.S.  sales  ceased  in 
The  arrival  of  Ghosn,  whose 

ess  downsizing  at  Nissan-par- 

lenault  had  earned  him  the 

ame  "Le  Cost-Killer,"  seemed 

iiarantee  that  the  Z  would 

be  very,  very  dead. 

e  unsentimental  Ghosn,  how- 
had  a  surprising  answer  for 

yama.  "When  I  broached  the  subject  of  the  Z,  his  face  lit 

nd  his  eyes  shone,"  says  Katayama.  "I  couldn't  have 
happier  with  his  response."  Recalls  Ghosn,  now  Nis- 
CEO:  "It  was  obvious.  I  could  not  imagine  reviving  Nis- 

vithout  putting  the  Z  back  on  the  road."  Turns  out  the 


...BUT  SALES 
REMAIN  FLAT 


NET  SALES 


▲  BILLIONS  OF  DOLLARS 


the  Z  were  style  pioneers,  both 
in  Japan  and  America.  "Nissan 
had  the  true  sports  cars,"  says 
John  Yukawa,  who  is  project  head 
for  the  350Z — and  who  quietly 
kept  a  group  of  Nissan  designers 
working  on  the  Z  even  when  the 
line  seemed  headed  for  the  junk- 
yard. "That's  why  I  signed  up  and 
why  many  others  like  me  joined — 
in  hopes  of  working  one  day  on  a 
Z."  But  Nissan  then  forsook  its 
style  heritage  by  focusing  too 
much  on  bland,  Toyota-style 
sedans.  The  result  was  a  decade  of 

design  ennui  for  Nissan,  and  a  near-death  experience  as 

profits  and  sales  plunged. 

Ghosn  has  deftly  turned  this  situation  around.  Wringing  out 

savings  from  suppliers  and  scrapping  excess  factory  capacity 

allowed  Nissan  to  post  a  record  net  profit  of  nearly  $3  billion 
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Ghosn  says  he's  banking  on  Z-car  luster  to  rub  o 


for  the  fiscal  year  that  ended  Mar. 
31 — a  12%  increase  over  the  pre- 
vious year.  Sales,  though,  grew 
less  than  2%,  to  $49.6  billion. 
Now,  Nissan  can  no  longer  de- 
pend on  cost-cutting  alone  to 
DOOR  boost  profits.  The  carmaker  can 

HANDLE:  push  suppliers  only  so  far.  Al- 
Clean  ready,  Kawasaki  Steel  Corp.  and 
lines  component  maker  Calsonic  Kan- 

sei  Corp.  have  put  Nissan  on 
notice  they'll  fight  further  price 
concessions.  To  keep  the  profit  momentum 
going,  Nissan  sales  must  rise  soon  and  keep 
rising.  "The  real  battle  for  Nissan  is  yet  to 
come,"  says  Takashi  Oshika,  a  research  di- 
rector at  Mitsubishi  Research  Institute,  a 
Tokyo  think  tank. 

Ghosn  vows  he  will  boost  overall  Nissan 
vehicle  sales  to  3.5  million  by  2005,  up  a 
from  2.5  million  in  2001.  And  he  plans  to   / 
use  the  Z,  which  has  a  starting  price  of 
$26,809,  as  part  of  his  full-scale  sales  of- 
fensive. Already,  Nissan  has  scored  hits 
with  cars  such  as  the  new  Altima  sedan  and  the  G35 
from  the  company's  upscale  sister  brand,  Infiniti.  All  together, 
Nissan  is  preparing  to  launch  28  new  models  worldwide — from 
luxury  suvs  such  as  the  Infiniti  FX45  to  U.  S.-size  pickup 
trucks  and  budget  subcompacts — in  the  next  three  years. 
One  goal  of  Nissan's  big  rollout  is  to  shed  its  dowdy  image. 

As  the  350Z  heads  for  the  showrooms,  Ghosn's  big  hope  is 
that  a  bit  of  Z-ness  will  rub  off  on  other  models,  which  could 
translate  into  higher  margins  for  all  Nissan  cars.  That's  what 
happened  when  the  redesigned,  more  muscular  Altima  was  in- 
troduced last  year:  The  car  drew  customers  into  Nissan 
showrooms,  and,  even  if 
they  didn't  buy  an  Alti- 
ma, many  drove  off  with 
a  Maxima  or  Sentra.  A 
smash    hit    with    a    Z 
would  draw  in  tens  of 
thousands  more.  "It's  not 
just  another  car  in  our 
lineup,"  says  Ghosn  of 
the  Z.  "It's  really  the 
symbol  of  the  revival  of 
our   company."    And    a 
symbol  of  Ghosn's  per- 
sonal victory,  too.  A  suc- 
cessful Z  launch  will  seal 
his  bid  to  run  both  Nis- 
san    and     Renault     in 

2005 — which  would  probably  make  him  the  most  im-       DESIGN 
portant  auto  exec  on  earth.  TEAM: 

No  wonder  Ghosn,  who's  usually  big  on  delegating  au-       Aoki  and 
thority,  took  a  personal  interest  in  this  car.  Throughout        Yukawa 
the  Z's  redevelopment,  Ghosn  kept  designers  on  their       with  the 
toes,  insisting  on  such  details  as  making  the  speedome-       350Z 
ter  easier  to  read  and  redoing  the  interior  to  make  it 
more  like  Porsche  and  BMW.  In  the  fall  of  2000,  at  a 
viewing  session  in  the  courtyard  of  Nissan's  main  research  and 
development  center  near  Tokyo,  he  made  a  snap  decision  that 
sent  his  designers  back  to  the  drawing  board  just  days  ahead 
of  the  planned  final  design  "freeze."  The  reason?  Ghosn  didn't 
like  the  Z  prototype's  single  rear  exhaust  pipe.  Real  sports 
cars,  he  insisted,  have  two  tailpipes.  "That  required  a  lot  of  re- 
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working,"  recalls  chief  designer  Mamoru  Aoki. 
While  the  new  Z  pays  homage  to  earlier  Zs,  with  its 
rear  quarter  windows  and  trademark  circular  "Z"  in- 
signia, the  overall  design  is  a  radical  departure  fro; 
original.  Indeed,  Nissan  explicitly  rejected  a  retro  loo 
the  Z.  Instead,  it  wanted  something  that  incorporated  t 
es  of  the  past — such  as  the  trademark  hatch  in  back- 
reflected  prevailing  moods  in  the  industry.  Its  broad  s 
and  compact  frame  clearly  echo  recent  designs  by  t 
setters  such  as  Audi,  BMW,  and  Porsche.  What  its  desij 
refer  to  in  Japanese  as  the  car's  kibi-kibi  ("tight") 

mimics  a  profess 
racing  machine — 
the  minimalist  CO' 
to  its  aerodynami 
terior.  "We  model 
after  a  Formula 
car,"  says  Aoki. 

That's  a  real  rr 

over   from   the 

long  snout  and  na 

body — key   Z-car 

that  had  been  reta 

in      previous 

changes.  Another 

departure  from  the 

Z  is  the  pricing  stra 

Although    Nissan 

meet  its  pledge  to  keep  the  350Z  below  $30,000,  to 

the-line  models  approach  $37,000.  That's  way  below  s 

rivals,  such  as  the  $51,600  Porsche  Boxster  S,  but  stil 

pocket  change  for  the  younger  drivers  who  were 

original's  most  ardent  fans.  The  starting  price  for  a 

in  1969  was  $3,500— half  the  price  of  rivals.  That's  a 

$17,000  today  when  adjusted  for  inflation. 

This  time,  company  officials  say  they're  not  aiming 
first-time  car  buyers.  Instead,  "this  is  a  good  third  cai 
somebody  with  a  sedan  and  a  truck,"  says  Patrick  Pelata, 
san  executive  vice-president  and  product  planning  chief 
Nissan  spared  no  expense  in  packing  the  newrest  Z  y 
standard  goodies — from  a  powerful  287-horsepower  engin 
brushed  aluminum  trim  on  the  dash  and  separately  shs 


Nissan  models,  raising  margins  across  the  board 


Cars  sold 

129,900 
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1989-2000 

Base  price     Cars  sold 

$27,300  164,170 


Twilight  of  the  Z.  The 
300ZX  offered  plenty  of 
comfort  and  horsepower. 
But  with  a  price  tag  that 

ntually  approached 
000  for  a  fully 
loaded  model,  it  drove 

Z  to 
extinction. 


350Z 


2002 

Base  price      Cars  sold 

S26.809      ??? 


The  Z's  revenge.  Angu- 
lar design  with  short 
overhangs  sets  it  apart 
from  its  forebears.  The 
powerful  V6  engine  pays 
homage  to  the  300ZX's 
muscle-car  tradition. 


300ZX 


seats  for  the  passenger 
d  driver.  Nissan  figures  the  car  will  be  a  hit 
thirtysomething  lawyers  and  bankers  as  well 
png  baby  boomers  with  a  nostalgic  bent.  "To  me,  it's 
man's  sports  car,"  says  U.  S.  sales  and  marketing  chief 
Connelly. 

t  competition  is  heating  up  among  midrange  sports 
even  as  demand  has  fallen  in  the  past  decade.  In  that 
king  market,  the  Z's  price  tag  may  yet  prove  a  liability, 
re's  not  much  point  in  launching  a  car  at  an  uncompeti- 
orice,"  snipes  Lewis  Booth,  CEO  of  Mazda  Motor  Corp., 
|e  RX-8  sports  car,  to  be  launched  next  year,  is  expected 
art  at  about  $20,000. 

was  high  prices  that  killed  off  the  earlier  Z  line.  The  tab 
fully  loaded  300ZX  eventually  ballooned  to  nearly  $50,000, 
turnoff,  even  for  a  high-performance  vehicle.  To  avoid 
mistake,  Nissan  designed  the  current  Z  to  share  its 
is  among  three  models  and  so  split  the  bill  for  develop- 
.  That's  a  big  edge,  be- 
;  the  cost  of  creating  a 
model  from  scratch  aver- 
nearly  $500  million.  The 
also  shares  its  V6 
le  with  the  Alti-  t 
Vlaxima,  and  G35. 
ng  many  parts 
will  be  shared  are 
iir-conditioning  units.  All 
seven  different  Nissan 
[nfiniti  models  will  use  the 
asic  architecture  by  2005, 
inting  for  200,000  cars  a 
Says  planning  chief  Pela- 
We'll  have  the  same  kind 
;onomies  of  scale  as  the 
edes-Benz  C  class  cars  or 
3  Series." 

hen  it  comes  to  looks,  the 
horter  overhangs  in  front 
sack  give  it  a  rounded  ap- 
ance  akin  to  Audi's  suc- 
'ul   tt   roadster.    At   the 


GENTLEMEN,  START  YOUR  ENGINES 

TJie  Zfact 

sports-car 

'  AUDI  TT  (FrontTrak)  The  bold 
four-passenger  coupe  carries  a  base 
price  of  $31,200  for  1.8-liter, 
inder  engine  with  180  hp. 

BMW  Z3  A  sleek  sports  coupe  for  two,  priced  at 
$37,900  for  a  3.0-liter  engine  with  225  h 

HONDA  S2000  This  curvy  convertible  from  $32,400 
for  a  2.0-liter,  four-cylinder  engine  with  240  hp. 

MERCEDES-BENZ  SLK230  ROADSTER  This 
classy  two-seater  starts  at  $39,400  for  a  2.3-liter 
engine  with  192  hp. 

PORSCHE  BOXSTER  S  Compact  twin-seat  convert- 
ible starts  at  $51,600  for  3.2-liter  engine  with  250  hp. 
Data:  Company  re 


same  time,  the  clean  geometric  shapes  of 
the  door  handles,  windows,  and  wheels  are 
meant  to  identify  it  clearly  as  a  member  of 
the  Nissan  family.  As  for  performance,  early 
reviews  say  that  the  Z  is  dead-on  in  its  at- 
tempt to  strike  a  balance  between  sports 
car  zest  and  value.  "If  you  liked  the  original 
240Z,  you'll  love  the  new  350,"  writes  Csaba 
Csere,  editor-in-chief  at  Car  &  Driver,  who 
points  out  that  the  Z  has  nearly  as  much 
horsepower  as  a  Porsche  911,  a  car  that 
costs  2Y>  times  the  price. 

Nissan  expects  to  sell  the  bulk  of  the 
40,000-50,000  Z  cars  it  plans  to  produce  an- 
nually in  the  U.S.  Nissan  will  debut  a  road- 
ster version  of  the  350Z  in  the  U.S.  later 
this  year.  U.  S.  dealers  are  betting  that  the  Z 
will  eventually  outsell  even  the  Chevrolet 
Corvette — which  means  annual  U.S.  sales 
of  30,000  units,  a  big  number  for  a  sports 
car.  Chevy  officials,  though,  insist  they  don't 
feel  threatened.  "Our  buyers  are  Corvette 
people,"  says  Ken  Thompson,  a  sales  man- 
ager at  Frank  Parra  Chevrolet  in  Dallas. 
"The  Corvette  has  a  place  of  its  own." 
In  the  U.  S.,  early  signs  for  the  Z  are  encouraging. 
Advance  orders  for  the  car  already  top  7,800  units.  Nissan 
plans  a  major  U.  S.  advertising  campaign  for  the  Z  starting  in 
August.  The  campaign  will  feature  a  new  slogan  for  the  brand, 
similar  to  the  "Shift_the  Future"  line  being  used  in  Japan. 

Excitement  is  building  back  home  in  Japan,  too,  where 
Nissan  is  expected  to  sell  several  thousand  Zs  a  year.  Limit- 
ed edition 
toy    ver- 
sions   of 
the     car 

are  trading  on  Japanese  Internet  auction  sites.  Nissan  has  be- 
gun an  aggressive  teaser  ad  campaign,  showing  a  profile  of  the 
car  under  the  slogan,  "One  step  ahead:  Meet  the  Z." 

But  even  in  the  birthplace  of  the  Z,  some  opinion-makers 
remain  critical.  Makoto  Oura,  chairman  of  Japan's  biggest  Z 
car  club,  says  Nissan  should  have  settled  for  a  smaller,  2.0- 
liter  engine  and  cheaper  parts 
to  make  it  more  affordable  to 
average  Joes.  Although  Oura 
has  one  on  order,  he  admits 
that  "I  bought  it  because  it's  a 
Z,  not  because  I'm  especially 
thrilled  with  the  package." 

That  concern  looks  like  the 
one  warning  flag  as  the  Z  be- 
gins to  roll  out.  But  Ghosn  is 
betting  drivers  will  forget  the 
sticker  price  the  minute  they 
get  behind  the  wheel  and 
shift  into  first.  If  Ghosn  is 
right,  this  car  could  be  his 
greatest  legacy  at  Nissan — 
good  enough  to  trade  in  Le 
Cost-Killer  for  a  new  moniker, 
Mr.  Z. 

By  Chester  Dawson  in 
Tokyo,  with  Larry  Armstrong 
in  Los  Angeles  and  Joann 
Muller  and  David  Welch  in 
Detroit 
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CAN  SGARDINO  GET  PEARSON 
OUT  OF  THIS  PICKLE? 

So  far,  her  growth  strategy  has  only  managed  to  shrink  the  stock 


It  was  one  of  the  great  business  tales 
of  recent  years.  Texas  native  Mar- 
jorie  M.  Scardino  takes  over  stodgy 
British  blue  chip  Pearson  PLC  and  elec- 
trifies the  company  and  its  share  price 
with  folksy  cheerleading  and  a  blaze  of 
deals.  Unfortunately,  the  story  didn't 
end  there.  Like  most  media  companies, 
Pearson  is  now  in  investors'  bad  books. 
The  stock  price,  which  had  more  than 
tripled  under  Scardino  by  the  spring  of 


Maybe  so,  but  for  now  she's  likely  to 
keep  taking  heat.  Pearson's  operating  in- 
come before  Internet  losses  and  amorti- 
zation for  all  of  2002  will  likely  be  about 
$945  million  on  sales  of  $6.8  billion,  ac- 
cording to  Sanford  C.  Bernstein  &  Co.  in 
New  York.  If  so,  that  would  be  another 
fiat-to-down  year  after  a  6%  drop  in  2001. 
Investors  are  growing  skeptical  that 
Scardino  will  ever  deliver  the  hoped-for 
high  returns  that  once  drove  the  stock 


A  SERIES  OF  STRUGGLES 

•  Education,  which  accounts  for  60%  of  rev- 
enues, is  under  pressure  from  government  cut- 
backs and  lower  sales  of  IT-related  texts 

•  The  Financial  Times 
has  been  hit  by  a  big 
decline  in  ad  revenues 

•  Scardino  was  slow  to 
cut  back  spending  on 
Internet  development, 
leading  to  big  losses 

•  Last  year's  sale  of 
the  22%  stake  in  Eu- 
ropean broadcaster 
RTL  took  away  some 
of  Pearson's  upside 
potential 

•  Scardino  made 
pricey  acquisitions  that  have  been  marked 
down  by  the  market  and  earn  low  returns  on 
capital 


fisanoaltH^s, 


Data:  BusinessWeek 

2000,  is  now  just  below  wiiere  it  was  at 
the  start  of  her  tenure  in  1997.  Not 
surprisingly,  her  moves,  once  applauded, 
are  getting  poor  marks.  "If  she  were 
to  leave  now,  she  would  be  judged  a 
failure,"  says  Matthew  Owen,  media  an- 
alyst at  Morgan  Stanley  in  London  and 
an  early  Pearson  skeptic. 

Scardino,  55,  has  a  ready  answer.  "If 
you  want  to  judge  me  by  the  stock 
price,  fair  enough,"  she  says.  "But  to 
toot  my  own  horn,  I  have  changed  the 
company  entirely.  It  is  a  company  with 
huge  growth  potential.  The  culture  is 
[now]  completely  different,  and  people 
underestimate  the  importance  of  that 
to  the  company's  ability  to  perform." 


price  skyward.  Bernstein  figures,   rj  APlf  TH  MPFiTA 
for  instance,  that  Pearson  is  only   DAVjIV  1U  IVlLiULtt. 

earning  3.3%  on  invested  capital.    Revenues  haven't 
They  also  worry  that  education,   rewarded  Scardino's 
where  Scardino  has  put  most  of  j    refocusinS 

her  chips,  isn't  the  growth  indus-  succes> 
try  that  it's  cracked  up  to  be  and  that 
she  may  not  be  able  to  control  costs  in 
what  is  turning  into  a  sharper  downturn 
than  expected.  "If  you  look  at  the  re- 
turns, it  is  a  worse  company  now  than 
when  Scardino  took  over,"  says  Terry 
Smith,  CEO  of  London  brokers  Collins 
Stewart  Ltd. 

Worst  affected  is  Pearson's  crown 
jewel,  the  Financial  Times.  Ad  revenues 
are  down  an  estimated  20%  this  year,  on 


top  of  a  20%  drop  in  2001.  (Bi, 
Week,  a  division  of  McGraw-H 
suffered  even  worse  back-to-back  I 
clines,  as  has  The  Wall  Street  Jo\ 
Pearson  doesn't  expect  a  recovei] 
2004  and  is  considering  additional 
the  substantial  ones  already  ml 
the  FT,  where  Pearson  gets  10$  I 
revenues.  Furthermore,  education  I 
lishing,  in  which  Scardino  has  in  J 
more  than  $7.2  billion,  is  provil 
more  vulnerable  to  the  economiif 
than  she  reckoned.  With  U.  S.  st 
local  governments  slashing  expencj 
Michael  Nathanson,  European  me<| 
alyst  at  Sanford  C.  Bernstein, 
the  market  for  U.S.  school  text| 
where  Pearson  has  placed  the 
bets,  could  decline  by  3%  this  veil 
Graw-Hill,  a  leading  textbook  pi[ 
er,  faces  similar  pressures. 

To  be  sure,  ml 
Scardino's     prol 
are  a  result  of  1 1 
tough  environme| 
equities,  and  for 
plays     in     parti 
Few  would  dem 
she     has     shar|l 
Pearson's  focus,  ;| 
a  conglomerate 
to    three   main 
nesses:         educi 
which  contribute 
most  two-thirds 
erating  revenue:! 
FT  Group;  and  pu| 
er  Penguin  Grou{ 
But  Scardino  cl 
boost     growth 
these  divisions  byl 
ing  new  propertien 
markets  are  like! 
pan  any  major  acJ 
tions  because  inve 
consider  her  profli 
along  with  other 
vintage   media   ei 
"She      made      h 
priced  acquisition 
the  most  inoppoi 
times,"      says      I 
Hendry,  a  partm! 
Odey   Asset    Mar 
ment  Ltd.  in  Lor 
Scardino  justified   her   deals    on 
grounds  that  the  world  was  enterir 
age  when  the  demands  for  inform; 
and  educational  materials  would  exr- 

The  vision  may  still  be  on  the 
but  the  dream  has  been  delayed| 
Scardino  has  few  options  besides 
trolling  costs.  Late  in  the  day.  srl 
sharply  scaling  back  Pearson's  ambiif 
in  online  education,  where  the  comj| 
has  blown  about  $185  million  tryinl 


50  BusinessWeek  /  July  22,  2002 


I 


"We  told  KPMG  Consulting: 

Texans  should  do  government 

business  online,  not  in  line." 


'KPMG  Consulting  and  the  State  of  Texas  have 
certainly  hit  a  home  run  with  the  people  of 
Texas.  In  90  days,  we  provided  our  citizens 
with  TexasOnline  ...  establishing  our  place  in 
the  market. 

'We've  lowered  the  transaction  cost  for  people 
to  do  their  government  business.  The  benefits 
are  endless,  and  we've  only  begun  to  scratch 
the  surface." 


www.TexasOnline.com 


'This  is  a  very  new  opportunity  in  government 
providing  services  on  the  Internet.  We  saw 
this  as  a  business  problem,  not  a  technology 
problem. 

"So  we  created  a  solution  where  we  not  only 
build  and  manage  the  technology,  but  we 
manage  the  accounting,  finance,  marketing, 
public  relations,  customer  service,  and 
translation  services. 

"We're  very  proud  to  have  just  had  our  5 
millionth  visit  to  TexasOnline." 


YOU  CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION       RESULTS 


Consulting 


PMC  Consulting.  Inc  All  rights  reserved   KPMG  Consulting,  Inc   is  an  independent  consuttir 
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establish  an  education  portal  for  con- 
sumers called  The  Learning  Network. 
She  has  also  slashed  expenses  at  the 
online  version  of  the  FT.  Overall  Internet 
losses  are  expected  to  fall  from  $215 
million  last  year  to  $93  million  this  year. 

If  times  get  harder,  high-profile  ini- 
tiatives could  be  threatened.  Expansion 
of  the  FT,  which  now  has  a  501,000  cir- 
culation, has  been  halted.  In  publishing, 
Scardino  has  deputized  former  Finance 
Director  John  Makinson,  a  possible  suc- 
cessor, to  take  over  the  Penguin  group. 
One  task  there  is  to  make  Dorling 
Kindersley,  the  flashy  but  money-losing 
British  publisher  that  Scardino  paid 
$482  million  for  in  2000,  profitable. 

Investors  are  also  waiting  for  that 
big  payoff  in  education.  Scardino  turned 
Pearson  into  the  biggest  player  in  edu- 
cation overnight  by  making  a  knockout 
$4.6  billion  offer  to  Viacom  Inc.  for  Si- 
mon &  Schuster's  educational  publishing 
assets  in  1998.  Then  she  took  what 
many  analysts  consider  a  step  too  far  by 
paying  $2.5  billion,  a  26%  premium  over 
the  market,  for  a  Minnesota-based  edu- 
cational testing  company  called  Nation- 
al Computer  Systems  Inc.  in  2000. 

Will  these  businesses  achieve  the  high 
growth  Scardino  expected  from  them? 
Bernstein  forecasts  that  Pearson  Educa- 
tion's revenues  will  grow  by  only  2%  in 

2002,  to  $4.1  billion,  and  by  just  3%  in 

2003.  Sources  close  to  the  company,  how- 
ever, say  that  5%  per  year  is  more  real- 
istic. The  college  and  high  school  divi- 
sions remain  strong,  while  professional 
and  data  management  texts  have  fallen 
off  sharply  owing  to  the  technology 
slump.  International  educational  publish- 
ing, for  which  Scardino  had  big  hopes, 
has  been  hurt  by  economic  woes  in  Latin 
America,  ncs  scored  a  coup  by  securing 
$315  million  in  U.S.  government  con- 
tracts for  screening  airport  security  per- 
sonnel, processing  immigration  forms,  and 
online  education  for  the  Navy.  But  it  has 
disappointed  in  education  software. 

A  mixed  record.  Yet  Scardino  seems 
to  have  retained  the  confidence  of  Pear- 
son's board.  "I  am  not  sure  I  would  bet 
against  Marjorie  Scardino,"  says 
Jonathan  Newcomb,  formerly  ceo  of  Si- 
mon &  Schuster  and  now  a  principal  at 
Leeds  Weld  &  Co.,  a  New  York-based 
private  equity  firm  that  specializes  in 
education.  Scardino  says  she  plans  to 
stay  "as  long  as  I  can  to  prove  that  I 
can  deliver  on  the  promise  of  this  com- 
pany." Over  the  next  few  quarters, 
Scardino  will  show  whether  she  is  the 
talented  manager  she  seemed  to  be  ear- 
ly in  her  tenure  or  whether  she  was 
just  another  lucky  ceo  riding  the  boom. 
By  Stanley  Reed  in  London 


COMMENTARY 


By  Jack  Ewing 


DEUTSCHE  TELEKOM 
NEEDS  MORE  THAN  AN  AX 


A 

k 


By  all  accounts,  Ron  Sommer's 
days  as  Deutsche  Telekom's  boss 
are  numbered.  With  the  compa- 
ny's shares  trading  below  then-  1997 
initial  public  offering  price,  Chancel- 
lor Gerhard  Schroder — in  a  tough  re- 
election fight — can  no  longer  afford 
to  support  the  embattled  exec.  Auf 
Wiedersehen,  Herr  Sommer. 

Sommer's  departure,  though,  wall 
do  nothing  to  lighten  the  giant  telco's 
huge  debt  load  of  $66  billion.  The  ob- 
vious solutions  have  all  been  tried  or 
contain  big  downsides.  Deutsche 
Telekom's  new  boss — may  the  Lord 
have  mercy  on  his  soul — must  go 
further.  So  must  the  government, 
which  still  owns  43%  of  the  company. 

Here's  a  proposed  plan:  First  thing, 
hold  a  rights  issue.  Yes,  selling  new 
shares  at  a  discount  to  existing  share- 
holders would  dilute  equity,  and  theo- 
retically pummel  them.  But  the  shares 
of  BT  Group  PLC  and  Dutch  telco  KPN 
rose  after  they  used  rights  issues  to 
help  get  debt  under  control.  Investors 
welcomed  the  fresh  capital  and  were 
willing  to  forgive  the  share  dilution. 

The  new  boss  should  also  insist 
that  the  government  accept  some  re- 
sponsibility for  Deutsche  Telekom's 
woes.  A  big  chunk  of  its  debt  stems 
from  the  cost  of  rewiring  East  Ger- 
many, an  investment  made  when  the 
state  was  the  sole  owner.  Germany's 
government  also  profited  hugely 
from  the  sale  of  third-generation  mo- 
bile-phone licenses  to  providers,  in- 
cluding Deutsche  Telekom. 

How  can  Berlin  make  amends? 
The  politicians  should  stop  playing 
football  with  Som- 
mer's head  and  al- 
low the  company  to 
reduce  the  staff  of 
255,000  more  quick- 
ly. The  way  to  lower 
debt  is  to  boost  cash 
flow,  which  means 
cutting  costs. 

There's  another 
favor  the  govern- 
ment can  provide: 
Overrule  regulators 
who  have  blocked 
the  sale  of  Deutsche 


DRAGGED  DOWN  BY  DEBT 


SOMMER:  On  the  way  out? 

Telekom's  cable-TV  systems.  John 
Malone's  Liberty  Media  Corp.  wa 
ready  to  pay  $5.4  billion  earlier  tl 
year,  but  the  Federal  Cartel  Office! 
nixed  the  deal  after  the  media  mo! 
refused  demands  that  he  spend  h\\ 
lions  upgrading  the  systems.  In  re| 
rospect,  it's  clear  the  regulators 
wrong.  Sommer's  successor  should! 
take  the  job  until  the  government! 
clears  the  sale. 

The  good  news  about  Deutsche  | 
Telekom  is  that  its  cash  flow  is  stil 
strong  enough  to  fend  off  a  crisis  ll 
another  two  years.  However,  if  soi| 
thing  unexpected  hits  cash  flow, 
Deutsche  Telekom  will  have  to  cor| 
sider  more  drastic  solutions,  such 
a  workout  that  forces  bondholders! 
(primarily  international  institutional 
investors)  to  accepl 
less  than  face  valul 
No  one  expects  su| 
a  step  now.  But 
then,  no  one  predil 
ed  the  current  cri-| 
sis — and  Deutsche  I 
Telekom's  3  millioij 
German  shareholdti 
cannot  afford  anotll 
er  one. 


'94  '95  '96   '97   '98 
▲  BILLIONS  OF  DOLLARS 

Data  Deutsche  Telekom 
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Etving  covers  Gil 
man  business  fron\ 
Frankfurt. 
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iternational  Outlook 


I  TED  BY  ROSE  BRADY 


lUTH  KOREA:  FROM  WORLD  GUP  HERO 
PRESIDENT? 


loccer  euphoria  lingers  on  in  South  Korea,  co-host  of  this 
year's  World  Cup.  The  country's  team  had  the  best 
showing  by  an  Asian  contender  in  the  history  of  the 
lpionship,  making  it  to  the  semifinals.  But  the  World 
s  most  important  impact  isn't  on  Korea's  sports  world — 
>n  the  country's  tumultuous  politics.  This  is  a  presidential 
ion  year,  and  there  may  soon  be  a  strong  new  candidate: 
ig  Mong  Joon,  president  of  the  Korean  Football  Assn., 
negotiated  for  Korea  to  be  co-host  and  organized  the 
>s.  Chung  also  hired  Guus  Hiddink,  the 
;h  coach  who  led  the  South  Korean 
on  its  successful  run.  To  top  it  off, 
ig,  50,  is  a  member  of  the  dynasty  that 
led  the  mighty  Hyundai  cfiaebol,  and  is 
»nally  worth  $143  million, 
tung's  adroit  handling  of  the  World 
has  suddenly  given  him  the  kind  of 
mal  popularity  necessary  to  make  a  se- 
i  presidential  run.  In  the  past  month, 
atings  in  the  opinion  polls  have  more 
doubled,  to  24%.  That  puts  him  within 
e  of  ruling  party  candidate  Roh  Moo 
n,  who  enjoys  26%  support.  Chung  still 
s  opposition  candidate  Lee  Hoi  Chang 
5  points,  but  the  election  is  five  months 
y,  and  Chung  has  yet  to  declare  his 
idacy.  "It's  better  to  separate  sports 
politics,"  he  recently  told  reporters.  "I  " 
k  I'll  have  to  agonize  for  some  time  over  my  position." 
s  to  Chung,  who  has  served  in  Parliament  as  an  inde- 
ent  for  14  years,  predict  he  will  run.  "It'll  be  too  at- 
ive  an  opportunity  for  him  to  pass,"  says  one  associate. 
Chung  candidacy  would  make  a  wild  presidential  race — 
's  most  important  election  this  year — even  wilder.  Just 
i  months  ago,  it  seemed  that  Roh,  a  human  rights  lawyer, 
d  waltz  into  the  presidential  Blue  House  and  keep  Pres- 
t  Kim  Dae  Jung's  Miflennium  Democratic  Party  in  power. 


CHUNG:  Shrewd  self-promoter 


But  Roh's  candidacy  suffered  when  Kim's  two  sons  were  ar- 
rested for  influence-peddling.  Sick  of  corruption  in  politics,  Ko- 
reans punished  the  Millennium  Democrats  in  June  local  elec- 
tions, handing  11  of  16  mayorships  and  governorships  to  the 
opposition  Grand  National  Party.  That  spurred  a  dozen  mem- 
bers of  Roh's  party  to  demand  he  be  replaced  as  candidate — 
and  several  named  Chung  as  their  favorite. 

It  may  seem  ironic  that  Kim's  party  would  consider  draft- 
ing Chung,  the  ex-boss  of  Hyundai  Heavy  Industries  Co. 
Kim,  after  all,  spent  his  presidency  bat- 
tling to  reduce  the  chaebols'  influence.  But 
Chung  ran  a  scandal-free  World  Cup,  and 
Hyundai  cooperated  with  Kim's  govern- 
ment by  breaking  its  group  into  three  sep- 
arate entities.  Aides  say  that  Chung,  as 
president,  might  loosen  some  restrictions 
on  big  companies — such  as  the  current  lim- 
its to  cross-shareholdings.  But  Chung  backs 
Kim's  Sunshine  Policy  toward  North  Ko- 
rea, which  advocates  a  conciliatory  ap- 
proach to  the  Stalinist  regime. 

A  key  decision  time  will  come  after  by- 
elections  for  13  parliamentary  seats  on 
Aug.  8.  Roh  has  promised  to  review  his 
candidacy  after  the  vote,  seen  as  a  barom- 
eter for  the  presidential  ballot.  Yet  any 
draft-Chung  movement  must  be  handled 
"  carefully.  The  Millennium  Democrats  chose 
Roh  after  Korea's  first-ever  primary,  which  was  held  up  as  a 
key  reform.  "If  Roh  is  dumped  after  such  a  process,  the 
party's  credibility  will  be  seriously  damaged,"  says  Lim  Seong 
Ho,  a  political  scientist  at  Kyunghee  University.  So  if  the  rul- 
ing camp  wants  Chung,  it  will  likely  have  to  disband  the  par- 
ty, organize  a  new  one,  and  launch  a  fresh  campaign.  Chung, 
who  oversaw  a  sports  miracle  for  Koreans,  now  needs  the 
voters  to  help  him  score  a  different  kind  of  last-minute  goal. 

By  Moon  Ihlwan  in  Seoul 


GLOBAL  WRAPUP 


gRKEY:  ELECTION  INTRIGUE 

Die  crisis  rocking  Turkey's  three- 
ir-old  coalition  government  means 
it  key  political  and  economic  re- 
■ms  will  now  be  on  hold.  Since  the 
Tency's  collapse  in  February,  2001, 
?  government  of  center-left  Prime 
nister  Bulent  Ecevit  had  shown 
at  success  in  fighting  inflation,  sta- 
izing  exchange  rates,  and  promoting 
■uctural  reforms.  That  program  has 
en  backed  by  over  $16  billion  in  In- 
national  Monetary  Fund  support. 
But  key  pro-reform  members  of  the 


government  are  now  fleeing,  including 
Deputy  Prime  Minister  Husamettin 
Ozkan,  once  considered  Ecevit's  heir 
apparent  in  the  Democratic  Left  Party. 
The  immediate  issue  has  been  the  de- 
clining health  of  Ecevit,  who  has  been 
in  and  out  of  the  hospital  since  May. 
Were  Ecevit  to  resign  or  die,  the 
prime  ministership  would  fall  to 
Deputy  Prime  Minister  Devlet  Bahceli, 
leader  of  the  far-right  Nationalist  Ac- 
tion Party,  which  is  part  of  the  ruling 
coalition.  The  hard-line  Bahceli,  who 
has  consistently  fought  reforms  meant 
to  draw  Turkey  closer  to  the  Euro- 


pean Union,  is  calling  for  early  elec- 
tions in  November. 

A  key  test  now  will  be  whether  re- 
formist politicians  will  coalesce  around 
Ozkan,  who  says  he  will  form  a  new 
party.  These  are  likely  to  include  re- 
spected figures  such  as  Economy  Min- 
ister Kemal  Dervis  and  Foreign  Minis- 
ter Ismail  Cem.  Yet  such  a  grouping 
would  have  little  grassroots  support 
and  would  likely  fare  poorly  in  general 
elections.  Fearing  shaky  times  ahead, 
ratings  agencies  have  downgraded 
Turkey's  foreign  currency  bonds. 

By  David  O'Byrne  in  Istanbul 
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WHY  LEVIS 
STILL  LOOKS  FADED 


CEO  Marineau  is  reaching 
out  to  new  markets,  but 
style-conscious  rivals 
continue  to  steal  sales 


Ask  Philip  A.  Maiineau,  the  relent- 
lessly upbeat  ceo  of  Levi  Strauss 
&  Co.,  what  progress  he  is  making 
to  turn  around  the  struggling 
jeans  maker,  and  he  sounds  thrilled  to 
tick  off  his  achievements.  "We  have  very 
strong  financial  discipline,"  Maiineau  de- 
clares. 'We  have  good  control  over  our 
inventories  and  working  capital  and 
capital  expenditures.  Our  debt  has  been 
reduced." 

All  that  is  true.  But  there's  a  gaping 
hole  in  his  progress  report:  Sales  at  the 
privately  held  company  are  still  sliding, 
continuing  five  years  of  steep  declines. 
From  a  high  of  $7.1  billion  in  1996,  sales 
at  the  San  Francisco-based  company  in 
2001  skidded  to  $4.25  billion,  down  8% 
from  2000.  Levi's  market  share,  too,  con- 
tinues spiraling  downward  as  the  com- 
pany faces  an  onslaught  of  competition 
from  edgier  upstart  brands,  such  as  Sev- 
en and  Blue  Asphalt.  Its  estimated  U.S. 
market  share  in  men's  and   women's 


jeans  is  12.1%,  down  from  18.7%  in  1997, 
says  consultancy  Tactical  Retail  Solu- 
tions Inc.  And  on  June  20,  the  company 
reported  fiscal  second-quarter  sales  of 
$924  million,  a  12%  decline  from  a  year 
earlier. 

That's  not  an  inconsequential  short- 
fall for  a  PepsiCo  Inc.  marketing  veter- 
an who  arrived  nearly  three  years  ago 
with  a  mandate  to  breathe  some  life  into 
a  tired  brand.  True  to  his  Pepsi  roots, 
Marineau,  55,  lost  no  time  reinvigorating 
the  advertising.  He  generated  lots  of 
talk  with  special-effects-laden  ads  such 
as  "Crazy  Legs,"  which  showed  a  guy 
ambling  through  traffic  with  his  legs 
moving  at  impossible  angles,  or  the  epic 
"Odyssey,"  where  a  couple  crashes 
through  walls  and  splints  up  trees.  Still, 
in  the  fashion  business,  marketing  is 
only  as  good  as  your  latest  merchan- 
dise. And  that's  not  necessarily  a  strong 
suit  for  Marineau,  who  staked  his 
claim  as  a  product  innovator  at 
Pepsi  on  a  single  new  soda,  the 
now-languishing  Pepsi  One 
diet  drink. 

True,    Levi's    stagnation 
didn't  start  with  Marineau. 
When    he    arrived,    Levi's 
were      seen      by      many 
teenagers  and  other  young 


A  NEW  PATTERN  FOR  LEVI  STRAUSS 

How  CEO  Marineau  is  trying  to  breathe  life  into  the  brand 


REVAMP  THE  PANTS 


A  transfusion  of  talent  from  its  European 
unit  is  helping  Levi's  come  up  with  trencher  offerings  such  as 
new  jeans  with  flared  legs  or  low  waists.  But  many  of  the  new 
styles  won't  hit  store  shelves  until  2003. 


GET  INTO  MORE  STORES 


Marineau  is  moving  into  higher-end 
retailers  like  Neiman  Marcus,  Saks  Fifth  Avenue,  and  Bloom- 
ingdale's  later  this  year.  He's  considering  a  push  into  discoun- 
ters like  Wal-Mart  and  Target.  Attempts  to  tap  into  youth-ori- 
ented boutiques  like  Pacific  Sunwear  and  Urban 
Outfitters,  however,  have  met  with  mixed  results. 


BUILD  BUZZ 


Eye-grabbing  advertising,  featuring  hip  street 
dancers  and  epic  special  effects,  are  once  again  generating  in- 
terest in  the  Levi's  brand.  But  without  much  new  product  to  sell, 
there  has  been  no  real  payoff  so  far. 


consumers  as  jeans  for  the  middk 
Trouble  is,  that  hasn't  changec 
Maiineau  won't  launch  a  complet 
vamped  set  of  offerings  on  store 
until  next  spring:  jeans  with  fla 
jeans  with  low  waists,  and  a  line 
"Type  One,"  made  of  dark  denii 
bright  stitching  and  large  pockets.] 
more  painful  is  that  Levi  sat 
sidelines  as  denim  made  a  fashion  I 
gence  starting  a  year  ago,  says  Cl 
ine  Guinee,  an  analyst  at  Mood)! 
vestors  Service.  In  May,  M<[ 
affirmed  its  months-old  "negative| 
look  on  Levi's  $1.9  billion  of  debt 
gesting  that  a  downgrade  may 
sued  later. 

So  far,  the  company's  controlling! 
family  evinces  no  signs  of  restlesj 
with  Marineau's  pace  of  improve 
"If  you  ask  our  board,  to  a  rema 
degree  we're  totally  aligned  with| 

MARINE 

"It  took  I 
while  tol 
into  troi 
and  it 
a  while 
get  out  cl 
trouble"! 
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...Life  Is  Too  Short 
To  Be  Inconvenient! 
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14,000  ATMs 
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Patelco 

Credit  Union 


NETWORK 

Hometown  Convenience. 
Nationwide  Access. 


For  more  info  on  how  Patelco  can  help  you  make  the  most  of  your 
money,  visit  our  web  site  at  www.patelco.org  or  www.co-opnetwork.org 
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q  has  completely  revamped  styles,  but 
y  won't  be  on  shelves  until  spring  of  2003 


oing.  Patience  is  worth  extending  to 

says  Chairman  Robert  D.  Haas, 
g  that  Marineau  had  warned  from 
eginning  that  a  turnaround  would 
five-  or  six-year  process.  But  he 
est  start  delivering  soon  on  his  plan 

the  denim  fashion  window  closes. 

not  as  if  Marineau  has  been  sit- 
>n  his  hands.  He  is  orchestrating 
major  initiatives  beyond  overhaul- 
le  core  product  line.  He  has  been 
I  to  get  his  jeans  into  specialty 
a  sector  of  the  retail  industry 

healthier    than    Ultim  -nc  D..T 
i  mainstay  depart-    N|Ct  flD5<  BUT-  •  ■ 

stores.  And  after  Retailers  say  teens 
is    of    industry  deem  the  waist-and 

lation,   Marineau    ,,  .        ,      ,  .  , 

wwges  that  he  is  the  price-too  high 


1 


\   SUPERLOW  JEANS 


with  the  idea  of  creating  a  new 
to  sell  through  discounters,  such 
il-Mart  Stores  Inc.  or  Target  Corp. 
eau  figures  these  strategies  should 
ales  growing  again  in  2003 — well 
he  2001  target  he  set  soon  after  he 
d.  "It  took  a  while  to  get  into 
e,"  he  says,  "and  it  takes  a  while 
!  out  of  trouble." 

why  has  the  product  overhaul  tak- 
long?  Essentially,  Levi  is  still  over- 
g  some  bad  habits  formed  in  the 
when  the  brand  was  hot  and 
designs  were  not  essential  to  its 
s.  Back  then,  Levi  could  get  away 
reating  women's  jeans  from  men's 
rns,  ending  up  with  pants  that 
quite  fit  women's  curves.  It  could 
teen  girls  and  older  women  as  one 
?t,  leading  to  jeans  that  were  too 
for  moms  and  too  high-waisted  for 
i  To  undo  these  habits,  the  compa- 
s  shipped  in  staffers  from  its  more 
n-oriented  European  division  and 
brainstorming  sessions  to  suss  out 
vhat  teen  girls  and  older  women 
in  their  clothes.  But  the  few  new 
is  it  generated  in  recent  years  pro- 
I  anemic  results, 
make  the  brand  more  alluring, 


Marineau  is  working  to  get  his  mer- 
chandise into  more  specialty  retailers 
frequented  by  the  young  and  hip.  It's 
proving  to  be  a  tough  slog.  "They're  too 
plain,"  complains  Bree  Edmunds,  a  19- 
year-old  shopping  at  the  Hillsdale  Mall  in 
San  Mateo,  Calif.,  who  wears  labels 
ranging  from  Old  Navy  to  Calvin  Klein. 
"There's  just  not  enough  style  to  them." 
Levi  is  testing  jeans  in  12  Pacific  Sun- 
wear  of  California  Inc.  locations  but  so 
far,  sales  have  been  spotty.  Some  cus- 
tomers view  the  $78  price  tag  as  too 
steep,  while  others  haven't  liked 
the  fit,  finding  the  waistband  too 
high  even  on  jeans  labeled  "low- 
rise,"  says  a  salesclerk  at  a  store 
in  Newport  Beach,  Calif.  Other 
chains  don't  think  the  Levi's 
brand    passes    the    cool    test. 
Steven  Strickland,  senior  vice- 
president  of  marketing  at  180- 
unit  Wet  Seal  Inc.,  says  he's  not 
ready  to  carry  Levi's  because 
"it's  not  on  the  radar  screen  of 
young  women  now." 

Levi  has  made  some  progress 

moving  upscale  into  such  chains 

as  Neiman  Marcus,  Saks  Fifth 

Avenue,  and  Bloomingdale's,  all 

of  which  plan  to  carry  Levi's 

later  this  year.  "Many  customers 

want  an  ail-American  jean,  and 

Levi's  is  a  name  associated  with  that," 

says  Darcy  Penick,  an  assistant  buyer 

with  Neiman  Marcus  Group  Inc. 

Marineau  also  is  considering  whether 
to  move  downmarket,  getting  Levi's  into 
the  discounters  that  are  grabbing  a  ris- 
ing share  of  apparel  sales.  Analysts  like 
the  sales  potential  of  such  a  move.  But 
the  marketing  risks  are  considerable  for 
a  company  that  is  striving  for  an  injec- 
tion of  cool.  Even  if  Levi  creates  a  new 
brand  for  the  discounters,  it  would  like- 
ly still  use  the  Levi's  name  somewhere 
on  the  tag.  That  could  complicate  its  ef- 
forts to  polish  its  image  with  fashion- 
conscious  shoppers.  "The  brand's  not  cool 
when  you're  at  Target  [looking]  for  de- 
tergent and  you  see  a  rack  of  Levi's," 
sniffs  Wet  Seal's  Strickland. 

The  Levi's  name  is  so  well-known  that 
"people  are  predisposed  to  the  brand," 
argues  Marineau.  "So,  if  we  get  the 
product  right,  they'll  buy."  But  that's 
exactly  the  problem:  He  hasn't  got  the 
right  product  yet.  Until  he  does,  Levi 
will  be  left  hugging  its  middle-aged  cus- 
tomers' expanding  waistlines — and  its 
own  shrinking  sales. 

By  Louise  Lee  in 
San  Francisco 


Hov/  to  Make  Money  in 
Stocks  by  Investor's  Business  Daily 
founder  William  J.  O'Neil  is  based 
on  an  extensive  study  of  the  great- 
est stock  market  winners  since 
1953.  This  unprecedented  analysis 
is  the  foundation  of  the  book's 
powerful  7-step  investment  system 
for  buying  and  selling  stocks. 

New  and  just  released/  this  fully 
revised  and  updated  edition 
gives  you: 

•A  proven,  fact-based  system  for 
identifying  the  seven  characteristics 
of  a  winning  stock  in  its  early  stages 

•Critical  skills  for  reading  charts  — 
still  your  most  reliable  indicator  of 
a  stock's  true  performance 

•Life-saving  techniques  to  avoid  the 
19  most  common  investor  mistakes 

Find  out  what  one  million 
investors  already  know  — 
How  to  Make  Money  in  Stocks. 


Available  Everywhere 
Books  Are  Sold 
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AUTOS 


GM  GAMBLES 

THAT  SIZE  DOES  MATTER 

But  new  Hummers  face  cost  constraints  and  a  gas-guzzler  backlash 


Jack  Guy,  a  Malibu  (Calif.)  photog- 
rapher, has  long  admired  the  ma- 
cho image  of  the  Hummer  HI,  the 
civilian  version  of  the  U.S.  Army's 
Humvee  assault  truck.  But  the  Hum- 
mer's huge  girth  and  $100,000  sticker 
price  put  it  out  of  Guy's  range.  So 
when     General     Motors 
Corp.,    which    acquired 
Hummer  from  AM  General 
Corp.    in    1999,    started  - 
taking  orders  for  its  new 
smaller  and— at  $50,000— 
far  cheaper  Hummer  H2, 
the  40-year-old  Californ- 
ian    finally    bit.     Guy's 
pewter-colored  H2  should   MM 
arrive  in  a  few  weeks. 
"The  H2  looks  like  the 
toughest    truck    on    the 
road,"  he  boasts. 

GM  is  betting  hundreds 
of  millions  of  dollars  that 
there  are  plenty  more 
Jack  Guys  out  there.  It 
wants  to  boost  sales  of 
the  Hummer  line,  which 
now  total  about  700  a 
year,  to  roughly  200,000 
a  year  by  the  end  of  the 
decade.  Eventually,  GM 
hopes  each  H2  will  gen- 
erate up  to  $15,000  in 
profit,  with  the  Hummer 
line  becoming  as  prof- 
itable as  the  Cadillac  di- 
vision, which  earns  about  $500  million  a 
year.  Plans  are  also  afoot  to  produce  a 
$35,000  suv  called  the  H3  and  a  Jeep 
Wrangler-like  H4.  "People  don't  appre- 
ciate how  important  Hummer  is  to  GM," 
says  GM  Vice-Chairman  Robert  A.  Lutz. 
"It's  going  to  be  a  big  moneymaker." 

Perhaps,  but  gm's  gambit  is  hardly 
risk-free.  For  starters,  GM  has  to  hope 
that  the  environmental  lobby's  contin- 
ued push  for  tougher  fuel  economy 
standards  doesn't  succeed  to  the  point 
of  undercutting  the  market  for  gas- 
guzzling  sport-utility  vehicles — a  real 
threat  given  pending  legislation  in  Cal- 
ifornia that  would  force  suvs  to  achieve 
better  mileage.  Plus,  the  federal  gov- 
ernment is  mulling  stricter  fuel  stan- 


dards for  the  2005  to  2010  model  years. 
Moreover,  Lutz  will  be  hard-pressed 
at  a  time  of  corporate  belt-tightening  to 
find  the  money  to  design,  build,  and 
market  future  models,  "gm  will  sup- 
port Hummer  because  it  will  make 
them  money,  [but]  what  other  parts  of 


means  Lutz  may  have  to  gn 
gm's  other  divisions  to  come 
enough  cash  to  build  suvs  that 
Hummers,    not   just    Chevy 
dressed  in  military  garb. 

Indeed,  that  may  be  exactll 
happens  as  gm's  engineers  scral 
build  the  new  H3  on  the  cheai 
want  to  put  the  suv  on  the  pis 
the  forthcoming  Chevy  Colorac 
pickup.  But  designers  gripe 
result  will  be  a  tall,  upright 
not  the  low,  grimacing  road 
consumers  associate  with  the 
name.  "The  H3  could  make 
the  brand,"  concedes  one  GM 
development  executive. 

Then  there's  the  struggle  wid 
economy  standards.  Fortunately  j 


nc 
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the  business  do  you  sacrifice?"  asks 
James  N.  Hall,  an  industry  consultant 
at  AutoPacific  Inc.  And  gm  designers 
and  engineers  face  the  challenge  of 
mass  marketing  the  Hummer  while 
maintaining  its  current  cachet.  "If 
Hummer  sells  too  many,  it  loses  its  ex- 
clusivity," notes  dri-wefa  analyst  Re- 
becca Lindland. 

gm's  big  bet  on  the  Hummer  comes 
during  a  period  when  the  cash-strapped 
auto  giant  has  already  whacked  $900 
million  from  its  capital  budget,  to  $7.1 
billion  this  year.  The  cash  crunch  has 
forced  GM  to  delay  the  launch  of  the  H3 
by  six  months  to  mid-2005,  while  divi- 
sions like  Buick  and  Saab  have  had 
proposed    new    models    nixed.    That 


the  HI  and  H2  are  classified  as 
um-duty  trucks  and  are  exempt 
the  standards.  But  the  smaller  H 
H4  lines  won't  fit  through  the 
loophole.  At  the  same  time,  en 
mentalists  continue  to  try  to  n 
the  exemption  for  medium-duty 
Losing  those  exemptions,  warns 
"would  devastate  the  H2." 

For  its  part,  GM  remains  unc 
ed.  Lutz  views  the  Hummer  as  tl 
tidote  to  suvs  "that  are  becomin 
tion  wagons  or  another  for 
minivans."  Now,  the  questic 
whether  there  are  enough  Jack 
out  there  to  turn  the  Hummer  i 
winner. 

By  David  Welch  in  D 
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CATION 


IE  NEW  DEAN  SHAKING  UP 
RKELEY'S  B-SCHOOL 

Campbell  take  the  MBA  program  mainstream? 

i  Campbell  may  have  been  a  school  that  practically  invented  the  busi- 
-mannered  congressman  from  ness  incubator.  At  the  least,  it's  a  stark 
:  ilicon  Valley,  but  he  never  shied  departure  from  the  hallmark  Haas  focus 
;  ( from  controversy.  For  one  thing,      on  innovation.  Says  Tyson:  "I  don't  think 

lepublican  moderate  was  elected  [the  entrepreneurial  offerings]  are  in 
rimes  from  the  San  Francisco  Bay  conflict  with  an  education  that  empha- 
f  a  Democratic  stronghold.  And  al-      sizes  business  basics." 

|  h  he  was  a  lifelong  Republican,  Campbell  is  part  of  a  boomlet  of 

lequently  took  stands  that  veered      deans  who  come  from  outside  academia. 
itom  the  party  line.  As  the  ranking      They're  often  chosen  for  their  real-world 

>er     of     the 

!  International 

ions  Commit- 

>r  example,  he 

d  party  lead- 

ds    when    he 

the      charge 

st    U.S.    in- 

nent  in  Koso- 

nd  he  alienat- 

leagues  when 

ashed  to   lift 

ions    against 

citing  the  im- 

>n  its  citizens. 

w,  the  former 

itor  is  launch- 
new  against- 

ae  crusade  as 

?pares  to  take 

is  dean  of  the 

j    School     of 

less     at     the 

Irsity  of  Cali- 

at  Berkeley 

nid-August. 

•bell  replaces 

i     D'  Andrea 

,  who  left  to 

an  at  London 

less  School 
also  a  BusinessWeek  columnist). 

en  before  he  is  officially  installed, 

•bell  is  challenging  the  B-school's 

identity,  planning  to  shift  the  em- 

i  away  from  its  specialty — entre- 

urship — and  push  for  a  more  main- 

n  mba  program.  "The  curriculum  is 

lger  appropriate,"  says  Campbell, 

laas  has  focused  strongly  on  en- 

I'neurship,  and  now  its  graduates 

lumni  don't  have  the  same  oppor- 

es  as  graduates  of  other  schools." 

)se  could  be  fighting  words  at  a 


as  academic  values,"  says  Edward  A. 
Snyder,  dean  of  the  University  of  Chica- 
go Graduate  School  of  Business. 

Persuading  donors  to  open  their  wal- 
lets for  poorly  funded  Haas  was  one 
thing  the  search  committee  had  in  mind 
in  choosing  Campbell.  After  all,  he 
raised  more  than  $23  million  for  his  var- 
ious political  campaigns.  Says  Aurin 
Sarin,  a  1978  Haas  grad  and  a  member 
of  the  search  team:  "We  wanted  some- 
one [with]  established  relationships  in 
the  Bay  Area,  someone  who  could  paint 
a  vision  of  where  we  want  to  go . . .  and 
then  to  marshal  people  to  that  place." 

Bringing  money  in  is  especially  ur- 
gent these  days,  as  state  allocations  for 
public  universities  are  being  slashed. 
Campbell  vows  he'll  try  to  persuade  the 
state  legislature  to  raise  tuition — even 
though  other  deans  have  tried  and  failed. 
Out-of-state  students  now  pay  $22,000  a 
year,  in-state  rates 
THOMAS  J.  CAMPBELL        are    $11,700,    and 

every  student  is 
B.ORN..A.LJf.:..1.4.'...1.9.5.2 eligible  for  Califor- 


EDUCATION  BA  and  MA 

in  economics,  University 
of  Chicago,  1973; 
JD,  Harvard  Law  School, 
1976;  PhD  in  economics, 
Chicago,  1980 

CAREER  HIGHLIGHTS 

Clerked  for  Supreme  Court 
Justice  Byron  White, 
1977-78;  spent  five  terms 
as  a  Republican  U.S. 
congressman  from  the  San 
Francisco  Bay  area;  served 
on  the  House  International 
Relations  Committee 
1989-93  and  1995-2001 

FAMILY  Brought  up  in 
Chicago  as  one  of  eight 
children  of  a  federal  judge 
and  of  a  homemaker  who 
tutored  her  children  in 
French;  has  been  married 
for  23  years  to  Susanne,  a 
specialist  on  Russia 


nia  residency  after 
one  year  of  a  two- 
year  MBA  program. 
By  contrast,  other 
top  schools  charge 
more.  At  Universi- 
ty of  Michigan  B- 
school,  resident  tu- 
ition is  $27,600. 

Campbell  has  al- 
ready won  a  few 
early  battles.  He 
got  a  green  light  to 
increase  the  facul- 
ty size  from  65 
members  to  90. 
And  he's  raising 
pay,  currently  some 
25%  below  typical 
salaries  elsewhere. 

Still,  Campbell's 
main  focus  for  Haas 
wall  be  to  bring  a 
bit  of  his  own 
public  service  men- 
tality   to    campus. 


experience  in  business  or  politics,  which 
in  turn  helps  draw  needed  funds  to  the 
halls  of  ivy.  Douglas  T.  Breeden,  dean  of 
Duke  University's  Fuqua  School  of  Busi- 
ness, ran  an  investment  firm.  Robert  J. 
Joss  is  dean  of  Stanford  Graduate  School 
of  Business,  while  Bruce  G.  Willison  has 
led  the  University  of  California  at  Los 
Angeles'  Anderson  School  of  Business 
since  1999.  Both  were  bank  executives 
before  becoming  deans.  Campbell,  how- 
ever, is  "a  blend:  He's  got  political  ex- 
perience, external  connections,  as  well 


After  Watergate, 
law  schools  worked  ethics  into  the  cur- 
riculum and  the  bar  exam,  and  Campbell 
believes  it's  a  similar  watershed  moment 
for  business  education.  In  the  face  of  to- 
day's corporate  scandals,  teaching  ethics 
is  no  less  than  an  obligation,  he  says. 
Grads  need  to  learn  that  "there's  some- 
thing more  important  than  tempting  the 
ethical  breach,  because  [these  days],  why 
should  an  investor  trust  an  American 
corporation?"  It's  a  stressful  time,  but 
Campbell  doesn't  scare  easily. 

By  Jennifer  Merritt  in  New  York 
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Management 


TRAINING 


FOR  UPS  MANAGERS, 

A  SCHOOL  OF  HARD  KNOCKS 

Execs  share  the  kind  of  gritty  life  experiences  of  some  workers 


At  United  Parcel  Service  Inc.,  rules 
are  religion.  Without  them,  UPS 
could  never  move  13.5  million  pack- 
ages to  their  destinations  on  time  each 
day.  But  two  years  ago,  Mark  J. 
Colvard,  a  UPS  manager  in  San  Ramon, 
Calif.,  had  to  decide  whether  to  buck 
the  system.  A  driver  needed  time  off  to 
help  an  ailing  family  member,  but  under 
company  rules  he  wasn't  eligible.  If 
Colvard  went  by  the  book,  the  driver 
would  probably  take  the  days  anyway 
and  be  fired.  If  Colvard  gave  him  the 
time  off,  he  would  catch  flak  from  his 
other  drivers.  Colvard  wound  up  giv- 
ing the  driver  two  weeks,  took  some 
heat — and  kept  a  valuable  employee. 

Six  months  earlier,  Colvard  admits, 
he  would  have  gone  the  other  way. 
What  changed  his  approach?  A  month 
he  spent  living  among  migrant  farmers 
in  Mc Allen,  Tex.,  as  part  of  a  unusual 
ups  management  training  experience 
called  the  Community  Internship  Pro- 
gram (cip).  After  building  housing  for 
the  poor,  collecting  clothing  for  the  Sal- 
vation Army,  and  working  in  a  drug  re- 
hab center,  Colvard  said  he  was  able 
to  empathize  with  employees  facing 


crises  back  home.  And  that,  he  says, 
has  made  him  a  better  manager.  "My 
goal  was  to  make  the  numbers,  and  in 
some  cases  that  meant  not  looking  at 
the  individual  but  looking  at  the  bot- 
tom line,"  says  Colvard.  "After  that  one- 
month  stay,  I  immediately  started  reach- 
ing out  to  people  in  a  different  way." 

cip  began  in  1968  as  the  brainchild  of 
ups  founder  James  Casey,  who  wanted 
to  open  up  the  eyes  of  ups's  predomi- 
nantly white  managers  to  the  poverty 
and  inequality  exploding  into 
violence  in  many  cities.  By  now, 
nearly  1,200  current  and  for- 
mer middle  managers  have 
moved  through  the  program. 
And  it  has  evolved  into  an  in- 
tegral part  of  the  UPS  culture, 
teaching  managers  the  crucial 
skill  of  flexibility  at  a  company 
that  is  trying  to  fit  a  diverse  base  of 
employees  into  its  rigid  rules-based  cul- 
ture, which  prescribes  everything  from 
how  delivery  people  should  carry  their 
keys  to  how  many  steps  they  should 
take  per  second,  ups  needs  rules,  but  it 
also  needs  managers  capable  of  bending 
them    when    necessary.    "We've    got 


** 


TODAYS  LESSON,  EMPATHY:  Fix\ 
bikes  at  a  New  York  communiti 

330,000  U.S.  employees,"  says) 
Wofford,  the  cip  coordinator! 
graduate  of  the  program.  "Th| 
all  kinds  of  personalities  and  all 
diversity.  We  need  managers 
manage  those  individuals." 

Therefore,  each  summer  Ui 
50  of  its  most  promising  executivl 
the    company's   2,400    manage| 
brings  them  to  cities  across  the 
where  UPS  partners  arrange  fc| 
community  service  projects  aic 
populations.  The  problems  enco^ 
there — from  transportation  to 
education,  and  health  care- 
kinds  of  issues  many  ups  employ*! 
front  every  day.  By  forcing  mi 
to  grapple  with  the  same  probleij 
hopes  to  awaken  them  to  the 
ties  many  of  their  employees  face| 
ing  the  cultural  divide  that  seps 
white  manager  from  an  African- 1 
can  driver  or  an  upper-income 
banite  from  a  worker  raised  in  tl 
South.  This  is  a  necessity  for  upsJ 
minorities — many  from  poor  ne 
hoods — make  up  35%  of  the  wo] 
and  52%  of  new  hires.  Three  out  | 
managers,  meanwhile,  are  white. 
In  New  York  this  summer,! 
managers  visited  the  emergence 
at  Bellevue  Hospital,  tutored  hi 
at  Sing  Sing  in  interviewing  skill 
provided  meals  to  the  homelesl 
experience  took  them  far  outsidi 
comfort  zones  in  ways  large  and  si 
whether  it  was  using  public  tran/ 
tion  for  the  first  time  in  years) 
initial  encounter  with  violent  cr 
as  the  triple  homicide  that  took  jl 
few  steps  from  the  Henry  Stree| 
tlement,  the  community  center 
they  lived.  "A  lot  of  rising  stars 
off  to  this  program  have  gotten  s 
themselves.  That  leads  them  to  be 
with  solutions,"  says  Jeffrey  A. 
nenfeld,  an  associate  de 
Yale  University's  School  ol 
agement  who  has  studiec 
After  cip,  "instead  of  res 
they  would  listen.  They 
incredible  skills  of  empatl 
UPS  values  those  skills  1 
In  34  years,  it  has  never 
back  the  program,  even  c 
the  cost-cutting  that  accompanied 
tember's  terrorist  attacks  or  the 
sters  strike  in  1997.  Excluding  th- 
of  paying  managers'  salaries  thr 
out    the    program,    ups's    costs 
amount  to  $10,000  per  intern,  o 
million  since  cip's  inception,  its 
cedes  that  it  has  no  concrete  evi 
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lie  program  works.  But  that's  not 

"ling,  says  Noel  M-Tichy,  a  Uni- 

of  Michigan  B-school  professor 

ran     General     Electric     Co.'s 

aed  training  program  at  Cro- 

I.  Y.,  in  the  1980s.  The  impact 

n  the  best  programs  is  hard  to 

You  think  we  ever  measured 

ou  can  get  out  of  a  Crotonville 

?"  Tichy  says.  "It's  anecdotal." 

managers    who     have     been 

h  the  ups  program  say  it  made 

[nore  likely  to  search  for  uncon- 

1  lal  solutions.  Patti  Hobbs,  a  divi- 

anager  in  Louisville  who  spent  a 

on  New  York's  Lower  East  Side 

•members  being  impressed  by 

UPS  DELIVERS 
REALITY  CHECK 


WHAT  IT  IS 


immunity  Internship  Program 
ts  UPS  managers  into  low-in- 
communities  to  make  them 
understanding  as  supervisors 


BEGINNINGS 


bunder  James  Casey  started 
Irogram  in  1968  as  a  way  to  ex- 
mostly  white  managers  to 
1y  and  inequality 


HOW  IT  WORKS 


managers  a  year  spend  a 
h  living  among  the  poor.  They 
i  serve  meals  to  the  homeless, 
el  recovering  drug  addicts, 
'I  migrant  farmers 


LOCATIONS 


fork  City;  Chicago;  Chat- 
^ga,  Tenn.;  McAllen,  Tex. 


COST 


t  $10,000  for  each  participant, 
lillion  since  inception,  exclud- 

iterns'  salaries 

|  • 

lative  ideas  of  uneducated  addicts 
ring  teens  away  from  drugs.  Re- 
that  the  best  solutions  sometimes 
rom  those  closest  to  the  prob- 
he  immediately  started  brain- 
lg  with  the  entire  staff  instead  of 
nior  managers.  Says  Hobbs:  "You 
)  think  there's  no  one  person,  re- 
:s  of  position,  who  has  all  the  an- 
The  answers  come  from  us  all." 
month  living  among  the  poor 
change  the  world.  But  it  might 
^s  managers  see  their  employees 
e  than  just  a  cog  in  a  very  effi- 
lachine. 
By  Louis  Lavelle  in  New  York 
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Information  Technology 


THE  INTERNET 


THE  HIGH  COST 
OF  FREE  SHIPPING 

E-tail  incentives  may  turn  out  to  be  a  big  step  backward 


J 


I  ust  as  online  retailers  are 
finally  starting  to  make 
profits,  a  price  war  is 
breaking  out  that  could 
send  them  back  into  the  red. 
The  recent  flurry  of  promo- 
tions   started    last    month, 
when  Amazon.com  Inc.  low- 
ered the  order  limit  eligible 
for  free  shipping 
to  $49  from  $99.  ^^H 
Then      Buy.com 
Inc.,  which  sells 
everything  from       BB1 
consumer     elec- 
tronics to  books     ih^H 
and      CDs,      did 
away  with  shipping  charges  on 
many  products  and  began  un- 
dercutting Amazon's  book  prices 
by  10%.  Not  to  be  outdone,  Cir- 
cuit City  and  Best  Buy  jumped 
in  with  their  own  free  shipping 
offers,  while  Barnesandnoble.com 
began  shaving  30%  off  books 
published  this  year. 

It's  all  about  revving  up 
sales.  Last  year,  amid  the  re- 
cession, online  sales  growth 
slowed  to  25%  from  triple-digit 
growth  in  previous  years,  as  e- 
tailers  slashed  marketing  and 
raised  prices.  Now,  the  heat  is 
on  for  companies  to  grab  a 
greater  part  of  this  year's  on- 
line sales,  expected  to  rise  30%, 
to  $39  billion.  "Everyone  is  un- 
der pressure  to  increase  rev- 
enue," says  David  Dowhan, 
vice-president  for  marketing  at 
Drugstore.com  Inc.,  which  in 
May  began  offering  5%  dis- 
counts to  some  customers  who 
spend  more  than  $200  a  year. 

It's  a  risky  strategy.  The  on- 
line retailing  industry  has  just 
started  to  become  more  prof- 
itable. About  56%  of  the  109 
largest  online  retailers  had  op- 
erating profits  last  year,  up 
from  43%  in  2000,  according  to 
a  survey  by  Boston  Consult- 


ONLINE  PROMOTIONS:  BACK  FROM  THE  GRAVE 

E-tailers  are  slashing  prices,  offering  free  skipping,  and  testing 
other  promotions.  Here  are  some  of  the  strategies  and  risks: 


PRICE  WARS 

In  June,  Buy.com,  which  sells  every- 
thing from  books  to  phones,  offered 
book  prices  10%  cheaper  than 
Amazon's.  In  addition,  Buy.com 
threw  in  free  shipping  except  for 
speakers  and  other  heavy  items. 

CONDITIONAL  DISCOUNTS 

In  May.  Drugstore.com  began 
offering  customers  who  spent  less 
than  $200  a  year  at  the  site  5% 
discounts  on  every  order  above 
$200  annually.  It  hopes  this  will 
lift  overall  sales. 


The  e-tailer  will  eat  the 
shipping  costs  and  lose 
money  on  low-margin, 
single-item  orders.  It's 
hoping  that  customers, 
drawn  by  free  shipping, 
will  order  multiple  items. 


Consumers  stocking  up  on 
low-margin  items,  like 
Q-tips,  could  hurt  profits. 
Drugstore.com  is  testing 
the  promotion  on  a  small 
group  of  people  and  will 
discontinue  it  if  necessary. 


THE  PROMOTION 

THE  RISK 

FREE  SHIPPING 

Amazon.com,  Overstock.com,  Best- 
Buy.com,  and  others  are  offering 
free  shipping  to  lure  customers.  In 
June,  Amazon  began  testing  free 
shipping  for  orders  of  $49  or  more, 
down  from  a  $99  minimum. 

Margins  will  be  squeezed. 
On  a  $60  order,  Amazon 
used  to  make  $15  in  gross 
profit.  Now,  it'll  make  $12. 
Amazon  is  betting  the  of- 
fer will  raise  revenues — 
and  boost  profits. 

ing  Group  Inc.  and  Forrester 
Inc.  for  Shop.org,  an  arm  of 
tional  Retail  Federation.  D 
counts  and  wide-open  free  shi]| 
fers  could  harm  e-tailers'  perfi 
especially  if  they  drag  on  for 
become  permanent.  "Compa 
made  great  strides  toward  pro 
and  I  worry  we're  stepping  b 
again,"  says  analyst  Ken  C 
Jupiter  Research. 

The  key  company  to  watch 
zon.com.  The  largest  player  i 
retailing,  with  more  th 
lion  in  annual  sales,  in 
free  shipping  in  Janu; 
ders  of  $99  or  more 
goal  was  to  stimula 
The  offer  came  wit 
attached:  The  shipm 
three  to  five  days  Ion 
normal.  It  worked 
first     quarter, 
books,   music,   « 
sales  rose  8%,  to 
lion,  up  from  a  5% 
in  the  fourth  quarte 
14%  dip  in  the  thin 
while,  the  comp 
able  to  narrow  ii 
loss  to  $232  million  in 
quarter,  from  $234 

Now,  in  lowering  t 
shipping  threshold  to  $4 
zon  is  betting  that  it  caj 
late  more  sales,  increasi 
profits  and  offsetting 
costs.  More  than  hal: 
book,  movie,  and  video 
are  under  $50,  often  ir 
item  shipments  that 
loses  money  on,  says 
Mark  Rowen  of  Pruder 
curities  Inc.  If  Amazon 
a  customer  to  buy  thre 
instead  of  one  and  wait 
longer  for  d  eh  very,  it  c 
on  postage  and  ship 
more  efficiently. 

The  key  is  increasi: 
enough  to  make  up  for  i 
lost  in  giving  away  si 
On  a  $60  order,  the  c< 
used  to  make  a  gross  j 
about  $15.  Now,  with  fr< 
ping,  it's  about  $12,  es 
analyst  Safa  Rashtchy 
Bancorp  Piper  Jaffray 
sales  don't  get  a  lift, 
could  lose  as  much  as| 
million  this  year  on  sales 
billion,  estimates  Rasht 
stead  of  the  $92.5  milli 
he  is   still   forecasting 
question  is  at  what  p< 
lower  margins  not  get  n 
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.increased  sales,"  says  Prudential's 
:  n.  "I  don't  think  they  know  the 

to  that." 
id  y.com's  aggressive  discounting 
i  interfere  with  Amazon's  plans. 
ir  jm  is  in  the  midst  of  a  turnaround. 
u  ier  and  CEO  Scott  Blum  says  cost- 
i  ;ig,  including  an  82%  cut  in  staff 
r  the  peak  level  in  2000,  improved 
;,  ess  so  much  that  Buy.com  earned 

■st  net  profit  in  the  first  quarter. 
1  have  been  focused  internally,  not 

ially,"  says  Blum.  "Now,  we're  pre- 
ii  to  compete."  With  its  free  ship- 
:  ind  10%-off  offer,  Buy.com  is  hop- 
sr  i  increase  orders  for  books,  which 

illy  have  20%  to  25%  margins.  In 
;■  ast,  consumer  electronics,  which 

I  up  most  of  its  sales,  have  10% 
lf»ns.  Although  Blum  expects  gross 
Kins  to  tighten  to  12%  from  15% 
i  he  is  betting  he  can  pull  in  more 
i  ues  and  increase  profits. 

n  far,  Amazon.com  hasn't  responded 

II  deeper  discounts.  It  enjoys  an  enor- 
size  advantage  over  Buy.com,  with 

enes  Buy.com's  $380  million  in  rev- 
i .  It  figures  Buy.com,  which  has  only 
5  llion  in  cash,  won't  be  able  to  sus- 
;  is  promotions  long  enough  to  take 
,  business  away.  Market  analysts 
ilhat  unlimited  promotional  offers 
t)  [Jly  generate  a  flurry  of  excitement, 
\i  (.terest  quickly  tapers  off,  making  it 
j,  lit  to  cover  increased  costs.  Blum, 
jrer,  is  adamant  that  hell  be  able  to 
J  sales  profitably  at  Amazon's  ex- 
1; .  In  the  three  weeks  since  he 
,  "d  prices,  Buy.com's  average  daily 
j  have  increased  to  $1.2  million,  up 
;rom  about  $800,000,  Blum  claims, 
ier  retailers  are  eyeing  Buy.com 
,ry.  "We  watch  the  competitive  en- 
j  nent,  and  we  know  it's  important 
A  customer  and  to  us,"  says  Scott 
jt  )fer,  senior  vice-president  at  Best- 
cpm  Inc.,  which  on  July  2  began 
,  ng  a  free  shipping  offer  for  the 
ime  in  two  years.  If  more  aggres- 
j  discounting  works  for  Buy.com,  its 
-etitors,  including  Amazon,  may 
■[to  stick  with  their  promotions  or 
K  expand  them — even  if  they're  not 
I  g  off  financially. 

■rP  danger  is  that  deep  discounts 
,,  promotional  gimmicks  will  once 
become  standard  operating  pro- 
le for  e-tailers.  The  last  time  on- 
l  romotions  spiraled  out  of  control, 
tributed  to  325  e-commerce  com- 
s  going  out  of  business  in  2000 
2001.  If  history  repeats  itself,  a 
thing  for  shoppers  could  again 
dire  consequences  for  this  still- 
jie  industry. 

By  Heather  Green  in  New  York 


STRATEGIES 


WHAT'S  BUGGING 
BIG  BLUE 


Investors  fear  that 
Corporate  America's  woes 
will  cast  a  shadow  on 
IBM's  services  business 

Last  year,  investors  flocked  to  IBM 
as  a  safe  haven  in  the  tech  down- 
turn. Its  stock  soared  more  than 
40%  during  2001,  to  close  the  year 
at  121.  But  this  year,  investors  have 
fled.  The  company's  shares  have  slid 
more  than  40%,  compared  with  an  11% 
decline  for  the  Dow  Jones  industrial  av- 
erage and  a  20%  drop  in  the  Stan- 
dard &  Poor's  500-stock  index. 
On  July  1,  IBM  stock  hit  67.6, 
its  lowest  level  in  four  years.  It 
now  trades  at  about  70. 

What's  ailing  Big  Blue?  The 
soft  economy,  accounting  con- 
cerns, and  a  continuing  slump 
in  tech  demand  certainly  hurt 
the  company  in  the  first  half  of 
the  year.  But  it  took  the  scandal 
at  WorldCom  Inc.  in  late  June 
to  send  IBM  shares  to  their 
new  low.  WorldCom's  fi- 
nancial    woes     threw 
doubts  on  its  services 
contract  with  IBM  ri- 
val Electronic  Data 
Systems  Corp.,  which 
gets  nearly  3%  of  its 
revenues         from 
WorldCom. 

Investors   are 
spooked      that 
similar  troubles 
throughout 
Corporate 
America   could 
hurt  IBM's  serv- 
ices    business, 
which  at  $35  bil- 
lion is  the  world's 
largest.  Indeed,  its 
customers       include 
struggling  Italian  car- 
maker Fiat  and  trou- 
bled      telecom-gear 
maker  Lucent  Tech- 
nologies  Inc.  "There's 
a  lot  of  worry  about 
the  services  business," 
says  analyst  Steven 


Milunovich  of  Merrill  Lynch  &  Co.  "The 
comfort  level  with  IBM  as  a  safe  haven 
has  lessened." 

IBM  is  hardly  in  crisis,  but  there  is 
some  reason  for  the  worry.  The  com- 
pany's services  group,  which  helps  cus- 
tomers dream  up,  build,  or  manage  com- 
puter systems,  accounts  for  41%  of  the 
company's  revenues  and  47%  of  its  pre- 
tax profits.  Now,  sagging  profits  have 
forced  many  IBM  clients  to  cut  back 
their  services  contracts.  Long-distance 
player  Sprint,  telecom-equipment-maker 
Nortel  Networks,  and  retailer  Ames 
Department  Stores  are  just  a  few  IBM 
customers  that  have  restructured 
contracts  in  recent  months.  In  a 
June  interview,  IBM  Global  Ser- 
vices head  Douglas  Elix  said  re- 
worked contracts  were  cutting  a 
few  percentage  points  of  growth 
from  the  services  unit — the 
company's  growth  engine  in  re- 
cent years.  Nevertheless,  he  says, 
"most  of  the  tough  adjust- 
ments^ have  been 
done  or  started." 
New  ceo 

Samuel         J . 
Palmisano,     who 
took    over    from 
Chairman    Louis 
V.  Gerstner  Jr.  on 
Mar.  31,  is  moving 
fast  to  adjust  to 
the  difficult  eco- 
nomic times.  He's 
sticking  with  the 
company's        fun- 
damental strategy  of 
providing  a  range  of 
software  and  hard- 
ware to  customers — 
all  wrapped  together 
with  the  company's 
white-glove  service. 
But  he's  fine-tun- 
ing the  approach 
by  trimming  ex- 
penses, exiting 
poorly      per- 


PALMISANO: 

The  CEO  is 
moving  further 
away  from 
IBM's  factory  roots 
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forming,  low-margin  businesses,  and  mov- 
ing the  company  further  away  from  its 
manufacturing  roots.  In  the  past  six 
weeks,  for  instance,  the  company  has  sold 
off  a  chip-packaging  plant  in  Endicott, 
N.Y.,  and  shut  down  aging  chip-produc- 
tion lines  in  Burlington,  Vt. 

The  chief  executive  also  is  pushing 
the  315,000-person  company  to  be  more 
nimble.  For  example,  he  has  given  400 
sales  execs  the  ability  to  cut  prices  on 
the  spot  to  close  deals, 
in  addition  to  the  60 
managing  directors  who 
could  do  so  in  the  past. 

Will  Palmisano's 
moves  be  enough  to  put 
IBM  back  on  track? 
They're  a  solid  start. 
Palmisano's  house-clean- 
ing will  help  the  compa- 
ny begin  growing  again 
when  the  economy 
perks  up.  Still,  he  has 
substantial  work  ahead 
of  him  to  get  IBM  back 
to  its  market  peak.  The 
services  group,  in  par- 
ticular, may  not  be  the 
growth  engine  for  the 
company  that  it  has 
been  in  the  past. 
Though  it  averaged  12% 
growth  over  the  past 
five  years,  the  unit 
boosted  revenues  5% 
last  year  and  is  expect- 
ed to  increase  them  only 
2%  this  year,  to  $35.7 
billion,  according  to  San- 
ford  C.  Bernstein  &  Co. 
IBM's  total  sales  from 
continuing  operations 
are  expected  to  drop  4% 
in  2002,  to  $79.9  billion, 
while  net  income  falls 
12%,  to  $7.1  billion, 
Bernstein  says. 

Palmisano  will  likely 
have  to  turn  to  IBM's 
software    business    to 
drive  revenues.  The  unit 
sells  businesses  everything  from  soft- 
ware to  run  their  mainframes  to  pro- 
grams for  Web  commerce.  Software  rev- 
enues are  expected  to  be  flat  this  year  at 
$12.8  billion,  Bernstein  says,  but  there 
are  some  gems  that  could  take  off  in  the 
years  ahead.  For  example,  IBM  has  about 
30%  of  the  market  for  application  server 
software,  which  handles  e-commerce  pro- 
grams for  corporate  networks.  That  mar- 
ket is  expected  to  grow  15%  annually  in 
the  next  five  years,  rising  from  $2.3  bil- 
lion in  2001  to  $4.4  billion  in  2006,  ac- 
cording to  researcher  idc. 


IBM  is  taking  steps  to  capitalize  on 
such  opportunities.  This  spring,  the 
company  introduced  a  new  version  of 
its  application  server,  called  WebSphere, 
that  technology  analyst*,  including  Tyler 
McDaniel  of  market  researcher  Hurwitz 
Group  Inc.,  say  is  a  substantial  step 
forward.  And  this  fall,  the  company  will 
release  a  new,  streamlined  version  of 
WebSphere  for  small  and  medium-sized 
businesses.  It's  also  laying  the  ground- 


BIG  BLUES  BLUES 

IBM's  stock  sank  to  a  four-year  low  of  $67.60  on  July  1.  Here  are  the  problem 
areas  driving  down  its  shares  and  what  the  company  is  doing  fofi.r  them: 


IBM  GLOBAL  SERVICES 


The  division's  sales  dropped  3%  in  the  most  recent 
quarter,  to  $8.22  billion.  Customers  are  paring  back  contracts;  new  deals  are 
taking  longer  to  sign.  Now,  in  the  wake  of  WorldCom,  investors  are  fleeing 
services  firms  that  may  be  exposed  to  troubled  companies. 
RESPONSE:  IBM  has  laid  off  about  2,000  service  employees.  It's  using 
automation  and  foreign  workers  to  lower  costs.  Big  Blue  also  is  selling  more 
aggressively  to  midsize  clients. 


MICROELECTRONICS 


Its  chipmaking 
group  is  expected  to  lose  $233  million  this 
year,  after  making  $284  million  in  pretax 
income  in  2001. 

RESPONSE:  IBM  is  shedding  its  low-margin 
manufacturing.  In  the  last  month,  it  laid  off 
1,500  workers  and  shut  down  aging  chip 
production  lines  in  Burlington,  Vt. 


COMPUTERS 


IBM's  server  and  PC  sales 
are  expected  to  decline  10%  this  year,  to 
$10.7  billion,  because  of  weak  demand. 
RESPONSE:  After  an  overhaul  of  the  PC  group 

that  outsourced  desktop  manufacturing  and  eliminated  19  of  22  product  lines, 
the  business  is  on  target  to  turn  a  small  profit  this  year,  following  a  $153  million 
pretax  loss  in  2001.  It's  also  introducing  several  new  servers  later  this  year. 


ACCOUNTING 


In  the  past,  IBM  used  financial  levers,  such  as  gains  from  its 
pension  funds,  to  boost  profits.  The  accounting  practices  were  legal,  but  some 
investors  say  they  gave  an  overly  rosy  view.  Now,  partly  because  of  increased 
scrutiny  of  accounting  practices,  IBM  can't  use  its  old  practices  to  help  profits. 
RESPONSE:  In  March,  IBM  released  more  data  in  its  annual  financial  statement. 
It  now  breaks  out  intellectual  property  income  as  a  separate  line  item,  instead  of 
combining  it  with  SG&A  to  make  overhead  expenses  look  lower.  Analysts  still 
want  more  information. 

DATA:  SANFORD  BERNSTEIN.  COMPANY  REPORTS 

work  to  move  into  promising  new  mar- 
kets. On  July  9,  IBM  and  Nokia  an- 
nounced an  agreement  to  develop 
software  that  distributes  digital  media 
securely  over  wireless  networks.  "This 
is  the  next  generation  of  e-business," 
says  Rodney  C.  Adkins,  general  man- 
ager of  the  IBM  group  that  makes  soft- 
ware for  mobile  phones,  handheld  com- 
puters, and  other  devices. 

Still,  there's  more  work  to  be  done. 
The  software  group  needs  to  knock 
down  more  walls  between  its  hodge- 
podge of  groups,  eliminate  more  re- 
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dundancy,  and  market  IBM  as 
grated  software  brand,  many 
say.  For  example,  while  IBM  ac 
the  database  software  maker  I 
last  summer,  the  company  has 
fully  integrate  Informix's  produ 
its  own  database  offering,  and 
not  had  any  major  layoffs  in  th 
ness.  "If  they  are  going  to  t 
around,  they  need  to  leverage 
size  and  act  more  quickly," 
Thomas  Bittm 
vice-president 
searcher  Gartner 

Most  Wall  Si 
lysts  are  skeptical 
ibm's  ability  to  re 
quickly.  In  the 
weeks,  at  least  16 
21  analysts  cove 
have  lowered  thei 
ings  and  sales  esi 
for  this  year  and 
For  the  most  p 
Street     remains 
cerned  about  wi 
spending.  But  inv 
also  want  the  coi 
to  change  its  accoi 
practices     to     di: 
more  financial  inf 
tion.  For  example 
want  to  know  how 
income  IBM  gets 
asset   and   real  e 
sales.  "They  give  ; 
little  visibility  b 
nearly  as  much 
need,"  says  Ken 
a  portfolio  man; 
Munder  Capital, 
holds  2.3  million  s 
of  IBM  after  selling 
than  400,00  shares 
first     quarter, 
makes  me  leery  of 
ing  IBM  a  large  holi 
The  next  mile; 
for  IBM  comes  on 
17,    when    it    f 

earnings  for  the 

quarter.  Investors 
as  Smith  are  looking  for  signs  oi 
provement — especially  in  services, 
ware,  and  microelectronics.  Gold 
Sachs  &  Co.  analyst  Laura  Coniglia 
expecting  IBM  to  report  $1.5  billic 
net  income  for  the  quarter,  on  $19.( 
lion  in  sales  from  continuing  operat 
If  the  company  can  meet  expectatio 
the  second  and  third  quarters, " 
would  begin  the  process  of  stabil 
the  stock,"  she  says.  With  investors 
analysts  wary,  IBM  will  be  a  shov 
story  for  the  rest  of  the  year. 

By  Spencer  E.  Ante  in  New 
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evelopments  to  Watch 


>,  ED  BY  NEIL  GROSS 


AB  RAISES  A  VIRUS-AND  LOTS  OF  QUESTIONS 


I OTISTS  HAVE  CREATED  A  LIVING  VIRUS 

i  a  scratch — and  opened  up  a  Pandora's 
.  The  feat,  reported  on  July  11  in  Set- 
a's online  edition,  means  that  if  the  ge- 
c  sequence  of  a  virus  is  known,  re- 
\  -chers  can  probably  construct  it  from 
c  building  blocks  in  a  test  tube  or  even 
gn  deadlier  versions.  "This  ability  cre- 

a  situation  of  peril  for  all  humanity," 
ns  Paul  Root  Wolpe,  senior  fellow  at 
University  of  Pennsylvania's  Center  for 
sthics. 

[e  has  a  point. 
ard  Wimmer,  a 

>  ular  geneticist 
itate  University 
few  York  at 
ly  Brook  and 
leader  of  the 
Is-creating  team, 
jes  that  there  is 

a  real  danger 
eone  could 
eate  smallpox 
ook  up  Ebola 
But  "there 
d  be  enormous 
tical  value  to 
work,"  he  adds.  It  could  lead  to  crucial 
dnes  as  well  as  dramatically  deepen  sci- 
sts'  knowledge  of  how  viruses  work — 
how  they  can  be  defended  against, 
dimmer's  experiment  was  conceptually 
jle,  if  technically  difficult.  His  team  be- 
with  the  known  genetic  sequence  of 
polio  virus,  whose  code  Wimmer  read 
e  than  two  decades  ago.  Then,  with 
ling  from  the  Defense  Advanced  Re- 
ch  Projects  Agency  (darpa),  the  scien- 
l  synthesized  bits  of  DNA  and  strung 


s. 


them  together  into  a  chain  roughly  7,400 
molecules  long,  making  a  DNA  copy  of  the 
polio  virus'  genes.  Next,  they  used  a  natu- 
ral enzyme  to  copy  the  dna  into  rna — the 
genetic  material  used  by  the  virus  nature 
created.  Finally,  they  stuck  the  RNA  into  a 
special  sauce  filled  with  chemicals  and  bits 
of  cellular  machinery,  such  as  protein  fac- 
tories called  ribosomes.  Almost  magically, 
the  rna  copied  itself  and  began  to  make 
the  proteins  and  other  components  of  the 
real  virus.  The  re- 
sult: complete 
viruses  that  are 
just  as  infectious 
as  their  natural 
counterparts. 

Wimmer  down- 
plays the  idea  that 
he  has  created  a 
living  thing  in  his 
lab.  "I  do  not  want 
to  say  that  we  cre- 
ated life  in  a  test 
tube  because  we 
would  be  in  deep 
trouble,"  he  says. 
The  polio  virus,  he 
argues,  is  merely  "a  chemical  with  a  life 
cycle."  Ethicist  Wolpe  agrees  that  the  key 
issue  is  not  whether  life  was  created  but 
rather  the  potential  for  terrorists  and  oth- 
ers to  fashion  dangerous  pathogens  they 
wouldn't  have  access  to  otherwise. 

The  right  response?  We  need  to  take 
this  threat  seriously,  says  Wimmer — and 
develop  the  necessary  vaccines  and  other 
countermeasures:  "It's  very  important  that 
there  is  political  fallout  from  this  work." 
Undoubtedly,  there  will  be.        John  Carey 


THE  LITTLE  ENGINE 
THAT  GOULD...  ALTER 
BUSINESS  TRAVEL 

ON  JULY   13,  AN  ELITE  GROUP 

of  invited  guests  is  to  gather 
at  Albuquerque's  airport  for 
the  unveiling  of  a  break- 
through in  business  travel. 
Eclipse  Aviation  will  display 
on  the  tarmac  its  first  Eclipse 
500 — a  twin-jet,  six-seat  air- 
craft designed  to  slash  the 
cost  of  flying  a  jet  and  give 
execs  a  way  to  avoid  big-air- 
port hassles.  Soon,  they'll  be 
able  to  hail  an  air  taxi  that 
whisks  them  straight  from  an 
airport  near  home  to  another 
close  to  their  final  destination. 

The  Eclipse  500's  sticker 
price  is  less  than  $850,000,  or 
a  quarter  of  the  popular 
Cessna  Citation's.  And  pro- 
jected operating  costs  are 
just  560  a  mile,  or  about  half 
that  of  any  jet  now  flying. 
With  those  numbers,  there  is 
no  shortage  of  buyers,  such 
as  Aviace,  a  Swiss  startup 
that  wants  112  planes  for  a 
network  of  air-taxi  franchises 
around  Europe. 

One  key  to  the  Eclipse 
500's  performance  is  the  lat- 
est EJ22  jet  engine  from 
Williams  International  in 
Walled  Lake,  Mich.  Roughly 
the  size  of  a  bongo  drum,  the 
engine  made  its  maiden  flight 
on  May  30.  The  Eclipse  500 
is  expected  to  take  to  the  sky 
in  a  few  weeks.        Otis  Port 


ING  TUMORS 

HA 

IPION'S  TOUCH 

M  OF  PHYSICIANS  WILL 

(test  a  new  treatment 
•ain  tumors  based  on  a 
unusual  ingredient:  the 
of  the  giant  yellow  Is- 
scorpion.  Developed  by 
Molecular  Inc.  in  Birm- 
n,  Ala.,  the  drug  con- 
i  synthetic  version  of  a 
n  in  the  venom  and 
e  tested  in  18  patients 
ing  from  glioma,  a  type 
lin  tumor  that  strikes 


17,000  Americans  each  year. 

The  venom-derived  mole- 
cule binds  to  certain  types  of 
living  cells.  When  emitted 
through  the  scorpion's  stinger, 
it  grabs  onto  nerve  cells,  par- 
alyzing the  creature's  prey. 
In  test  tube  and  animal  stud- 
ies, the  synthetic  protein 
binds  effectively  to  glioma 
cells  yet  leaves  other  cells 
untouched. 

Researchers  hope  that  by 
combining  radioactive  iodine 
with  this  molecule  and  re- 
leasing the  mixture  in  the 
vicinity  of  tumor  cells,  they'll 
be   able  to  kill  the   cancer 


without  hurting  surrounding 
tissue.  "The  venom  is  the 
smart  bomb,  and  the  radioac- 
tive iodine  is  the  payload," 
says  Dr.  Adam  N.  Mamelak, 
director  of  neurosurgery  at 
City  of  Hope  National  Med- 
ical Center  in  Duarte,  Calif., 
one  of  two  test  sites. 

Cancer  researchers  have 
been  developing  drugs  that 
can  home  in  on  tumor  cells 
for  the  past  ■'  ■ 
two  decades. 


GIANT 
SCORPION: 

Vital  venom 


But  most  targeted  therapies 
are  based  on  antibodies — 
large  molecules  that  don't 
travel  easily  through  the 
brain  and  can  cause  adverse 
side  effects.  This  protein  is 
much  smaller,  so  it  travels 
through  the  brain  more  ef- 
fectively, Mamelak  says.  If 
the  venom-based  drug  works 
in  humans,  it  will  be  a  break- 
through: Current  glioma  ther- 
apies are  so  ineffective  that 
half  of  those 
diagnosed  die 
within  a  year. 
Arlene 
Weintraub 
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A  DOWNTURN 
WELL  SPENT 

Texas  Instruments'  R&D  engine  is  humming 
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The  semiconductor  industry's  past 
two  cyclical  slumps  were  not  kind 
to  Texas  Instruments  Inc.  The 
Dallas  company  flubbed  its  plan- 
ning for  the  ensuing  recoveries — and 
paid  for  it  with  market-share  losses. 
When  sales  plunged  in  1996,  Ti  was  pre- 
occupied with  finding  a  leader  to  re- 
place then-CEO  Jerry  R.  Junkins,  who 
died  unexpectedly  from  a  heart  attack. 
Two  years  later,  when  demand  waned 
again,  Ti  was  in  the 
midst  of  divesting  the 
bulk  of  its  sprawling 
empire,  including  mem- 
ory chips  and  defense 
electronics,  so  it  could 
focus  on  products 
geared  to  the  Internet. 
Last  year,  however, 
when  the  industry  slid 
into  its  steepest  de- 
cline ever,  TI  played  a 
much  stronger  hand. 
Sensing  an  opportunity 
to  one-up  its  rivals,  it 
tapped  the  $5  billion- 
plus  in  its  coffers  to 
buy  new  equipment 
and  keep  research  and 
development  humming. 
Now,  it's  revving  up 
state-of-the-art  produc- 
tion lines  to  spew  out 
scores  of  new  chips, 
which  could  bolster  its 
leadership  in  digital 
signal  processors  (dsps) 
and  analog  chips.  Both 
are  vital  for  products 
that  handle  real-world 
signals,  such  as  digital 
cameras,  MP3  players, 
voice-activated  toys, 
and  other  multimedia 
gadgets.  Of  all  U.S. 
chip  companies,  "ti  has 
done  the  best  job  of 
managing  this  down- 
turn," says  UBS  War- 
burg analyst  Thomas 
A.  Thornhill  III. 


CONFLICTING 
SIGNALS 

TI'S  SALES  ARE 
IMPROVING... 
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There  are  signs  that  the  gamble  is 
paying  off.  When  Ti  announces  second- 
quarter  results  on  July  22,  analysts  are 
expecting  9.5%  growth  in  revenues,  plus 
$104  million  in  income — its  first  quar- 
terly profit  in  more  than  a  year.  Mean- 
while, sales  of  Ti's  chips  have  surged 
10%  since  the  beginning  of  the  year, 
double  that  of  the  overall  industry. 

Yet  with  demand  for  most  high-tech 
gear  languishing  in  the  doldrums,  TI 
could  do  everything 
right  and  still  come  up 
short.  Just  three 
months  ago,  chipmak- 
er  stock  prices  soared 
when  execs  began  talk- 
ing about  a  rebound  on 
the  horizon.  It  turned 
out  to  be  a  mirage. 
Many  chip  stocks  are 
now  testing  12-month 
lows.  On  July  3,  Ad- 
vanced Micro  Devices 
Inc.  cut  its  second- 
quarter  sales  projec- 
tions for  the  second 
time  in  two  weeks. 
More  recently,  suppli- 
ers of  chipmaking 
equipment  have  also 
gotten  slammed  by 
Wall  Street. 

So  what's  buoying 
ti's  sales?  Skeptics  say 
it's  little  more  than  a 
temporary  uptick  in 
chips  for  wireless 
phones  as  handset 
manufacturers  recover 
from  last  year's  inven- 
tory glut.  That's  lifting 
spirits  at  Qualcomm 
Inc.  and  National 
Semiconductor  Corp. 
as  well.  But  since  wire- 
less-phone chips  ac- 
count for  only  about 
10%  of  industry  sales, 
and  most  other  mar- 
kets are  stagnant,  to- 
tal semiconductor  rev- 
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enues  will  rise  only  3%  or  less  thi 
barely  topping  $140  billion,  acc< 
to  market  researchers.  Says  Need! 
Co.  analyst  Dan  K.  Scovel:  "This    i  ? 
a  year  for  recovery.  This  is  a  ye    ::: 
convalescence." 

Ti's  fans,  on  the  other  hand,  pe  kp 
a  more  fundamental  shift.  Merrill 
&  Co.  analyst  Joseph  A.  Osha  pr  ili 
that  ti's  cash  position  will  swell  tji 
billion  over  the  next  18  months.  A  is  < 
the  world's  top  35  chipmakers,  ti 
sees  only  Intel  Corp.  throwing  off  i 
cash.  Boasts  ti  ceo  Thomas  J. 
bous:  "We've  turned  the  corner." 

The  turnaround  took  some  c 
Despite  its  cash  hoard,  Ti  wasn't 
ing  its  chest  when  the  downtur 
gan — it  was  beating  down  cost 
2001,  three  aging  plants  were  ( 
and  2,500  workers  laid  off.  By  s) 
ti  had  slashed  sales  and  admin 
tive  expenses  by  34%.  But  ce 
budget  areas  were  shielded  fror 
austerity  drive.  One  was  a  new  fa 
on  Ti's  Dallas  campus  that  had 
put  on  hold  when  business  went 
before.  Even  while  cutting  a  l 
spending  by  35%,  Ti  continued 
ing  money  into  the  Dallas  wafer-: 
cation  plant,  or  fab — a  total  of 
lion  to  finish  it  and  revamp  se 
other  facilities. 

Those  investments  could  reap  is 
dividends,  because  "companies  i 
spend  money  in  the  downturn  gain  i 
ket  share  in  the  upturn,"  says  Willi  h 
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an,  president  of  market-watcher 

ghts  Inc.  in  Scottsdale,  Ariz.  Last 

[ntel  ceo  Craig  R.  Barrett  made 

.me  point.  Successful  companies, 

i,  don't  save  their  way  out  of  re- 

is — they  spend  their  way  out.  Eu- 

chipmaker  STMicroelectronics  em- 

that  strategy  and  jumped  from 

in  1995  to  the  No.  3  spot  world- 

ast  year. 

its  comeback,  Ti  is  counting  on 
nan  just  new  capacity.  In  the  sec- 
(mrter,  the  Dallas  fab  shipped  its 
ell-phone  dsps  produced  on  12- 
Jicon  wafers.  Compared  with  to- 
dght-inch  wafers,  the  larger  plat- 
ash  per-chip  manufacturing  costs 
lo  40%,  because  twice  as  many 
:an  be  crammed  onto  each  wafer, 
neans  Ti  can  undercut  the  prices 
Is  using  eight-inch  wafers.  More- 
he  new  fab  can  print  the  smallest 
tors  yet — a  mere  130  nanometers 
or  700  times  thinner  than  a  hu- 
air.  These  ultratiny  transistors  re- 
ower  consumption,  a  major  selling 
among  makers  of  mobile  phones 
her  handheld  gadgets.  Finally,  TI 
ching  from  aluminum  to  copper 
so  signals  can  zip  through  chips 
boosting  performance, 
hardly  the  only  chipmaker  adopt- 
jse  new  technologies.  But  Engi- 
sserts  that  only  an  elite  group  is 
g  all  three,  including  IBM,  Intel, 
i  Semiconductor  Manufacturing, 
nited  Microelectronics.  DSP  expert 


HIGHER  TECH 

Texas  Instruments  plans  to  outgrow 

both  its  rivals  and  the  eh  if)  industry 

by  betting  megabucks  on  new 

technologies.  These  include: 

BIGGER  WAFERS  Cutting  chip 
costs  by  moving  up  to  12-inch  wafers 

TINIER  CIRCUITS  Shrinking  tran- 
sistors to  130  nanometers,  700 
times  thinner  than  a  human  hair 

COPPER  WIRES  Replacing 
aluminum  circuits  for  zippier 
performance 

LOTS  OF  NEW  CHIPS 

Unveiling  500  new 
analog  designs 
this  year 


ENGIBOUS: 
"WE'VE 
TURNED  THE 
CORNER" 


William  I.  Strauss,  president  of  consult- 
ant Forward  Concepts  Co.  in  Scotts- 
dale, Ariz.,  credits  ti  with  grabbing  a 
big  head  start  over  its  chief  rivals: 
Agere  Systems,  Analog  Devices,  and 
Motorola.  What's  more,  Engibous  claims, 
"a  significant  number  of  traditional  semi- 
conductor strongholds  have  opted  out" 
of  one  or  more  of  these  technology  up- 
grades— in  particular,  Japan's  cash- 
strapped  producers. 

That's  news  to  the  Japanese.  Even 
Roger  C.  Mathus,  a  former  Ti  manager 
and  now  head  of  the  Semiconductor  In- 
dustry Assn.'s  Asian  Office  in  Tokyo, 
says  Japan's  chipmakers  are  not  about  to 
throw  in  the  towel,  despite  huge  capital- 
spending  cuts  in  recent  years.  To  offset 
skimpy  individual  budgets,  Japanese  com- 


not  a  team  sport,"  he  says. 
Whatever  happens  across  the 
Pacific,  Ti  needs  new  products 
that  tickle  customers  and  stimu- 
late demand.  That's  the  mission 
behind  its  $1.5  billion  R&D  opera- 
tion, which  has  produced  some 
500  new  high-performance  ana- 
log chips  to  be  released  this  year. 
They'll  be  used  in  digital  audio 
receivers,  cable  modems,  other 
broadband-network  hardware, 
and  handheld  computers.  To- 
gether they  should  generate 
more  than  $1  billion  in  sales  over 
the  next  five  years.  Meanwhile, 
Tl's  hot  new  DSP  chips  for  next- 
generation  cell  phones  are  fetch- 
ing twice  the  price  of  their  pred- 
ecessors. The  company  believes 
they'll  account  for  50%  of  wire- 
less revenues  by  yearend,  up 
from  15%  today — and  lift  gross 
margins  above  50%,  vs.  the  cur- 
rent 35%. 

The  main  short-term  concern 
is  the  market  for  chips  in  wire- 
less handsets,  which  represent 
20%  of  Tl's  chip  revenues.  Engi- 
bous is  hoping  the  recovery  there  has 
legs.  But  even  if  it  doesn't,  he  paints  a 
bright  long-term  picture.  Tl's  trove  of 
new  DSP  and  analog  chips  are  just  what 
the  doctor  ordered  for  anything  with 
images  and  sound.  "These  are  what  will 
drive  electronic  wealth  over  the  next 
decade,"  Engibous  says. 

That  vision  is  shared  by  Tl's  com- 
petitors. Last  month,  three  biggies — 
Agere  Systems,  Motorola,  and  Ger- 
many's Infineon  Technologies,  which  has 
a  12-in.  fat) — announced  plans  to  collab- 
orate on  DSP  designs  and  manufacturing. 
And  with  PC  growth  stalled,  Intel  also 
wants  to  cut  in  on  Tl's  dominant  market 
shares:  44%  of  DSPs  and  60%  of  wireless 
phones,  "ti's  position  is  weakening,"  says 
Raymond  A.  Burgess,  Motorola  Inc.'s 


VISION 


Even  while  closing  plants  and 
slashing  overhead,  Texas  Instruments  was 
spending  more  on  cutting-edge  chipmaking 


panies  are  banding  together  in  a  new 
round  of  joint  ventures  reminiscent  of 
those  in  the  1970s  and  '80s,  which  helped 
Japan  drive  many  U.S.  chipmakers  to 
their  knees.  The  consortiums  working 
on  next-generation  chip  technologies  in- 
clude most  of  Japan's  powerhouses,  from 
Fujitsu  and  Hitachi  to  NEC  and  Toshiba. 
But  Ti  coo  Richard  K.  Templeton  doesn't 
see  a  threat:  'Technology  development  is 


chief  of  semiconductor  strategy. 

Clearly,  DSP  and  analog  chips,  which 
are  projected  to  outpace  the  overall 
market  in  coming  years,  are  silicon's 
hot  new  poker  game.  The  players  are 
plunking  down  billion-dollar  bets,  and 
the  winners  may  be  those  few  compa- 
nies with  very  strong  stomachs. 

By  Andrew  Park  in  Dallas,  with 
Irene  M.  Kunii  in  Tokyo 
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EXECUTIVE  SUITE 


HOW  DOES 
HARRY  DO  IT? 


Baxter  is  thriving  as 
CEO  Kraemer  makes  sure 
he  and  his  employees  have 
plenty  of  time  for  family 

It's  late  Tuesday  afternoon  and,  as 
usual,  Harry  M.  Jansen  Kraemer  Jr., 
chairman  and  chief  executive  of  Bax- 
ter International  Inc.,  is  awhirl. 
Since  he  was  named  chief  executive  of 
the  medical-products  company  in  1999, 
Baxter  has  become  one  of  the  indus- 
try's best  and  most  consistent  growth 
machines,  with  revenue  and  operating 
profit  rising  by  double-digit  rates.  Its 
biosciences  unit  could  soon  rival  Am- 
gen  Inc.,  thanks  in  part  to  recent  break- 
throughs in  vaccine  technology.  And  in 
June,  Baxter  announced  its  fifth  big  ac- 
quisition in  16  months,  increasing  its 
staff  to  more  than  48,000. 

So  what  exactly  is  Kraemer  busy 
with?  He  has  just  settled  his  infant  son, 
Daniel,  in  a  portable  crib  in  the  kitchen 
and  is  now  hopping  into  his  car  to  pick 
up  daughter  Shannon,  8,  from  first-Com- 
munion practice.  At  the  church,  he 
bumps  into  another  dad,  who  is  organ- 
izing a  weekend  camping  trip  that  Krae- 
mer has  been  planning  to  take  with 
Shannon.  Back  home,  he  checks  in  with 
his  oldest,  14-year-old  Suzie,  and  then 
takes  over  from  wife  Julie  in  supervis- 
ing the  other  two  kids — Andrew,  11, 
and  Diane,  4 — who  are  bouncing  on  a 
backyard  trampoline  he  bought  at  Sam's 
Club.  In  a  moment,  Kraemer,  47,  is 
springing  into  the  air,  too. 

That's  right.  The  chief  executive  of  a 
$7.66  billion  company  is  at  home  on  a 
workday  with  his  family.  Want  to  know 
something  else?  He  does  this  a  lot.  He 
even  tells  employees  to  duck  out  as  of- 
ten as  he  does.  "Nothing  is  more  im- 
portant than  family,"  says  Kraemer. 

At  a  time  when  executives  are  being 
reprimanded,  if  not  indicted,  for  put- 
ting their  own  interests  first,  Kraemer 
represents  a  more  broad-minded  ap- 
proach to  leadership.  Certainly,  he's  not 
alone.  But  it's  also  true  that  at  many 
companies  offering  flexible  schedules, 


2001,  the  company  earned  $612 
after  a  one-time  charge  of  $156 
and  its  gross  margin  rose  to  a| 
44.8%.  Baxter's  market  capit 
creased  more  than  tenfold,  to 
lion,  during  that  same  8!^-year  s| 

The  company  surprised  its 
competitors  last  fall  by  winning  I 
million  contract,  along  with  juni([ 
ner  Acambis  PLC,  to  produce  155j 
doses  of  smallpox  vaccine.  In  t| 
quarter,  Baxter's  profit  rose 
$253  million,  as  sales  grew  11%, 
billion,  even  while  many  rivals 
Kraemer  says  investors  can  ej 
ilar  increases  into  2003.  But  eve 
comes  up  short,  Kraemer  says  thd 
way  he'll  abandon  the  flex-time,  f 

Of  course,   his   family-first 
hasn't  been  responsible  for  the 
ny's  performance.  It's  his  strat 
growth  by  acquisition  that  has 
those  numbers.  Kraemer  won't  a| 
buy  another  company,  for  inst 
less  he  thinks  it  will  generate 
tertax  rate  of  return  of  at  let 
At  his  direction,  Baxter  also 


the  boss  doesn't  take  the  idea  serious- 
ly— which  often  means  employees  don't, 
either.  "People  follow  examples,"  says 
Carol  Sladek,  a  work-life  consultant  at 
Hewitt  Associates  LLC,  "so  when  a  ceo 
like  Harry  Kraemer  says,  'This  is  im- 
portant to  me,'  you  see  a  real  impact. 
That  definitely  is  a  rarity." 

Kraemer  believes  Corporate  America 
has  it  backward.  By  encouraging  em- 
ployees to  adjust  their  schedules  to  suit 
their  needs — starting  later  so  they  can 
get  the  kids  off  to  school  or  working 
one  day  a  week  from  home — Baxter  can 
attract  and  retain  top-notch  people,  he 
argues.  The  company  also 
ends  up  getting  more  quali- 
ty time  from  employees,  he 
adds,  because  they  are  less 
distracted  while  in  the  of- 
fice by  tugs  from  home. 

David  R.  Olson  is  the  kind 
of  employee  Kraemer  has  in 
mind.  Olson,  a  Web-design 
engineer,  lives  in  suburban 
Milwaukee,  50  miles  from 
Baxter's  headquarters  in 
Deerfield,  111.  To  see  more  of 
his  wife  and  their  two  pre- 

school-age  sons,  Olson  works     jobs  'ATBAx™  Became  CFO 'in  T'993;" 
from  home  every  Friday  and 

every  other  Thursday.  He ! 

also  is  free  to  juggle  that  FAVORITE  CHORE  Chauffeuring  the  kids, 
schedule  if  he  needs  to. 
Whenever  Olson  tells  friends 
about  his  relaxed  work  set- 
up, he  says  their  response  is 
invariably:  "Wow,  that  must 
be  nice."  It  is.  But  Olson 
says  he  also  gets  more  done 
working  from  home  since 
"no  one  is  stopping  by  your 
office  to  chat." 

Indeed,  Kraemer  believes 
the  payback  goes  beyond 
good  feelings.  He  points  out 
that  since  1993,  when  he  be- 
came chief  financial  officer 
and  began  championing 
work-life  balance,  Baxter  has 
hit  its  earnings  target  every 
quarter  even  as  it  has  near- 
ly doubled  its  profit  goal,  to 
a  growth  rate  of  15%.  In 


HARRY  M.  JANSEN  KRAEMER 


BORN  January,  1955,  New  Y\ 
(Declines  to  give  exact  date 
citing  security  concerns.) 

EDUCATION  B.A.,  math  and 
Lawrence  University,  1977; 
Northwestern 's  Kellogg  Schoc| 

FAMILY  Married  to  Julie.  The 
five  children:  Suzie,  14;  Andil 
Shannon,  8;  Diane,  4;  and  Daniel,  five  mod 


LEAST  FAVORITE  Cooking. 

BEHIND  THE  NAME  Jansen  is  his  wife's  mal 
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heavily  in  manufacturing  facili- 
jving  it  plenty  of  low-cost  capac- 
produce  genetically  engineered 
es  and  blood-clotting  products, 
o  most  promising  businesses. 
■ler  also  has  hand-picked  a  tal- 
team,  including  Baxter's  first 
scientific  officer.  "It's  almost  im- 
le  to  figure  out  what  the  exact 
ients  are  to  do  so  well,  but  clear- 
i  formula  is  an  effective  one," 
lobert  L.  Shoss,  a  portfolio  man- 
it  aim  Management  Group  Inc., 
owns  12.8  million  Baxter  shares, 
while  proud  of  Baxter's  financial 
s,  Kraemer  says  his  motivation 
ust  to  make  the  numbers.  He 
to  do  right  by  his  employees,  too. 
out  Catholic  whose  sister  once 


thought  he  might  become  a  priest,  Krae- 
mer says:  "Yes,  we've  got  a  job  to  do. 
But  we  can  still  operate  in  a  way  that's 
very  respectful.  We're  all  struggling.  To 
one  degree  or  another,  we're  all  trying 
to  create  that  balance." 

Kraemer  traces  his  convictions  to  his 
father,  a  retired  salesman  for  cit  Group 
Inc.  The  family  moved  several  times  as 
Kraemer  was  growing  up.  He  says  the 
relocations  only  strengthened  the  fami- 
ly bonds.  Kraemer  says  of  his  father: 
"His  whole  focus  was  the  family.  I  don't 
think  he  ever  went  out  without  taking 
at  least  one  or  two  of  us  along." 

Kraemer's  dad  also  gave  his  five  kids 
some  advice:  "Never  get  full  of  your- 
self... you  really  aren't  better  than  any- 
body else."  Kraemer  seems  to  have  tak- 


FIRST  THINGS  FIRST 

No  work  calls  after  6  p.m.,  says  the 
coach  of  his  daughter's  softball  team 

en  that  to  heart.  True,  like  many  ceos, 
he  receives  a  princely  compensation 
package:  a  salary  and  bonus  of  $1.6  mil- 
lion, plus  options  worth  $18.7  million 
last  year.  Yet  he  drives  a  Toyota  Avalon 
and  lives  in  a  relatively  modest  neigh- 
borhood in  suburban  Chicago.  He  do- 
nates 15%  of  his  income  to  the  Catholic 
church  and  charities.  About  his  only 
splurge  is  booking  the  corporate  jet 
every  six  weeks  to  fly  his  family  to  Min- 
neapolis/St. Paul  for  the  weekend  to  see 
the  grandparents  and  cousins.  (Baxter 
pays  for  the  flights,  and  the  amount — 
$42,122  last  year — is  listed  in  its  proxy 
as  other  income  for  Kraemer.) 

If  employees  are  still  wondering  how 
serious  Kraemer  is  about  family  time, 
they  should  stop  by  his  office  after  6 
p.m.  More  often  than  not,  it  will  be 
empty:  Kraemer  has  dinner  at  home 
about  three  times  a  week.  He  also  bars 
any  work-related  calls  in  the  evenings 
so  he  can  coach  daughter  Suzie's  softball 
team  or  take  everybody  to  the  library 
without  interruption.  Then  he  helps 
Julie  get  the  kids  to  bed,  goes  for  his 
late-night  run,  and  puts  in  a  couple  of 
hours  of  work.  "It's  not  that  he  works 
40  hours  instead  of  80,"  says  Julie,  a 
former  investment  banker  at  Citibank. 
"But  he  chooses  his  hours  so  he  gets  to 
do  the  things  he  wants  to  do." 

Not  always,  though.  Last  summer, 
Kraemer  had  to  break  his  rules  to  deal 
with  a  crisis  when  more  than  50  people 
died  after  undergoing  kidney  dialysis 
using  a  Baxter  blood  filter.  The  company 
yanked  the  product  from  the  market 
and  then,  after  tracing  the  deaths  to 
the  use  of  the  wrong  rinsing  fluid,  took 
an  aftertax  charge  of  $156  million  to 
cover  settlements  with  the  victims'  fam- 
ilies and  the  shutdown  of  two  plants. 
As  penance,  Kraemer  cut  his  2001  bonus 
by  40%,  or  $500,000,  and  the  bonuses  of 
all  other  top  execs  by  20%. 

Kraemer's  biggest  impact  could  be  on 
other  executives.  Walter  E.  Boomer,  who 
became  chairman  and  ceo  of  Rogers 
Corp.  after  commanding  the  U.  S.  Marine 
Corps  during  the  Persian  Gulf  war,  is  a 
director  at  Baxter.  Boomer  says  he  is 
trying  to  copy  Kraemer's  approach  at 
his  $276  million  company.  "One  of  the 
things  that  Harry  shows  us,"  Boomer 
says,  "is  that  despite  a  very  hectic  pace 
and  despite  a  tremendous  amount  of  re- 
sponsibility, you  can  pull  it  off  if  you 
want  to."  That's  a  lesson  a  lot  of  bosses 
still  need  to  learn. 

By  Michael  Arndt  in  Deerfield,  III. 
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LENDING 


LESS  CREDIT 
WHERE  CREDIT  IS  DUE 


0   0 


After  WorldCom,  Enron, 
and  the  rest,  getting  a 
corporate  loan  will  take 
longer  and  cost  more 

Banks   have   been   paring 
back  lending  for  the  past 
12  months,  and  venture- 
capital  money  and  equity 
issues  have  all  but  dried  up.  But 
the  collapse  of  telecom  giant 
WorldCom  Inc.,  coming  on  the  heels 
of  a  record  number  of  corporate  bank- 
ruptcies, threatens  to  throw  the  cred- 
it markets  into  a  new  tailspin. 

Institutional  investors  such  as  insur- 
ance and  pension  funds  now  face  huge 
losses  from  $32  billion  in  WorldCom 
debt.  That's  on  top  of  $40  million  wiped 
off  the  value  of  WorldCom's  equity  this 
year  as  well  as  losses  from  Enron, 
Kmart,  Global  Crossing,  and  others. 
They  swear  they  aren't  going  to  get 
stuck  again.  And,  because  of  the  way 
credit  markets  now  work,  that  could 
have  a  dramatic  impact. 

In  the  past  decade,  banks  have 
moved  aggressively  to  get  risk  off  their 
balance  sheets  by  packaging  loans  and 
selling  them  to  institutional  investors. 
Banks  generally  keep  10%  or  less  of  the 
stock,  loan,  or  bond  they  underwrite. 
"It's  a  totally  different  practice  from  10 
years  ago,"  says  Thomas  D.  McCand- 
less,  an  analyst  at  brokerage  Keefe, 
Bruyette  &  Woods  Inc.  "Then,  the  poli- 
cy was,  'If  it's  good  enough  to  under- 
write, it's  good  enough  to  keep.'" 

The  shift  made  it  much  easier  for 
companies  to  raise  money,  and  helped 
bankroll  the  economic  boom  of  the 
1990s.  Outstanding  corporate  credit  has 
doubled  in  the  past  decade  to  reach  $4.9 
trillion  in  the  first  quarter  of  2002.  All 
this  financial  liquidity,  though,  relies  on 
the  willingness  of  institutions  to  buy 
loans,  bonds,  and  stock  from  banks. 

But  the  recent  spate  of  "fallen  an- 
gels"— companies  that  slipped  from  in- 
vestment grade  to  junk  at  a  rapid  clip — 
has  opened  a  rift  between  the  two 
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groups. 
Bondholders 
argue  that  banks, 
which  enjoy  the 
cheapest  source  of 
funding,  need  to  step  up 
to  the  plate  and  take  on 
more  risk.  "Bankers  have 
special  responsibilities,  because 
they  have  special  privileges,"  says 
Paul  McCulley,  managing  director  of 
Pacific  Investment  Management  Co.  "We 
need  to  put  some  [risk]  back  onto  bank 
balance  sheets.  If  they  don't  want  to 
do  it,  Mr.  Greenspan  needs  to  put  a 
shoe  in  their  backsides  and  make  them." 
The  battle  between  banks  and  the  in- 
stitutions is  spilling  over  into  the  courts. 
A  group  of  11  insurers  are  locked  in  an 
ugly  legal  battle  against  J.  P.  Morgan 
Chase  over  Mahonia,  an  Enron  Corp. 
off-balance  sheet  partnership  the  bank 
helped  create.  The  insurers  refuse  to 
pay  a  $1  billion  claim  filed  by  the  bank, 
saying  Mahonia  was  a  sham.  The  bank 
says  these  insurers  are  just  trying  to 
shirk  then  obligations.  Off-balance  sheet 


transactions  created  by 
both  Citigroup  and  J.  P.  Morgan 
Chase  for  Enron  will  be  the  subject 
of  a  Congressional  investigation 
this  month.  Both  banks  were  big  lei 
to  the  energy  concern,  underwrot 
bonds,  and  recommended  its  stock 
ron  pension  funds  are  also  suing  th 
ergy  company's  bankers. 

WorldCom's  meltdown  has  ang 
the  institutions  even  more.  The  co 
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warn 


laed  a  record  $11.8  billion  in  bonds 
By,  2001.  About  half  the  amount 
went  to  pay  back  short-term 
1  oans.  When  the  company  admitted 
I  ounting  fraud  and  restated  five 
i  >rs  of  earnings  in  June,  banks 
•  eft  with  about  $2.7  billion  in  ex- 
t  and  bondholders  were  stuck  with 
;  llion  in  debt  that  now  trades  at 

I  discounts.  "There  has  to  be  due 
,ice,  responsibility,  and  accounta- 
by  the  underwriters,"  adds  Sey- 
i  Sternberg,  ceo  of  New  York  Life 
nee  Co.  "Might  there  be  a  lawsuit 
i?  If  the  facts  warrant  it,  you  bet." 
h  J.  P.  Morgan  Chase  and  Citi- 
lead  underwriters  on  the  World- 
Com bonds,  say  they 
relied    on    company 
numbers  and  couldn't 
have    foreseen   the 
fraud.    The    bonds 
were  underwritten 
based     on     World- 
Com's 2000  numbers. 
Its  restatement  goes 
back  to  the  start  of 
2001,  though  its  1999 
and   2000   numbers 
are  now  being  re- 
viewed by  the  Secu- 
rities  &   Exchange 
Commission. 

Some  politicians 
are  jumping  in.  "Ob- 
viously, when  you're 
getting  the  type  of 
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CHEAP  BUT 
HARD  TO  GET 


Interest  rates  are  at  historic  lows, 

yet  companies  are  finding  it  much 

tougher  to  raise  cash  this  year 

FIRST  HALF     FIRST  HALF 
2001  2002 

BILLIONS        BILLIONS 


BANK  LOANS 

$1,095 

$1,019 

SYNDICATED  LOANS 

644 

587 

INVESTMENT-GRADE 
BONDS 

373 

357 

JUNK  BONDS 

60 

40 

IPOs 

24 

13 

VENTURE  CAPITAL* 

13 

6 

*First  quarter  only 

Data:  Thomson  Financial,  Federal  Reserve 

fees  that  are  generated  here  and  you're 
not  putting  a  lot  of  your  money  at  risk, 
you  have  to  make  sure  [transactions 
are]  being  done  properly,"  says  Repre- 
sentative Paul  E.  Kanjorski  (D-Pa).  On 
July  8,  he  wrote  Salomon  Smith  Barney 
analyst  Jack  Grubman,  who  was  close  to 
former  WorldCom  ceo  Bernard  J. 
Ebbers,  asking  if  WorldCom  executives 
had  received  shares  in  sought-after  ini- 
tial public  offerings  underwritten  by  the 
Citigroup  unit.  A  Citigroup  spokes- 
woman says  the  bank  is  reviewing  the 
request,  but  adds  that  no  analyst  is  re- 
sponsible for  IPO  allocations. 

Despite  the  WorldCom  furor,  corpo- 
rate credit  markets  aren't  going  to  dry 
up  completely.  After  all,  money  man- 
agers wouldn't  be  happy  with  a  portfo- 
lio comprised  entirely  of  Treasury  bills. 
And  some  controversial  big  names  are 
still  getting  bank  loans.  For  instance, 
AOL  Time  Warner  Inc.  secured  a 
$10  billion  line  of  credit  on  July  8, 
replacing  loans  that  come  due 
in  the  fall. 

All  the  same,  companies 
hoping  to  raise  money 
in  any  shape  or  form 
in     the     next     six 
months  had  better 
be    ready    to    be 
poked,    prodded,    and 
cross-examined — and  pay  up  for  the 
privilege.   Lenders,  investors,  and 
bondholders  alike  are  treating  all  num- 
bers they're  given  by  debtors  with  sus- 
picion. The  increased  scrutiny  of  existing 

Companies  hoping  to 
raise  money  will  be 
poked,  prodded,  and 
examined  head  to  toe 


companies  could  have  a  twofold  effect, 
experts  say.  "For  companies  that  are 
actually  doing  poorly,  their  decline  will 
be  accelerated,"  says  Jonathan  Schiff,  a 
professor  of  accounting  at  Fairleigh 
Dickinson  University  and  president  of 
Schiff  Consulting  Group.  "Those  that 
are  actually  doing  well  will  prosper." 

Any  company  that  relies  as  World- 
Com did  on  EBITDA,  or  earnings  before 
interest,  tax,  depreciation,  and  amorti- 
zation, is  now  under  the  magnifying 
glass.  The  measure,  once  considered  a 
fair  judge  of  cash  flow,  was  easily  ma- 
nipulated by  WorldCom.  But  even  be- 
fore the  WorldCom  fraud  was  revealed, 
not  everyone  was  a  fan.  In  February, 
ceo  Warren  E.  Buffett  told  Berkshire 
Hathaway  Inc.  shareholders  in  his  an- 
nual letter:  "References  to  EBITDA  make 
us  shudder — does  management  think 
the  tooth  fairy  pays  for  capital  expen- 
ditures?" Still,  EBITDA  was  used  routine- 
ly in  media,  hotels,  and  gaming,  as  well 
as  telecom.  Now,  bankers  and  investors 
are  reevaluating  most  such  companies. 

Also  on  the  line:  the  swashbuckling 
ceo.  Jokes  one  banker:  "We're  not  lend- 
ing to  any  company  whose  ceo  is  known 
by  their  first  name."  After  the  recent 
problems  faced  by  Bernie  [Ebbers], 
Martha  [Stewart],  and  Dennis  [Koz- 
lowski],  the  appeal  of  a  low-key,  down- 
to-earth  ceo  seems  obvious.  Bond  guru 
William  H.  Gross,  managing  director  of 
Pacific  Investment  Management,  says 
in  his  most  recent  newsletter:  "We're 
shunning  corporations  whose  CEOs  are 
the  cover  boys  and  cover  girls  at  book- 
store magazine  stands... [and]  manage- 
ment that's  paid  themselves  tens  of  mil- 
lions per  year.  We're  looking  for  common 
sense,  not  star  worship." 

Companies  with  grounded  manage- 
ment and  straightforward  numbers 
aren't  off  the  hook  if  they  want  to  raise 
funds.  "You'll  see  lenders  doing  more 
audits  themselves,"  says  Michael  Lough- 
lin,  chief  credit  officer  for  commercial 
banking  at  Wells  Fargo  Co.  His  bank 
plans  to  hire  outside  auditors  to  exam- 
ine numbers  from  companies  that  aren't 
existing  customers — probably  passing 
the  costs  along  to  borrowers.  Wary  bond 
buyers  have  the  same  idea.  New  York 
insurer  American  International  Group 
has  set  up  a  new  risk-management 
group  independent  of  its  investment  de- 
partment to  review  all  of  its  large  trans- 
actions. "We'll  have  an  additional  set  of 
eyes"  looking  at  investments,  says  AIG 
ceo  Maurice  R.  "Hank"  Greenberg. 

As  WorldCom  teeters,  there  isn't  a 
part  of  the  credit  market  that  isn't 
touched  by  the  fallout  from  its  woes. 
Even  healthy  companies  that  want  to 
borrow  are  likely  to  suffer  from  the 
contagion  for  months  to  come. 

By  Heather  Timmons  in  New  York 
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COMMENTARY 

By  Mara  Der  Hovanesian 


DON'T  BOTHER  CALLING  THE  HEDGE-FUND  COPS 


If  the  Securities  &  Exchange  Com- 
mission had  any  doubts  about 
what  it  faces  in  taking  on  the  $500 
billion  hedge-fund  industry,  it  need 
look  no  further  than  New  York.  In 
June,  industry  lobbyists  deftly 
carved  an  exemption  from  a  new 
state  law  on  investment  advisers 
that  could  have  forced  some  hedge 
funds  to  disclose  their  inner  work- 
ings, such  as  trading 
strategies.  The  threat  to 
up  and  leave  the  state 
from  which  the  bulk  of 
hedge-fund  managers  oper- 
ate was  the  clincher. 

It's  not  the  first  time 
would-be  regulators  have 
buckled  under  pressure. 
After  the  1998  blowup  of 
Long-Term  Capital  Man- 
agement, Washington 
railed  against  hedge  funds' 
reckless  use  of  borrowing 
against  assets  and  their  se- 
cretive nature.  Designed  to 
rein  in  hedge  funds,  the 
Derivatives  Market  Re- 
form Act  and  The  Hedge 
Fund  Disclosure  Act  were 
bandied  about  in  1999,  but 
died  in  Congressional  com- 
mittees the  next  year. 

Now,  the  sec  is  on  the 


ment  Management  Co.,  have  joined 
the  chorus  of  reprobation.  On  July  9, 
the  respected  bond  guru  slammed 
hedge  funds  for  roiling  markets  by 
their  "willingness  to  play  fast  and 
loose  with  the  solvency  of  struggling 
companies." 

Hedge  funds — unregistered,  pri- 
vate limited  partnerships — are  sub- 
ject to  the  antifraud  provisions  of 


Nor  are  they  likely  to  get  one 
time  soon.  Observers  say  the  sec  I 
operating  with  a  so-called  private  | 
der  of  investigation.  This  rarely- 
device  is  designed  to  facilitate  fa 
finding  missions  to  help  shape 
recommendations,  rather  than  to 
catch  rogues.  However,  the  sec  isl 
lowed  to  subpoena  documents  and! 
witnesses — a  big  plus  in  the  secre| 
tive  world  of  hedge 
funds — though  officials  | 
have  to  know  where  t(j 
look  and  whom  to  ask.  i 

So  far,  the  investif 
amounts  to  a  fishing 
dition  in  a  pool  of  t< 
6,000  funds.  "The  sec's 
proach  is  scattershot; 
have  to  be  told  about 
tential  problems  first," 
Sheehan.  "They  don't 
to  just  march  in  and 
around."   The   sec   w< 
comment  on  its  probe. 
Billion-dollar  funds 
the  likely  first  targets. 
But  the  most  egregioi 
problems  tend  to  be 
among  startup  funds  r 
by  inexperienced  man- 
agers. Taxed  for  re- 
sources, the  sec's  succd 
in  turning  up  small-tind 


WHY  THE  SEC'S  HEDGE-FUND  CAMPAIGN 
FACES  TOUGH  GOING 

•  Both  federal  and  state  efforts  to  regulate  funds 

rJ^i  T  °£T* "Vc        have  been  thwarted  by  the  industry's  powerful  lobby  U1  tlxlI1T6  u*l  £T"3 

prowl  again.  In  late  May,  1 1 r. £_ scams  doesn  t  look  go 

•  The  SEC  lacks  the  authority  to  investigate  hedge- 
fund  investments  and  managers 

•  Investor  complaints,  the  agency's  main  source  of 
leads,  have  been  few  and  far  between  they're  happening," 

•  With  limited  resources,  the  SEC  is  struggling  to  Thomas  Fedorek,  sen; 
handle  its  current  caseload 


Chairman  Harvey  L.  Pitt 
announced  the  agency 
would  investigate  man- 
agers who  pump  up  their 
performance,  double  as 
mutual-fund  managers  cre- 
ating potential  conflicts  of 
interest,  and  use  question- 
able tactics  to  market  to  unsophisti- 
cated investors.  Until  recently,  most 
investors  had  to  pony  up  at  least  $1 
million  to  buy  into  a  hedge  fund. 
These  days,  the  minimums  are  much 
lower,  and  that  has  regulators  wor- 
ried about  the  welfare  of  small  in- 
vestors. Pitt  is  worried  about  a  "seis- 
mic boom"  in  assets:  Hedge  funds 
attracted  a  record  $31  billion  in  2001, 
and  analysts  expect  the  industry  will 
top  $1  trillion  by  2004. 

Investment  pros  such  as  William  H 
Gross,  managing  director  of  institu- 
tional money  manager  Pacific  Invest- 


"The  sec  spends  most 
its  time  reacting  to 
plaints,  let  alone  tr 
stop  scams  before 


federal  securities  laws,  but  they 
aren't  regulated  by  the  Investment 
Company  Act  of  1940.  Mutual  funds, 
on  the  other  hand,  must  register 
with  the  sec  and  are  subject  to  rig- 
orous inspection.  That  means  the  sec 
must  rely  on  disgruntled  investors 
and  whistle-blowers  for  information 
about  hedge-fund  shenanigans.  "It's 
not  as  if  the  sec  is  asleep  at  the 
switch,"  says  Margaret  Sheehan, 
partner  at  Washington  (D.  C.)'s 
Alston  &  Bird  LLP,  which  specializes 
in  securities  law.  "They  don't  have  a 
switch,  or  at  least  not  much  of  one." 


managing  director  of  i 
gate  Global  Intelligenc 
Security,  an  investigative  firm. 
For  now,  simple  background 
checks  of  managers — which  often 
turn  up  prior  felony  convictions  or| 
run-ins  with  securities  regulator 
offer  investors  who  are  willing 
pay  for  them  more  protection  tha 
the  sec  can.  That  won't  change  un| 
Congress  legislates  tough  rules 
erning  hedge  funds  or  brings  ther 
within  the  scope  of  the  1940  law— ;| 
both  distant  prospects  for  now.  In 
the  meantime,  it's  buyer  beware. 

Der  Hovanesian  covers  market 
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i  need  the  right  information 
)x  Filmed  Entertainment 
this.  That's  how  they've 
ie  one  of  the  most 
fu!  creators  and  distributors 
kbuster  films  in  the  world. 


And  that's  why  they  chose 
Crystal  Decisions M.  Our  web- 
based  reporting,  analysis  and 
information  delivery  technology 
helps  Fox  track  critical  business 
information  through  distribution 


WHAT  KIND  OF  DECISIONS  DO  YOU 

MAKE  IN  HOLLYWOOD? 

IF  YOU'RE  FOX;  ENTERTAINING  ONES, 


channels  and  leverage  that 
information  to  make  smarter 
decisions.  With  over  10  million 
licenses  shipped,  and  partners 
including  SAP" and  Microsoft-, 
we've  proven  our  solutions 


deliver  information,  cut  costs 
and  improve  productivity. 
Want  to  learn  more?  Visit:  www. 
crystaldecisions.com/ent/005/, 
or  call  1-866-821-3525. 


Analyze.  Report.  Share.' 


crystal  decisions 


Industrial  Management 


MANAGEMENT 


QUALITY  ISN'T  JUST 
FOR  WIDGETS 


Six  Sigma,  the  quality- 
control  and  cost-cutting 
power  tool,  is  proving  its 
worth  on  the  service  side 

In  the  world  of  manufacturing,  Six 
Sigma  has  become  something  akin 
to  a  religion,  with  none  other  than 
John  F.  Welch  as  its  charismatic 
apostle.  The  former  chairman  and  ceo  of 
General  Electric  Co.  came  late  to  this 
rigorous,  statistical  approach  to  quality 
control.  But  once  he  embraced  it  in 
1996,  he  quickly  assembled  an  unprece- 
dented army  of  employees  to  pinpoint 
and  fix  problems  throughout  ge  using 
the  number-crunching  skills  they  learned 
in  Six  Sigma  training.  The  results  were 
awesome:  In  the  past  three  years  alone, 
these  troops  saved  the  company  $8  bil- 
lion, according  to  GE.  Little  wonder, 
then,  that  Welch  has  won  so  many  con- 
verts preaching  the  cost-cutting  power 
of  this  methodology. 

So  what  is  ge  doing  with  Six  Sigma 
under  Welch's  successor,  Jeffrey  R.  Im- 
melt?  More  than  ever.  The  $125.9  billion 
conglomerate  is  spending  $600  million 
on  Six  Sigma  projects  in  2002 — mostly 
for  the  salaries  of  4,000  full-time  Six 
Sigma  experts,  plus  100,000  employees 
who've  undergone  basic  training.  Alto- 
gether, they  have  a  target  of  finding  an 
additional  $2.5  billion  in  savings  in  the 
Fairfield  (Conn.)  company.  On  top  of 
that,  ge  is  sending  out  its  Six  Sigma 
squads  to  customers  such  as  Dell  Com- 
puter and  Wal-Mart  Stores  to  help  them 
root  out  what  ge  estimates  to  be  more 
than  $1  billion  in  inefficiencies  and 
waste — and  help  ge  win  more  business. 
ge  may  be  preeminent,  but  it's  cer- 
tainly not  unique  in  pushing  Six  Sigma 
into  new  corners  of  its  business.  Origi- 
nally conceived  by  Motorola  Inc.  as  a 
quality-improvement  device  in  the  mid- 
1980s,  Six  Sigma  soon  morphed  into  a 
cost-cutting  utensil  for  manufacturers  of 
all  stripes.  Now,  it's  fast  becoming  the 
Swiss  army  knife  of  the  business  world. 
Goods  producers  still  make  up  the  bulk 


of  users,  who  typically  rely  on  statistics 
to  uncover  and  then  reduce  product  vari- 
ance in  order  to  boost  quality  and  effi- 
ciency (table).  But  increasingly,  manu- 
facturers are  applying  Six  Sigma  to 
functions  as  varied  as  accounts  receiv- 
able, sales,  and  research  and  develop- 
ment. And  their  success  in  these  non- 
factory  domains  has  inspired  Six  Sigma 
projects  at  financial  institutions,  retailers, 
health-care  concerns,  and  in  other  areas 
of  the  service  sector.  Says  Gregory  H. 
Watson,  a  consultant  and  past  president 
of  the  American  Society  for  Quality  in 
Milwaukee:  "Six  Sigma  might  be  the 
maturation  of  everything  we've  learned 
over  the  last  100  years  about  quality." 

It's  easy  to  see  why  Six  Sigma  works 
well  in  large-scale  manufacturing.  For 
one,  factory  processes  tend  to  be  both 
repetitive  and  easy  to  track  as  goods 
move  along  the  line.  Also,  companies 
usually  quantify  what  happens  at  each 
step.  So,  by  measuring  defects  per  out- 
put, they  can  quickly  assess  how  a  dif- 
ferent way  of  doing  things  at  any  stage 
affects  productivity  or  profits. 

Generally  the  gains  add  up  swiftly 
as  Six  Sigma  squads  discover  ways  to 
reduce  personnel,  capital  spending,  or 
overhead.  Bosses  can  then  redeploy  staff 
or  take  the  gain  to  the  bottom  fine.  At 
Dow  Chemical  Co.,  for  instance,  each 
Six  Sigma  project  has  freed  up  an  av- 


THE  SPREAD  OF  SIX  SIGMA 

Dow  Chemical,  which  has  saA 
$750  million  with  the  system 
applies  it  to  back-office  funct 

erage  of  $500,000  in  the  first  y 
one  case,  the  discovery  that  ai 
tive  was  causing  imperfections 
aging  materials  enabled  Dow  to 
defective  items  on  that  line  b 
Managers  claim  that  in  total,  si 
provements  have  saved  the  co 


WHERE  PRECISION  IS  LIFE  OR  DEATH 


A  year  ago,  it  took  Wellmark  Inc.  65 
days  or  more  to  add  a  new  doctor 
to  its  Blue  Cross  &  Blue  Shield 
Assn.  medical  plans.  Today,  despite 
working  with  a  reduced  staff,  the  Des 
Moines  managed-care  company  gets  the 
job  done  in  30  days  at  most.  The  staff 
cuts,  meanwhile,  have  helped  the  com- 
pany shave  administrative  expenses  by 
$3  million  per  year,  enabling  it  to  keep  a 
lid  on  premiums. 

Wellmark's  secret?  Six  Sigma,  the 
factory-floor  methodology  spreading 


quickly  through  the  service 
analytical  tool  helped  Wellm; 
ployees  discover  that  doctor: 
tions  often  got  stuck  as  proc 
ble-checked  one  another's  wc 
of  sending  the  forms  along  f« 
O.  K.  All  told,  they  conclude 
process  was  redundant.  Now 
necessary  steps  are  gone.  "V 
have  been  successful  if  it  ha 
ness  as  usual."  observes  Joh 
Forsyth,  Wellmark's  chairma 
Together  with  the  likes  of 
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than  $750  million  since  1999. 
•easingly,  however,  manufacturers 
eking  up  their  biggest  savings  far 
^he  factory  floor.  Dow  Chemical, 
ample,  projects  it  will  save  an- 
$750  million  by  the  end  of  next 
s  it  applies  Six  Sigma  to  such  ar- 
procurement  and  sales.  And  Six 
experts  at  3M  Co.  have  employed 
ethodology  to  reduce  inventories 
)eed  up  R&D  efforts  at  the  compa- 
Paul  (Minn.)  headquarters.  One 
jven  analyzed  the  performance  of 


THE  NUTS  AND  BOLTS  OF  SIX  SIGMA 


WHAT  IS  IT? 

An  analytical  method  aimed  at 
achieving  near-perfect  results  on 

a  production  line.  In  statistics,  the 
Greek  letter  sigma  denotes  variation 
in  a  standard  bell  curve.  One  sigma 
equals  690,000  defects  per  1  million. 
Most  companies  do  no  better  than 
three  sigma,  or  66,000  errors  per 
million.  Six  Sigma  reduces  that  count 

to  3.4  DEFECTS  PER  MILLION.  That 

saves  money  by  preventing  waste. 

sales  reps  in  3M's  orthodontic-products 
division  to  identify  exactly  why  its  top 
agents  sold  so  much  more  than  others. 
And  it  doesn't  stop  there.  By  judging 
how  well  employees  run  fix-it  projects, 
company  leaders  are  hoping  to  spot 
their  successors.  "Six  Sigma  is  about 
developing  tomorrow's  managers,"  says 
Chairman  and  ceo  W.  James  McNer- 
ney  Jr.  "It  gives  them  a  shot  to  show 
what  they  can  do." 

Six  Sigma  isn't  a  cure-all,  to  be  sure. 
In  the  first  few  months  of  a  project, 
up-front  training  costs  always  outweigh 
any  savings.  And  through  the  life  of 
the  project,  the  expense  of  compiling 
and  analyzing  data  may  also  exceed 
what  is  saved,  particularly  in  areas 
where  a  process  cannot  be  easily  stan- 
dardized. Even  ge,  which  does  thou- 
sands of  Six  Sigma  projects  a  year, 
concedes  it  hasn't  yet  made  much 
headway  in  applying  Six  Sigma  to  its 
legal  operations.  Companies  also  stand 
to  lose  if  top  management  doesn't  buy 
into  the  program  h^h 
and  implement  the 
fixes  recommended 
by  its  top  Six  Sig- 
ma analysts,  known 
as  "black  belts." 

But  that  said,  ge 
is  still  pushing  the 


■an  Express  Co.,  Wellmark  is 

Iw  breed  of  service  compa- 
l  to  Six  Sigma  to  debug 
perations.  And  nowhere  does 
show  more  promise  than  in 
health-care  sector.  After 
uble-digit  price  hikes,  the  hi- 
nder enormous  pressure  to 

At  the  same  time,  doctors 
ils  are  on  a  quality  kick  after 
studies  highlighted  how 
•sonnel  may  be  injuring  or 
Ireds  of  thousands  of  pa- 
ally  by  giving  them  the 
ications. 

t  Hospital  in  Milwaukee  is 
ruard.  Two  years  ago,  it  put 


its  first  two  employees 
through  training.  Along 
with  two  other  so-called 
black  belts,  they've  so 
far  completed  a  dozen 
projects.  Today,  their 
boss,  coo  Cathy  Buck, 
effectively  doubles  as  a 
Six  Sigma  consultant. 
She  rattles  off  success 
stories,  like  how  the 
655-bed  hospital  has 
had  only  one  incident  of 
a  patient  being  wrongly  medicated 
since  standardizing  its  intravenous- 
drug  practices.  Or  how  it  slashed 
turnaround  on  intensive-care-unit  lab 


HOW  DOES  IT  WORK? 

The  tool  achieves  results  by  reducing 
subjective  errors  in  the  assessment 
of  problems.  First,  auditors  define 
a  process  where  results  are  subpar. 
Then  they  measure  the  process  to 
determine  current  performance, 
ANALYZE  this  information  to  pin- 
point where  things  are  going  wrong, 
and  IMPROVE  the  process  and  elimi- 
nate the  error.  Last,  controls  are 
set  up  to  prevent  future  bugs. 

envelope.  Its  GE  Capital  subsidiary  re- 
cently dispatched  a  couple  of  black  belts 
to  Dell  Computer  Corp.'s  headquarters  in 
Round  Rock,  Tex.,  to  analyze  its  ac- 
counts-payable process.  After  mapping 
the  procedure  step  by  step,  they  discov- 
ered that  Dell  was  getting  buried  in  pa- 
per invoices  because  its  just-in-time  man- 
ufacturing operations  required  that  the 
company  purchase  some  types  of  parts  as 
often  as  12  times  a  day.  To  solve  the 
problem,  the  ge  Capital  team  moved  Dell 
from  its  slowpoke  manual  system  to  an 
Internet-based  electronic  filing  setup.  Es- 
timated savings:  $2.4  million  a  year. 

Although  Dell  pockets  the  cash,  GE 
can  come  out  ahead,  too.  If  GE  cus- 
tomers are  more  productive  and  prof- 
itable, ge  wagers  that  the  goodwill  gen- 
erated through  Six  Sigma  advice  will 
translate  directly  into  contracts.  "When 
you  think  about  ge  Capital  at  the  end  of 
the  day,  we  lend  money.  So  do  a  lot  of 
other  people,"  notes  Margaret  Keane, 
chief  quality  officer  at  ge  Capital.  "This 
is  really  a  way  to  dif- 
ferentiate us."  Jack 
Welch  may  have  moved 
on.  But  to  more  and 
more  companies,  Six 
Sigma  is  gospel. 

By  Micfiael  Arndt 
in  Chicago 


GOOD  MEDICINE 

Cathy  Buck 
oversees  Six 
Sigma  operations 
at  Froedtert 

results  to  23  min- 
utes, from  52.  Based 
on  such  results, 
Buck  eagerly  advis- 
es other  health-care 
managers  to  start 
Six  Sigma  programs.  It's  turning  out 
to  be  a  smart  prescription  for  the 
services  sector  as  a  whole. 

By  Michael  Arndt 
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intel.com 


Will  Moore's  Law  stand 


In  1965,  Intel's  Gordon  Moore 

created  a  "law"  that  became  shorthand 

for  the  rapid,  unprecedented 

growth  of  technology.  He  predicted 

that  the  number  of  transistors 

on  a  chip  would  grow  exponentially 

with  each  passing  year. 

At  the  time,  even  Gordon  never 

imagined  it  might  still  be  true  today. 

But  Intel  has  developed  new 

technologies  that  will  allow  us  to 

squeeze  one  billion  transistors  on  a 

chip  (a  far  cry  from  the  2,300 

on  our  first  processor). 


Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 


IF 


H? 


10' 


This  wafer  represents  Moore's  Law  at  work.  The  Intel®  Itanium  2  processors  here  hold  over  220  million  transistors  each. 

This  isn't  science  for  science's  sake. 

It's  science  for  your 
company's  sake.  Because  as  we  work 

to  fulfill  Moore's  Law,  year 

after  year,  companies  everywhere  can 

do  more  at  lower  cost. 

And  that's  not  just  a  good  law. 

It's  very  good  business. 


intel 


Sophisticated  tools  perform 

tests  to  ensure  the 
highest-quality  processor. 


Processor  production,  constantly 

monitored  by  smart 

machines  and  smart  people. 


Legal  Affairs 


PHARMACEUTICALS 


CAN  BIG  PHARMA 

CURE  ITS  LEGAL  MIGRAINES? 

A  wide-ranging  assault  may  force  the  industry  to  change  the  way  it  does  business 


COMMENTARY 


By  Amy  Barrett 

Criminal  investigations,  multistate 
assaults  by  attorneys  general,  cir- 
cling class-action  lawyers,  corpo- 
rate whistle-blowers,  industry-re- 
form legislation,  op-ed  indignation. 
Sound  like  a  rehash  of  the  legal  woes 
that  once  haunted  the  tobacco  indus- 
try? Nope.  These  are  the  current 
headaches  facing  the  companies  that 
probably  do  the  most  to  improve  peo- 
ple's health:  drug  manufacturers. 

While  Big  Pharma  isn't  receiving 
quite  as  much  bad  publicity  as  other 
besieged  industries,  such  as  accounting 
or  tobacco,  it  is  facing  an  equally  wide- 
ranging  legal  and  regulatory  onslaught. 
The  recent  wave  of  private  and  gov- 
ernment litigation  against  drugmakers 
targets  nearly  every  major  player  in 
the  industry,  including  Merck,  Johnson 
&  Johnson,  Bristol-Myers  Squibb,  Pfizer, 
and  GlaxoSmithKline.  Coming  under  at- 
tack are  some  of  the  basic  business 
practices  that  have  helped  fuel  the  in- 
dustry's growth  (table). 

The  assault  will,  at  a  minimum,  cost 
the  industry  big  bucks  in  defense  fees — 
and  perhaps  damages  awards.  The  an- 
nouncement on  July  9  that  Wyeth's  hor- 
mone replacement  therapy  product 
Prempro  raises  the  risk  of  breast  cancer 
and  heart  disease,  for  instance,  may  well 
trigger  a  race  to  the  courthouse.  But 
the  greater  worry  for  pharmaceutical 
executives  is  that  the  growing  vilifica- 
tion of  the  industry  could  force  them 
to  change  the  way  they  sell  drugs — and 
possibly  give  momentum  to  legislation 
and  regulation  aimed  at  squeezing  drug 
prices.  The  legal  attacks  "further  de- 
monize  the  industry,"  warns  Pfizer  Inc. 
Chairman  Henry  A.  (Hank)  McKinnell, 
who  worries  that  Big  Pharma's  image 
problem  could  lead  to  tough  new  laws. 
"If  we  are  seen  as  part  of  the  problem, 
we'll  be  dealt  with  as  a  problem." 

How  did  the  once  blue-chip  industry 
get  in  such  a  mess?  In  many  ways,  the 


drugmakers  are  victims  of  their  own 
success.  In  the  1990s,  they  became  he- 
roes on  Wall  Street  by  consistently  de- 
livering double-digit  earnings  growth. 
But  the  fierce  competition  to  keep  mak- 
ing the  numbers  prompted  some  players 
to  test  the  legal  boundaries  when  it 
came  to  promoting  products.  Com- 
pounding the  pressure:  the  proliferation 
of  me-too  drugs  that  force  companies 
to  rely  on  aggressive  sales  ploys  rather 
than  science  to  grab  market  share. 

Unfortunately,  the  cutthroat  tactics 
spread  like  a  virus.  "If  your  competitors 
are  pushing  the  envelope,  it  is  very  dif- 
ficult to  compete  with  that,"  says  Dr. 
Joseph  Gerstein,  pharmacy  strategy  con- 
sultant at  Tufts  Health  Plan,  who  was  a 
whistle-blower  in  a  recently  settled  case 
against  TAP  Pharmaceutical  Products 
Inc.  The  result,  he  says,  is  that  overly 
aggressive  players  "push  everyone  in 
that  direction." 

While  Wall  Street  applauded  the  in- 
dustry's performance,  insurers,  con- 
sumers, and  the  government — those  foot- 
ing the  fast-growing  drug  tab — began 
to  howl  about  increased  bills.  In  re- 
sponse, Big  Pharma  hired  armies  of  lob- 
byists to  kill  any  moves  to  rein  in  drug 
costs.  The  current  legal  backlash  is  the 
inevitable  fallout  from  the  drug  indus- 
try's refusal  to  address  the  mounting 
cost  problem.  "The  greed  has  run  amok," 


declares  Congressman  Pete  St 
Calif.).  "They're  going  to  end  up  \ 
a  serious  revolt  on  their  hands.' 

Indeed,  the  rebellion  already 
gun.  Players  are  being  held  up 
standards,  and  some  industry  p  | 
that  have  been  commonplace  f< 
suddenly  are  being  treated  as 
Take,  for  example,  the  reimb 
of  some  drugs  under  Medic 
Medicaid.  In  lawsuits  filed  earl1 
year  by  the  state  attorneys  ge 
Nevada  and  Montana,  a  long 
drugmakers,  including  Pharmaci 
and  GlaxoSmithKline  PLC,  is  all 
have  reported  inflated  prices 
eminent  reimbursement  purpose) 
selling  the  drugs  at  discounts  t< 
cians.  (The  cases  primarily 
drugs  such  as  cancer  therapies  t 
administered  directly  by  phy 
The  suits  charge  that  inflatec 
bursement  prices  win  market 
since  doctors  favor  drugs  tha 
them  to  pocket  the  spread  b< 
their  price  and  the  price  at  wh 
government  reimburses.  Spokes 
for  Glaxo  and  Pharmacia  say  the 
ing  practices  are  legal. 

But  while  the  discrepancy  b 
the  reimbursement  prices  an 
market  prices  has  been  kno\ 
years,  it  only  recently  became 
button  legal  issue.  That's  no  su 


|U nCD    Tfie  drug  industry  is  under  attack  by  the  Justice 
p|E||_     Dept,  the  FTC,  state  attorneys  general,  and  trial 
O I  tut      lawyers  for  a  wide  variety  of  controversial  tac 


AGGRESSIVE  MARKETING 

A  former  employee  of  Warner-Lambert, 
now  owned  by  Pfizer,  alleges  the 
company  promoted  its  epilepsy  drug 
for  unapproved  uses.  The  U.S.  Attor- 
ney's office  in  Boston  has  subpoenaed 
former  Warner  employees  to  testify 
before  a  grand  jury.  Pfizer  is 
cooperating  with  the  inquiry  and 
says  that  the  issue  arose  before 
the  merger. 


BLOCKING  CHEAP  GENERICS 

The  FTC  is  investigating  whet 
companies  with  profitable  bra 
properly  attempted  to  slow  do 
competitors — thereby  keeping 
tificially  high  and  harming  coi 
More  than  two  dozen  states  h. 
Bristol-Myers  Squibb,  alleging 
pany  illegally  delayed  rivals  tc 
drug  Taxol  and  the  anti-anxiet 
BuSpar.  Bristol  declined  to  cc 
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other  things,  whether 
W  marketing  programs 
^  aimed  at  managed-care 
companies  violate  anti- 
kickback  laws. 
The  whistle-blowers  are 
producing  a  steady  stream  of 
negative  news  stories  and  pro- 
viding the  industry's  enemies 
with  plenty  of  cannon  fodder. 
That  in  turn  could  make  it  easier 
to  attack  some  of  the  drugmak- 
ers'  most  controversial  practices.  Con- 
sider, for  example,  the  heavy-handed  le- 
gal attacks  companies  have  used  to  delay 
rival  products  from  generic  drugmak- 
ers,  such  as  barraging  them  with  seem- 
ingly frivolous  patent-infringement 
claims.  Such  stratagems  have  landed 
companies  such  as  Bristol-Myers  Squibb 
Co.  in  hot  water.  More  than  two  dozen 
states  are  suing  the  company  for  al- 
leged antitrust  violations  in  delay- 
ing generic  versions  of  the  cancer 
drug  Taxol  and  the  anti-anxi- 
ety drug  BuSpar.  A  Bristol- 
Myers  spokesman  says  the 
company  doesn't  comment 
on  pending  litigation. 

With  congressional  elec- 
tions coming,  the  drug 
industry  is  a  prime  politi- 
cal target.  At  the 
state  level,  Michigan 
and  Maine,  among  others, 
have  passed  laws  aimed  at 
bringing  drug  costs  down. 
Meanwhile,  legislation  to 
limit  some  patent-extension 
strategies  has  picked  up 
steam  in  Washington. 
There's  little  doubt  the  drug 
industry  is  beginning  to  respond 
to  its  mounting  image  problem.  A 
number  of  companies  have  recently 
rolled  out  programs  aimed  at  providing 
discounts  to  low-income  consumers. 
And  in  April,  a  trade  group  adopted  a 
new  set  of  guidelines  to  halt  the  ex- 
travagant dinners  and  other  gifts  sales 
reps  often  give  to  doctors.  That's  a 
start.  But  with  new  scandals  surfacing 
regularly,  drugmakers  may  find  those 
moves  are  too  little,  too  late  to  heal 
their  damaged  reputations. 

With  Lorraine  Woellert  in  Washington 

POSSIBLE  KICKBACKS 

The  Justice  Dept.  is 
probing  whether 
marketing  subsidies  that 
Schering-Plough  offered  to 
managed-care  companies 
violated  Medicaid  rules 
or  amounted  to  illegal 
kickbacks.  The  company 
is  cooperating  with  the 
investigation. 
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Ohio  is  the  e  Corridor.  Here  you'll  find  companies  and  people 
on    the    leading    edge    of    electronic    technology.    In    Ohio 
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'A  Clean,  Simple  Cash  Business' 

Investors  can  find  tasty  plays  in  casual  restaurant  chains 
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BY  DEAN  FOUST 


Inside  the  Cosi  restaurant  in  Arlington,  Va., 
with  its  muted  brown  tones,  high-backed 
booths,  and  sultry  mood  music,  Oscar  Padilla 
settles  in  with  his  notebook  PC  and  one  of 
the  chain's  signature  square  bagels.  Padilla,  a 
38-year-old  Web  consultant,  often  eats  there 
three  times  a  week.  "I  hang  out  in  the  morn- 
ing with  my  notebook  and  have  thinking  time, 
then  invite  clients  for  lunch  meetings,"  he  says. 
Padilla,  who  wTas  burned  on  tech  stocks,  may  buy 
Cosi's  stock  when  it  goes  public  in  late  July. 

With  tech  and  telecom  in  continued  free  fall, 
chastened  investors  such  as  Padilla  are  seeking 
refuge  in  restaurants. 
Thanks  to  strong  runups  in 
such  companies  as  Lone 
Star  Steakhouse  &  Saloon, 
Panera  Bread,  and  Wendy's 
International,  the  27  stocks 
in  the  Standard  &  Poor's 
restaurant  index  have  risen 
16.9%  over  the  past  year 
and  8.7%  annually  since 
1997.  By  contrast,  the  s&P 
500  has  plunged  18.9%  in 
the  past  year,  and  is  up  an  average  3.7%  over  the 
past  five  years.  That  performance  is  fueling  a 
revival  in  restaurant  IPOs,  with  trendy  private 
chains  such  as  Cosi  and  Red  Robin  rushing  to  go 
public.  Why?  After  a  brief  pullback  in  dining  out 
after  September  11,  consumers  have  returned  in 
droves,  prompting  Technomic,  a  Chicago  consult- 
ing firm,  to  raise  their  2002  industry-sales-growth 
estimate  to  4.3% — up  from  2%  in  January.  "The 
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truth  is,  we're  a  generation  that  does 
how  to  cook  or  doesn't  have  the  time  t 
says  Andrew^  Barish,  a  restaurant  an 
Banc  of  America  Securities. 

What's  more,  the  industry  fundamentals 
be  improving.  The  overbuilding  of  the  mid 
wiien  the  number  of  outlets  grew  an  ave 
each  year — has  abated  as  lenders  have  ti 
credit.  In  addition,  labor  shortages  thai 
the  industry  to  hike  pay  an  average  6%  a 
the  late  '90s  have  eased,  with  wages  on 
rise  just  2%  this  year.  "The  quality  of 
getting  better,  winch  reduces  turnarou 
training,"  says 
Lynch  analyst  Petei 
Against  that  ba 
analysts  believe  the 
ther  upside.  Baris 
the  industry  still  tr 
just  17  times  consei 
timated  earnings  f 
and  15  times  pr 
profits  for  2003.  ( 
trast,  s&P  500  stock 
at  20  times  project' 
earnings  and  18  times  next  year's  earning 
restaurants  can  deliver  tech-style  grow 
then  again,  you  don't  need  a  computer-scie 
gree  to  understand  their  business 
"Restaurants  are  a  clean,  simple  cash  bu 
says  Allan  Hickok,  wTho  follows  the  indui 
U.  S.  Bancorp  Piper  Jaffray. 

Still,  restaurants  are  vulnerable  to  c 
consumer  tastes  and  razor-thin  margins. 
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a  spate  of  lawsuits  alleging  that 
major  chains  have  forced  man- 
agers to  work  unpaid  over- 
time— which  a  few,  including 
Shoney's  and  Starbucks,  have 
settled      without      admitting 
guilt — could  lead  to  higher  la- 
ts  and  put  pressure  on  margins.  Given 
enges  of  managing  growth  in  this  sector, 
vote  against  chasing  highfliers  such 
ra,  P.F.  Chang's  China  Bistro,  and  Cheese- 
tory,  which  trade  at  more  than  40  times 
2002  earnings.  "Investors  have  priced  in 
wth  for  each  of  the  next  three  years  for 
This  is  too  tough  a  business  to  do 
Jay  Burnham,  an  analyst  at  New 
:ge  fund  Rocker  Partners.  And  there  is  a 
runup  may  have  played  out,  given  that 
ilustry  traded  at  a  12  p-e  in  the  late  1990s. 
I    Street  pros  also  caution  investors  about 
n  lg  willy-nilly  into  IPOs.  Harry  Milling,  a 
ant  analyst  at  Chicago  researcher  Morn- 
;|,  advises  against  buying  New  York-based 
i   sandwich  chain  known  for  its  flat,  fresh- 
e  bread.  He  notes  that  its  68  mostly  East 
:  nutlets  aren't  generating  positive  cash  flow: 
i  corded  a  $42  million  loss  in  2001  on  sales  of 
I  lion  due  to  the  cost  of  opening  new  units, 
i  poorly  performing  ones,  and  absorbing  its 
:'  tion  of  the  Xando  coffee  chain.  Cosi  warns 
I  rospectus  that  it  can  operate  only  until  late 
ithout  the  IPO.  "I  don't  want  to  invest  in 

tl  of  company  that  says,  'If  we  don't  pull  off 
,  we're  gone  in  a  year  or  we  have  to  make 

I  nges  to  our  business  plan,'"  Milling  says. 

i  aad,  the  best  bets  may  he  in  casual  dining 
such  as  Brinker  International,  Darden 
rants,  and  Applebee's  International,  which 
d  operate  most  of  their  restaurants.  With 
e  checks  below  $20,  they  have  benefited 
le  trend  among  consumers  to  spend  less, 
the  current  credit  crunch  persist,  analysts 
lieve  that  chains  that  can  fund  expansion 
profits,  such  as  Darden  and  Applebee's, 
gain  market  share  on  weaker  rivals, 
ok's  favorite  play  is  Applebee's,  whose 
have  soared  tenfold  over  the  past  decade. 
$22,  it  is  trading  at  just  15  times  this 
projected  earnings  of  $1.43  per  share — a 
premium  to  its  projected  five-year  growth 
[e  believes  sales  will  accelerate  once  its 
asual  sit-down  units  add  take-out  service. 
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And  he  applauds  Apple- 
bee's long-running  TV 
campaign  that  promotes 
special  dishes,  such  as  fa- 
jitas.  It  gets  across  the 
message  that  the  menu  is 
constantly  being  updated. 
Barish  believes  there's 
opportunity  ahead  for 
both  Sonic  Restaurants, 
a  1950s-style  drive-in 
chain  complete  with  car- 
hops, and  Yum!  Brands, 
the  PepsiCo  spin-off  that 
owns  Pizza  Hut,  Taco  Bell,  and  kfc.  He  says 
Yum's  success  at  co-branding — putting  a  Pizza 
Hut  under  the  same  roof  as  a  Taco  Bell — saves  on 
real  estate  costs  and  boosts  traffic  by  providing 
choices  for  groups  with  divergent  tastes.  The  re- 
sult: Same-store  sales  have  risen  8%  this  year  at 
Taco  Bell  and  4%  at  kfc.  But  Barish  believes  the 
real  play  is  Yum's  international  business,  which 
contributes  one-third  of  pretax  profits  and  is  still 
growing  better  than  15%  a  year.  "They're  where 
McDonald's  was  10  to  15  years  ago,"  he  says. 

For  investors  with  an  appetite  for  turnarounds, 
Burnham  suggests  Rubio's  Restaurants,  which 
operates  roughly  140  Mexican  eateries  on  the 
West  Coast.  After  two  years  of  flat  sales,  it  last 
year  shut  11  outlets  and  redesigned  its  remaining 
units  by  putting  grills  and  see-through  refrigera- 
tors out  front  to  reinforce  its  focus  on  freshness. 
Burnham  says  at  its  current  share  price  of  $9,  Ru- 
bio's is  valued  at  $500,000  per  unit — a  third  of  the 
$1.5  million  Wendy's  just  paid  for  each  of  169 
Baja  Fresh  Mexican  Grill  outlets.  "Baja  Fresh 
still  has  better  [financials],  but  Rubio's  is  closing 
the  gap,"  he  notes.  As  a  result,  Burnham  is  bet- 
ting that  Rubio's  could  be  worth  $20  to  $30  a 
share.  If  he's  right,  the  best  investments  may  be 
on  the  plate  in  front  of  you.       With  Brian  Grow 


If  the  credit 
crunch  persists, 
chains  that  can 
fund  expansion  out 
of  profits,  such  as 
Darden  and 
Applebee's,  should 
gain  market  share 
on  weaker  rivals 


Dining  for  Dollars 


COMPANY/SYMBOL 


PRICE  ($)  * 


P-E  RATIO* 


APPLEBEE'S  APPB  21.80  15 

Constant  promotions  and  menu  changes  help  the  chain  avoid  the  staleness 
that  besets  some  rivals 

BRINKER  INTERNATIONAL  EAT  31.35  19 

With  its  broad  portfolio — Chili's  Grill  &  Bar,  Romano's  Macaroni  Grill,  and  seven 
others — the  chain  bills  itself  as  the  "mutual  fund  of  casual  dining" 

DARDEN  DRI  22.57  15 

Marketing  Olive  Garden  as  a  "Tuscan  kitchen"  is  driving  double-digit  sales  gains 

RUBIO'S  RESTAURANTS  RUB0  8.56  35 

West  Coast  Mexican  chain  is  in  the  throes  of  a  turnaround 

sonic  sonc  30.84  27 

New  breakfast  hours  should  provide  an  immediate  10%  to  15%  sales  boost 

YUM!  BRANDS  YUM  28.40  15 

Aggressive  European  expansion  provides  a  great  play  on  the  falling  dollar 


*)uly  8 


*Based  on  estimated  2002  earnings 


Data:  BusinessWeek,  Bloomberg  Financial  Markets 
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Microbrews 
With  Macro  Taste 

Where  to  find  America's  best  local  beers 


BY  GERRY 
KHERMOUCH 


Beer  Geek  Speak 


Road  warriors  beset  by  the  stresses  of 
traveling  should  not  overlook  one  divi- 
dend of  the  peripatetic  lifestyle:  the  op- 
portunity to  sample  some  extraordinary 
American  beers.  Wherever  your  business 
takes  you,  you  can  count  on  finding  thriv- 
ing regional  microbreweries  and  local 
brewpubs  that  offer  high-quality,  inventive  takes 
on  classic  brewing  styles. 

These  are  not  the  gimmicky  or  cough-syrupy 
concoctions  that  discredited  much  of  the  craft- 
beer  industry  in  the  mid-1990s.  Today's  offerings 
adhere  to  brewing  science  yet  can  be  deliciously 
unconventional.  No  surprise,  then,  that  brands 
go  out  into  the  world  under  names  such  as  Rasp- 
berry Leghumper  (from  Thirsty  Dog  Brewing 
in  Canton,  Ohio),  Slam  Dunkel  (Great  Basin 
Brewing,  Sparks,  Nev.),  and  Shark  Bite  Red  (Piz- 
za Port,  Carlsbad,  Calif.) — and  win  medals  at 
prestigious  gatherings  such  as  the  Great  Ameri- 
can Beer  Festival  in  Denver.  (The  21st  annual  in- 
stallment of  beer  heaven  returns  this  year  Oct.  3- 
5;  for  details,  go  to  beertown.org/GABF/index.htm.) 
This  new  golden  age  of  craft  brewing  is  a 
throwback  to  nearly  a  century  ago,  before  the 
lion's  share  of  the  U.  S.  beer  market  consolidated 
around  a  handful  of  bland  national  lagers.  "In  any 
part  of  the  country,  there  used  to  be  dozens  of 
regional,  independent  breweries,  because  beer 
could  travel  only  so  far,"  says  Tom  Dalldorf,  pub- 
lisher of  Celebrator  Beer  News,  a  "brewspaper" 
based  in  San  Leandro,  Calif.  "Now  we're 
ack  to  an  exciting  time  when  flavor  and 
haracter  and  diversity  of  style  are  avail- 


able all  over  the  cou 
But  with  few  craft 
ers  willing  to  go  nal  i 
you  usually  have  t 
close  to  the   sour' 
sample  those  brews 
For  newbies,  whe 
begin?  For  easily  £ 
ble  descriptions  of 
styles,    from    abbe 
zwickelbier  (table), 
out  the  Web  site  of 
missionary  Michael 
son,  beerhunter.com  fc 
styles.html.  For  the  ■ 
up-to-date  guide  to  \ 
available  at  your  destination,  grab  the 
brewspaper.  You'll  usually  find  a  stack  a 
first  good  beer  haven  you  hit,  under  namesH 
as  Ale  Street  News  (East  Coast  and  SoutH] 
and  Yankee  Brew  News  (New  England). 

Most   of  all,  keep  an  open  mind:   Clj 
hefeweizen  beers  with  comet  tails  of  swi| 
yeast  or  pitch-black  Russian  imperial  pc 
sure  don't  look  like  Bud  or  Miller  Lite,  but| 
almost  always  taste  a  whole  lot  better, 
brewpubs  offer  sampler  trays,  with  4-  or  5-<| 
servings  of  each  of  the  pub's  beers.  It's  a  ;| 
way  to  learn  about  different  styles  and 
where  your  preferences  lie. 

Beer  geeks,  of  course,  are  always  hapjB 
share  their  obsessions,  and  this  one  is  n« 
ception.  My  favorites?  Quite  a  few  are  avaC 
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ABBEY  ALE  Strong,  bottle- 
conditioned  beers  developed 
by  Trappist  monks  in 
Belgium  and  Holland. 

BOCK  Strong,  malty, 
medium- to  full-bodied 
lagers,  often  brewed  as  a 
spring  seasonal  offering. 

BROWN  ALE  British  style 
dark-  or  reddish-brown  ale, 
with  a  considerably  hoppier 
offshoot  pioneered  by  Amer- 
ican craft  brewers. 


BARLEY  WINE  Extra- 
strong  ale  that  can  be  up  to 
10%  alcohol  by  volume  or 
more. 

BITTER  English  term  for  a 
well-hopped  ale;  U.S.  craft 
brewers,  particularly  in  the 
Northwest,  love  to  pour  even 
more  hops  into  pungent 
"extra  special  bitters 
(ESBs),"  at 
about 


5.5%  alcohol  by  volume. 

HEFEWEIZEN  Lighter- 
bodied  beers  brewed  from 
wheat  as  well  as  barley, 
popular  in  the  U.S.  as  a 
refreshing,  aromatic  sum- 
mer beer. 


BOULEVARD 


1  BRWMY 
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the  nation's  craft-beer  mecca,  the  Pacific 

west.  Near  the  top  of  my  list  is  Juneau- 

Alaskan  Brewing,  whose  biggest  market  is 

tie.  Its  Alaskan  Amber  is  a  perennial  award- 

r,  but  my  favorite  is  Smoked  Porter,  with  a 

inctive  character  that  comes  from  having  a 

j  ional  salmon  smoker  treat  some  of  the  malt 

-moke  from  alder- wood  fires. 

lien  there's  Mac  and  Jack's  African  Amber, 

siched  in  1995  by  Malcolm  Rankin  and  Jack 

ip,  who  brewed  in  a  garage  at  night  and  de- 

i    1  out  of  an  ancient  Chevy  truck  by  day. 

I  noteworthy  for  a  spicy  aroma  that  comes 

dry-hopping"  the  beer  in  the  keg — essen- 

giving  it  an  extra  dose  of  beer's  key  bitter- 

agent.  (In  case  you're  wondering,  the  name 

can  Amber  was  a  brainchild  of  patrons  of  a 

I  ttle  tavern  located  near  the  Woodland  Park 

A.)  Deschutes  Brewing  of  Bend,  Ore.,  stakes  its 

■n  to  distinction  on  an  uncommonly  smooth 

Ick  Butte  Porter,  a  dark,  rich  brew  named  for 

ggage  handlers  who  quaffed  it  in  18th  cen- 

m  England.  Deschutes  also  offers  tawny-col- 

)  1  Mirror  Pond  Pale  Ale,  brewed  with  bushels 

f  he  region's  Cascade  hops. 

Vhile  Seattle,  Portland,  Denver,  Northern 

fornia,  and  Boston  all  support  a  high-profile 

■r  culture,  the  Midwest,  building  on  its  rich 

I  man  brewing  heritage,  has  more  than  its 

Ire  of  spectacular  offerings.  A  bunch  of  my  fa- 

tes  hail  from  there.  Boulevard  Brewing,  of 

is  City,  Mo.,  makes  a  tasty  Pale  Ale, 

I 


WMEGANG 
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brewed  with  caramel  malt,  and  a  cool,  citrus- 
like Unfiltered  Wheat  Beer  made  from  Missouri- 
grown  grain.  Another  standout  brewer  is  diminu- 
tive New  Glarus  Brewing,  from  a  Wisconsin 
town  of  that  name.  It's  most  admired  for  deli- 
cious cherry  and  raspberry-infused  fruit  beers. 
But  I  also  love  its  Spotted  Cow,  a  "cask-condi- 
tioned" ale  in  which  the  flavor  is  enhanced  by  al- 
lowing the  yeast  to  keep  working  in  the  bottle, 
and  Uff-da,  a  mahogany-colored  bock  with  yum- 
my chocolatey  overtones.  (The  name,  a  Norwe- 
gian expletive,  was  meant  as  a  good-natured 
stick  in  the  eye  to  the  town's  Swiss  heritage.) 

My  hometown,  New  York?  Sadly,  the  Big  Ap- 
ple has  not  proved  to  be  an  epicenter  of  brewing 
innovation.  But  Brooklyn  Brewing  is  an  excep- 
tion, with  its  hearty  Brooklyn  Lager,  hoppy  East 
India  Pale  Ale,  and  mild  Pennant  Pale  Ale 
(heralding  the  1955  World  Series  championship 
brought  home  by  the  Brooklyn  Dodgers).  In  the 
New  York  area,  it's  also  easy  to  find  exquisite 
Belgian-style  ales  brewed  by  Brewery 
Ommegang,  in  upstate  Cooperstown,  once  the 
nation's  prime  hop-growing  region.  There,  a  hus- 
band-and-wife  team  of  importers,  Don  Feinberg 
and  Wendy  Littlefield,  with  financial  help  from 
their  Belgian  suppliers,  have  constructed  an  ar- 
chitecturally striking  farmstead  brewery.  It  pro- 
duces an  abbey  ale  called  Ommegang  (named 
after  a  summer  pageant  in  Brussels),  the  golden, 
effervescent  Hennepin  Ale,  and  the  full-bodied, 
copper-colored  Rare  Vos  (Flemish  for  "Sly  Fox"). 

Even  this  country's  southern  tier,  once  con- 
sidered a  no-man's-land  for  beers  with  character, 
has  been  redeeming  itself.  The  hot  climate  fosters 
a  preference  for  lighter,  fizzier  styles,  as  embod- 
ied in  Saint  Arnold  Fancy  Lawnmower  Beer 
from  Houston.  Complete  with  the  patron  saint  of 
brewers  duly  posed  on  the  label  with  two  lawn- 
mowers,  this  is  a  world-class  German-style 
Kolsch  with  a  malty  body  and  a  subtle  aroma 
that  comes  from  multiple  additions  of  imported 
Hallertauer  hops.  For  Texans  seeking  more  ro- 
bust styles,  Saint  Arnold  is  happy  to  oblige  with 
fine  entries  such  as  a  malty  Brown  Ale. 

Frequent  travelers  usually  need  go  no  far- 
ther than  the  closest  airport  pub  to  indulge  in  a 
locally  made  brew.  If  you're  a  beer  lover,  it  may 
even  be  worth  mapping  out  your  itinerary  along 
the  path  of  the  most  enticing  brands.  ■ 


IMPERIAL  STOUT  Rich, 

malty  ales,  ranging  in 
color  from  dark  copper  to 
pitch  black,  greater  than 
8%  alcohol  by  volume. 

INDIA  PALE  ALE  Hoppy, 
high-strength 
British 


pale  ales  devised  to 
withstand  a  ship's  long 
journey  to  India.  The  style 
has  been  appropriated 
and  augmented  by  U.S. 
craft  brewers. 

KOLSCH  Light-bodied, 
fruity  ale  from  the  Ger- 
man city  of  Cologne  with 
a  golden  color,  low 
hop  flavor, 
some- 


More  Hophead 
Favorites 

NORTHEAST 

Harpoon  Brewery 

Boston 

Harpoon  India  Pale 

Ale 

Magic  Hat  Brewing 

South  Burlington,  Vt. 
No.  9  (ale) 

Smuttynose  Brewing 

Portsmouth,  N.H. 
Robust  Porter 

SOUTHEAST 

Sweetwater  Brewing 

Atlanta 

Sweet  Georgia  Brown 

(brown  ale) 

Abita  Brewing 

Abita  Springs,  La. 
Turbodog  (dark  brown 
ale) 

|  MOUNTAIN  STATES  | 

New  Belgium 
Brewing 

Fort  Collins,  Colo. 
Fat  Tire  Amber  Ale 
and  Trippel  Belgian 
Style  Ale 

Wynkoop  Brewing 

Denver 
RailYardAle 

times  brewed  with  wheat. 

OATMEAL  STOUT 

Old  British  style  that 
uses  oatmeal  to  make 
full-flavored,  smooth 
brews  with  a  roasted- 
malt  character. 

ZWICKELBIER 

A  style  of  unfiltered  Ger- 
man-style beer. 

Data:  Michael  Jackson's  beer- 
hunter  com.  Institute  for  Brewing 
Studies,  BusinessWeek 
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Mixing  Business  with  Pleasure  by  Lincoli 
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ACROSS 

L  Goldman's  partner 

6.  Treaty 

10.  Menninger  Clinic's  locale:  Abbr. 

14.  Steer  clear  of 

15.  "The  King  _" 

16.  Woodwind  instrument 

17.  Juan  Carlos  and  Harald 

18.  It  may  be  golden 

20.  Ceremonial  scarf 

2L Institute  (conservative 

think  tank) 

22.  Amend 

23.  Software  buyer 

25.  Seven  Supreme  Court  justices 


27.  Prefix  for  content 

29.  Most  recent 

32.  Christmas  poem  starter 

36.  Warhol  works 

37.  Sodano  is  its  CEO 

38.  Big  name  in  swimwear 
40.  Minimal 

42.  S&L  convenience 

44.  Place  for  some  mail 

45.  Ship  of  fuels 
4"  Demolish 

49.  Opposite  of  post- 
50.  Italian  wine  region 
5  L  One  who  works  on  the  floor 
the  ramparts..." 


54.  Wide  shoe 

55.  Former  UN  member 
57.  Committee  head 

61.  Takes  to  court 

64.  Jazz  singer James 

67.  Type  of  investment  partnership 
69.  Once  more 

70. .-European 

7L  Former  Ugandan  leader 

72.  "THE  EMPEROR'S  NEW,  _ 
VISIBLE  CLOTHES" 

(see  page  at  right) 

73.  Attention-getting  sound 

74.  Software  test  version 

75.  Thomas  Edison  rival 


DOWN 

1.  Fifth  Avenue  retailer 

2.  Nike  competitor 

3.  Expert  advisor 

4.  Stock-market  stats 

5.  '60s  college  protest  group: I 

6.  Hemingway's  nickname  ] 

7.  Medical  school  course:  | 

8.  Software  media 

9. Maria  (coffee  liqueur| 

10.  Former  German  chance 
1 L  Be  adjacent  to 

12.  Treasury  security 

13.  Fortune  teller 
19.  Aluminum  product 
21.  Study  hard 
24.  Make  happy 

26.  SAT  and  GRE  coordi 

27.  Mediterranean  island 

28.  Fields  of  expertise 
30.  Sri  Lanka  export 
3L  Additional  expense 

32.  Top  of  some  rating  scal| 

33.  Yahoo  and  Lycos 

34.  Like  a  lot 

35.  Bobby- ('40s  teen) 

39.  Cruise  ships'  parking  pi  1 
4  L  Enjoy  Vail 
43.  Fit  to  be  tied 
46.  Highway:  Abbr. 
48.  Olympus  honcho 
52.  Applicant's  offering 
54.  Poetic  preposition 

56.  Smooth  transition 

57.  Microprocessor 

58.  Coop  group 

59.  Throws  in 

60.  "_  Rhythm" 

62.  Troop  group 

63.  Mystery  writer  Bucha 

65.  Cash  register 

66.  Novelist  Seton 

68.  Wonderful,  for  short 

69.  Nautical  direction 


For  answers  to  this  puzzle: 

Turn  to  page    93   in  this  week's  issue  of  BusinessWeek  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com/adsections 

Puzzle  created  by:  Stanley  Newman. 
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EMPEROR'S    NEW, 

ULLY   VISIBLE    CLOTHES. 


The  all-new  2003  Lincoln  Navigator.   First  we  gracedit  with  modern  features, 
then  we  graced  it  with  modern  design.  There  are  those  who  travel.  And  those  who  travel  well. 
For  more  information  or  to  schedule  a  test  dFive,  visit  Lincoln.com  or  call  800  688-8898. 
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Sports 


When  Too  Much  Water 
Can  Kill  You 

Distance  athletes  can  overdo  fluid  replacement 


BY  ROBERT  BERNER 


b 

~ 


Sarah  Snyder  thought  she  was  taking  every 
sensible  precaution  when  she  began  train- 
ing for  an  85-mile  charity  cycling  event.  She 
gradually  increased  the  lengths  of  her  train- 
ing rides,  consuming  plenty  of  liquids  to  pre- 
vent dehydration.  "I  thought  I  was  being  a  really 
smart  athlete  by  drinking  a  lot  of  water,"  says  the 
45-year-old  Milton  (Mass.)  mother  of  two.  It  near- 
ly killed  her. 

Following  a  56-mile  ride  on  May  18,  Snyder  de- 
veloped hyponatremia,  a  potentially  fatal  condition 
that  occurs  when  the  body's  sodium  level  gets  too 
low.  As  in  most  cases,  Snyder's  problem  resulted 
from  drinking  too  much  liquid — about  six  pints 
over  5Y>  hours.  Sensing  something  was  wrong — 
she  was  dizzy  and  vomited  twice  after  arriving 
home — she  dialed  911.  The  paramedic  who  found 
her  collapsed  in  the  front  yard  could  barely  feel  her 
pulse.  "I  could  have  been  a  goner,"  Snyder  says. 


Preventing 
Liquid  Overload 


If  you  plan  to  compete 

in  an  endurance  event 

lasting  more  than  four  hours,  figure  out 

your  sweat  rate  so  you  'II  know  how  much 

fluid  you  need  to  drink. 

1  Weigh  yourself  naked  before  training,  then 
again  after  you  finish.  If  you  exercise  for  an 
hour  and  lose  a  pound,  your  sweat  rate  is  a 
pound  an  hour. 

2  One  pound  equals  one  pint  of  liquid.  So  you 
would  need  to  drink  one  pint,  or  16  ounces,  over 
an  hour  to  replace  the  fluid  lost. 

3  Account  for  fluid  intake,  adding  back  the 
weight  of  what  you  drink  to  the  weight  you  lose. 
If  you  drink  half  a  pint  and  lose  half  a  pound, 
you  will  have  lost  a  pound  without  the  liquid. 


Hyponatremia  isn't  as  common  as  deh 
which,  in  severe  cases,  can  lead  to  heat 
But  health  professionals  say  they're  seei 
cases  of  hyponatremia  at  marathons,  t 
lengthy  charity  walks,  and  other  enduram 
that  last  four  hours  or  more.  That's  becai 
would-be  athletes  are  participating  and  f< 
age-old  advice  to  drink  a  lot  to  avoid  deh; 

Liquids  are  important.  But  it's  easy 
sometime  athlete,  whose  body  isn't  ace 
such  strenuous  exertion,  to  overdo  it.  "I 
cal  to  understand  that  too  much  liquid 
severe  consequences  that  may  be  more 
ous  than  taking  in  too  little  fluid,"  says 
Roberts,  a  White  Bear  Lake  (Minn.)  pr 
and    medical    director    for    the    Twin 
Marathon.  While  it  helps  to  down  sports 
such  as  Gatorade,  that  replenish  some 
even  too  much  of  those  can  put  you  in  je, 

Hyponatremia  occurs  when  the  sodium 
the  fluid  between  cells  falls  below  the  norm; 
of  135  to  145  milli-equivalents  per  liter, 
plays  an  important  role  in  balancing  the  fli 
tween  the  outside  and  inside  of  cells  anc 
taining  the  right  amount  of  water.  But  this 
can  get  dangerously  out  of  whack  when  a 
consumes  liquids  at  a  faster  rate  than  the  b 
cretes  them,  either  through  sweat  or  urina 

Symptoms  start  when  cells  take  in  mon 
to  stay  in  balance  with  the  higher  wat 
centration  in  the  intercellular  fluid.  The 
particularly  vulnerable  as  its  cells  swell  ar 
against  the  skull.  That's  why  the  first  si 
elude  headaches,  nausea,  vomiting,  and 
confusion.  Too  much  pressure  can  cause  st 
.  setting  off  complications  that  can  lead  to 

Experts  say  taking  sports  drinks  d 
event  and  adding  extra  salt  to  your  food 
days  before  the  event  can  help  prevent 
tremia.  The  best  precaution,  however,  is 
your  sweat  rate  and  replace  only  the  fli 
excrete  (table).  Many  marathons  and  tri 
now  warn  contestants  about  drinking  too 
A  few  events  have  even  begun  spacing 
stations  farther  apart  as  a  precaution. 

Once  symptoms  start,  it  can  take  just 
for  the  condition  to  spiral  out  of  control.  s 
was  lucky  on  two  counts.  As  disoriented 
was  when  she  entered  her  home,  she  h 
presence  of  mind  to  call  911.  Then,  wh 
arrived  at  the  hospital,  the  emergency  roo: 
tor  correctly  diagnosed  hyponatremia  and 
ed  her  with  intravenous  salt-replacement 

Not  every  doctor  might  have  made  tht 
call.  Warren  Scott,  a  Soquel  (Calif.)  physic 
the  medical  team  of  the  Hawaiian  Ir 
Triathlon,  says  he  has  reviewed  six 
which  ER  docs  assumed  the  patient  was 
drated  from  exertion.  "The  doctors  woi 
the  situation  by  giving  fluids  to  someon 
was  fluid-overloaded,"  he  says.  "Luckily 
realized  this  and  were  able  to  reverse  it.'* 

Snyder  spent  two  days  in  the  hospital, 
she  missed  the  charity  ride,  she  plans  to  gc 
next  year.  But  next  time,  she'll  know 
than  to  guzzle  water  till  she's  fit  to  burst. 


inessWeek  Investor 


i 


rfing  for  the  Best 
)rtgage  Offer 

my  be  surprised  by  the  results 
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e  spite  the  spate  of  refi-related  spam 
cluttering  my  e-mail  in-box  for  the  past 
several  months,  I  wasn't  intending  to 
(refinance  my  mortgage.  I  had  only  10 
years  to  go  on  my  1997  refi,  and  at 
7%,  the  interest  rate  was  pretty  good. 
Besides,  most  of  the  spam  promises  im- 
possibly low  interest  rates,  omitting  the 
incredibly  high  up-front  costs  I'd  have  to 
pay  to  get  them.  Then  came  a  pitch  with  a 
difference:  I'd  actually  heard  of  the  lender. 

So  I  surfed  over  to  Priceline.com  and  decided 
to  call  its  bluff.  True  to  the  Priceline  model, 
Priceline  Mortgage  lets  you  name  your  own  rate. 
I  filled  out  the  10-page  application,  at  the  end 
plugging  in  5.875%  and  0  points  for  a  15-year 
fixed  loan,  the  same  as  the  come-on  in  the  e-mail 
and  on  the  front  page  of  Priceline's  Web  site. 
Five  hours  later,  I  was  rejected. 

I  was,  however,  on  a  roll,  having  learned  that 
if  ever  there  was  a  time  to  refinance,  it  is  now: 
Mortgage  rates  are  near  a  35-year  low.  While 
awaiting  Priceline's  response,  I  fiddled  with  the 
calculators  that  most  real  estate  and  lending 
Web  sites  furnish  and  discovered  the  more  so- 
phisticated tools  at  mtgprofessor.com.  They  allow 
you  to  play  "what  if  games  with  your  mort- 
gage, figuring  in  such  opportunity  costs  as  the  in- 
terest you  lose  by  taking  money  from  other  in- 
vestments to  pay  points  and  closing  costs. 

By  then,  I  had  determined  that  I  should  hold 
out  for  a  6%  rate,  max.  I  also 
decided  to  up  the  mortgage  a  bit 
so  I  could  take  out  $25,000  in 
cash  to  pay  for  some  badly  need- 
ed remodeling,  including  a  new 
roof  for  my  63-year-old  house  in 
Los  Angeles.  Sure,  I  would  owe 
more  over  the  long  haul,  but  a 
6%  mortgage  rate  is  effectively 
a  4%  loan  after  you  deduct  the 
interest  from  your  income  tax. 
Even  with  the  bigger  loan,  I 
would  be  saving  more  than  $100 
a  month. 

I  started  shopping  for  the  6%  rate  in  earnest. 
I  hit  the  online  quote  engines  at  big  mortgage 
banks,  Countrywide  Credit,  Washington  Mutual, 
and  my  current  lender,  Bank  of  America.  I 
asked  for  quotes  from  a  handful  of  online-only 
lenders  including  E*Trade,  Quicken,  and  E- 
Loan.  I  completed  the  11-page  application  at 
LendingTree,  an  auction  site  that  promises  to 
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Rates  Retreat 
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Data:  Freddie  Mac 


solicit  four  competing  bids  for  my  business. 
The  instant  quotes  I  got  applied  only  to  ap- 
plicants with  stellar  credit,  but  they  were  good 
enough  to  narrow  the  field.  They  started  at  6% 
and  went  to  6.5%,  with  an  unexpected  result: 
Despite  the  common  wisdom  that  online  lenders' 
efficiencies  can  beat  the  big  banks  with  their 
high-cost  branch  networks,  my  two  lowest  quotes 
came  from  the  brick-and-mortar  folks.  One  online 
lender,  IndyMac  Bancorp,  gave  me  its  quote 
along  with  comparisons  to  six  others — pointing 
out  that  both  Washington  Mutual  and  Bank  of 
America  had  better  deals  that  day.  (I  called,  and 
IndyMac  matched  the  best  rate  over  the  phone.) 
I  ended  up  with  Bank  of  America.  From  the 
beginning,  it  had  come  in  with  the  lowest  pack- 
age of  the  major  national  lenders  by  deducting 
slightly  more  than  a  half-point — which  resulted  in 
a  credit  of  several  hundred  dollars  toward  closing 
costs — if  I  filled  out  an  applica- 
tion online.  Did  I  get  the  cheap- 
est deal?  Probably  not.  I  had  of- 
fers from  banks  I've  never  heard 
of  with  better  rates,  and  I  sus- 
pect some  of  them  could  also 
have  undercut  my  closing  costs. 
But  B  of  A  had  handled  my 
current  mortgage  for  five  years 
without  a  screw-up,  and  we  real- 
ly clicked  when  we  got  together 
by  phone.  The  loan  officer  learned 
she  was  competing  to  keep  my 
mortgage,  not  just  to  get  it.  I 
learned  what  it  feels  like  to  be  a  valued  cus- 
tomer. Documentation  in  writing?  Not  necessary. 
Appraisal?  Waived.  Free  checking?  No  problem. 
I  signed  the  final  loan  papers  12  days  later. 
Maybe  I  spent  an  extra  quarter-percent,  but 
hey,  I  got  a  speedy  close  and  a  comfy,  satisfied 
feeling.  I  figured  it  was  a  small  price  to  pay  for 
top-notch  service.  ■ 
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_Hers 

SHE'S  GOTTA 

HAVE  'IT ^_ 

She  has  Everest-size  ambitions,  a  flawless 
track  record,  and  an  uncanny  knack  for  strat- 
egy. "I'd  love  to  promote  her,"  the  ceo  says. 
"But  she  just  doesn't  have  It.'  " 

"It,"  in  this  case,  is  executive  presence,  the 
elusive  quality  that  has  over  the  past  year  be- 
come a  major  focus  in  women's  leadership  de- 
velopment circles.  This  trait  is  so  important  to 
companies  such  as  Shell  Group  and  J.  P.  Mor- 
gan Chase  that  they  have  ^^^^^^— 
packed  off  their  high-poten- 
tial female  managers  to  spe- 
cial seminars  to  develop  'It," 
lest  they  wind  up  adding  to 
an  already  depressing  statis- 
tic: Women  make  up  half  of 
management  jobs  but  are 
still  just  a  sliver — 59c — of 
the  executive  ranks. 

Executive  presence  goes 
far  beyond  banishing  the 
wardrobe  of  frumpy  brown 
suits  and  stopping  the  nail- 
biting  at  meetings.  It  refers 
to  that  ability  to  take  hold 
of  a  room  by  making  a  pol- 
ished entrance,  immediately 
shaking  people's  hands,  and 
forging  quick,  personal  con- 
nections instead  of  default- 
ing to  robotic  formalism  and 
shrinking  into  a  chair.  When 
leaders     with     executive 
presence    speak,    people 
listen — because  the  talk 
is  filled  with  conviction 
instead   of  equivocation. 
They    inspire    that    Fll- 
follow-you-anywhere  loy- 
alty, conveying  an  aura  of 
warmth  and  authenticity 
to  everybody  from  the  re- 
ceptionist to  the  ceo. 

It  makes  sense  that  executive  presence  is  the 
latest  key  in  unlocking  women's  advancement. 
Over  the  past  few  years,  a  growing  mound  of  re- 
search has  revealed  that  women  executives 
trounce  men  in  nearly  every  aspect  of  perform- 
ance. But  a  gender  gulf  remains  in  the  most 
crucial  area:  confidence.  And  confidence  is  the 
secret  sauce  in  executive  presence. 

It  sounds  so  utterly,  self-help  simple.  But  Cyn- 
thia Scott,  a  partner  with  San  Francisco-based  ex- 
ecutive coaching  firm  Changeworks,  says  she's 
astounded  at  how  often  females  in  danger  of  be- 
ing written  off  for  advancement  will  leave  a 
meeting  without  having  said  much — if  anything. 
That  makes  them  come  off  as  passive  and  unen- 
gaged. When  they  do  pipe  up,  Scott  says,  they  of- 


BY  MICHELLE  CONUN 

hers@businessweek.com 

A  growing  mound 
of  research  shows 
that  female  execs 
trounce  men  in 
nearly  every  area 
of  performance. 
But  many  lack 
"executive 
presence" 


Work  on 'It' 

■  Plan  what  you  will 
say  before  you  goto 
meetings 

■  Never  leave  a  meeting 
without  contributing  to 
the  discussion 

■  Lose  the  guarded, 
equivocal  speaking  style 

■  Learn  to  brag — be 
your  own  commercial 

■  Forge  bonds  with 
senior  executives  by 
opening  up 
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ten  blow  it  by  using  qualifiers  such  as  ' 
pronouns  such  as  ' \ve" — and,  worst  of  al 
the  sentence  with  the  inflection  of  a 
causing  people  to  doubt  what  they've  j 
As  long  as  men  continue  to  be  the  pi 
fluence  on  the  corporate  culture,  the 
seen-not-heard  communication  styles 
were  acculturated  with  wall  continue 
them  the  further  up  the  career  ladder 
Recent   research  by   The   Leader's   ] 
Philadelphia  leadership  training  firm,  fo 
top  females  in  Corporate  America  were 
comfortable  challenging  others  than  th 
colleagues.  They  were  also  more  guarded 
social  interaction — even  though  speakini 
to   your   collea 
comes  ever  mo: 
tant  at  the  execu 
el.  Building  soci 
is  imperative  for 
Leaders   promot 
they  like  and  feel 
able  with. 

One    of    the 
ways  women  can 
their  "it"  is  by  nc 
ing   what    they 
meetings.  Coaches 
rehearsing  what 
beforehand,  usinl 
own  style  of  dec 
speech  without  o1 
pensating  by  becc 
bully.  Learn  the  ar 
lite  interruption, 
up  the  room  by  t 
quick   story.   "A 
communicating  i 
ning  ahead,"  say? 
Wasson,  a  manag 
rector   at  J.  P.   I 
who    has    worke 
San     Francisco 
Peggy    Klaus.    I 
ways  and  elevatoi 
up  about  your  p 
life  to  forge  bon 
the  senior  team 
thing  many  worn 
fess   feels   riskie 
burrowing  into  their  work. 

Self-promotion  is  also  critical.  In  s 
female  executives,  coaches  cringe  at  ho 
high  achievers  dodge  opportunities  to  t 
themselves,  almost  as  if  their  achievemei 
go  without  saying.  "Women  need  to  learn 
brag,"  says  Klaus,  who  holds  boasting  se 
at  companies  such  as  Pfizer.  One  strategy: 
accomplishments  into  anecdotes.  Lighter 
the  self-deprecation  and  pour  on  more  hi 
The  best  news  about  confidence  is  that 
ier  to  develop  than  competence — the  part 
job  senior  women  usually  have  licked.  No- 
just  need  to  start  working  on  their  "it." 


Hers  columnist  Toddi  Gutner  is  on  special  assi 
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OBSERVANT. 

Our  portfolio  management  strategy  gives  us  a  broad 

view  of  the  energy  market, 

so  we  can  spot  opportunity  and  take  advantage  of  it. 


At  TXU,  we've  developed  a  business  model  that  lets  us  manage  everything  from  production  to  trading 
to  retail.  With  this  strategy  we'll  be  able  to  capitalize  on  the  rapidly  changing  energy  markets  while  still 
protecting  ourselves  from  vulnerability.  We've  invested  in  our  future,  and  now  is  a  good  time  for  you  to 

do  the  same.  For  more  information  call  1-800-828-0812  or  visit  us  at  www.txu.com.     J0^ 

IItxu 
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The  Barker  Portfolio 


BY  ROBERT  BARKER 

rb@businessweek.com 


LEND  HALF  AN  EAR 
TO  THIS  DOOMSAYER 

Think  the  market  is  rotten  now?  It's  about  to 
get  worse,  much  worse,  according  to  Bob 
Prechter.  Worried  about  Dow  8000? 
Prechter  would  tell  you  he  can  see  Dow  800." 
(No  typo  there — that's  Dow  Eight  Hundred.) 
Worse,  perhaps,  is  that  in  Prechter's  scenario, 
few  of  the  familiar  havens  offer  shelter.  Down- 
grades will  savage  corporate  bonds.  Municipalities 
will  default  on  their  debt.  Even  Uncle  Sam's 
credit  status  will  be  tested.  Meantime,  real  estate 
will  go  bust.  Forget 
contrarianism.  "In  this 
market,"  Prechter  told 
me,  "it's  the  bear  who 
is  your  friend." 

If  few  people  today 
know  the  name  Robert 
R.  Prechter  Jr.,  few  in- 
vestors 15  years  ago 
didn't.  A  onetime  Mer- 
rill Lynch  technical  an- 
alyst, Prechter  and  his 
newsletter,  The  Elliott 
Wave  Theorist,  began 
gaining  renown  in  the 
early  '80s.  He  correctly 
saw  that  a  long  trend 
of  rising  inflation  was 
giving  way  to  an  era 
of  disinflation.  Prechter 
called  the  bear  mar- 
ket's August,  1982, 
nadir    and,    working 

from  his  home  in  Gainesville,  Ga.,  became  an 
off-Wall  Street  guru.  By  1987,  The  New  York 
Times  called  him  "both  prophet  and  deity,  an 
adviser  whose  advice  reaches  so  many  investors 
that  he  tends  to  pull  the  market." 

That  moment,  however,  would  prove  to  be 
Prechter's  zenith.  Steadily  bearish  calls  led  his 
followers  far  astray  from  the  1990s'  humongous 
stock  market  gains — his  worst  error,  Prechter, 
who  is  now  53,  readily  conceded.  Given  this 
mixed  record,  it's  a  surprise  to  find  Prechter's  lat- 
est book,  Conquer  the  Crash  (John  Wiley  & 
Sons,  $27.95)  at  No.  1  among  Amazon.com's  best- 
selling  business  and  investing  titles.  "What  I 
want  to  do  is  be  an  antidote,"  he  told  me.  To 
most  investment  advisers,  "it's  only  a  question  of, 
'Is  it  this  group  of  stocks  or  that  group?  This 
sector  or  that  sector?  U.S.  stocks  or  European 
stocks?'  That's  not  where  people  should  focus. 
They  should  be  in  something  that's  very  unpop- 
ular right  now:  cash"  (table). 

Prechter  comes  to  this  conclusion  less  from 
economics  than  psychology,  his  major  at  Yale 
University.  Later,  while  at  Merrill,  he  picked  up 
the  "wave"  theories  developed  during  the  De- 
pression by  an  accountant  named  R.N.  Elliott. 


A  Big  Bear's 
Advice 


►  Stocks 

►  Corporate  bonds 

►  Municipal  bonds 

►  Real  estate 

►  Most  commodities 

►  Collectibles 


►  "Sate"  bank  CDsx 

►  Silver,  gold,  platinum 

►  U.S.  Treasury  bills 

►  Swiss  government 
money-market 
securities 

►  Rydex  Ursa  Fund 
(RYURX) 

►  Prudent  Bear  Fund 
(BEARX) 

*lssued  by  banks  carrying 
highest  safety  ratings  by  Weiss 
Ratings  Inc. 


These  hold  that  market  prices  follo\ 
patterns  driven  by  a  natural  rise  and 
man  emotions.  In  this  deterministic  scl 
higher  that  emotions — and  markets- 
further  they  must  eventually  fall 
weight  of  an  economywide  accumulati 
much  debt  and  the  ensuing  defaults. 

So  in  his  Elliott  Wave  charts,  Precht 
inevitable  stock  market  collapse  that  hs 
begun,  an  economic  depression,  and 
taking  deflation  in  the  prices  of  most  e] 
of  asset.  Houses  worth  $500,000  today 
up  going  for  $150,000 — or  less.  Bank:! 
surers  will  fail,  so  Prechter's  book  pointj 
to  those  with  the  safest  balance  sheef 
such  a  climate,  he  thinks  George  W  wl 
other  single-term  Bush.  "Most  radical  pcj 

velopments 
or    near    sod 
bottoms,    wl 
were  major  sti 
ket  bottoms/'l 
Prechter  del 
pect   his   fori 
move     mono 
might  have 
back.   In  thj 
he's   no   dout| 
One  successf 
seller  with  a 
technical  anall 
me  he  never 
Prechter's   w| 
knows    no 
does.  TimotlvJ 
a    bearish    si 
with  perhaps 
ing  firm  special 
technical  analjl 
Davis  Reseail 
Prechter's  view  "sounds  a  little  dire 
More  predictably,  long-term  bulls  scoff, 
professor  Jeremy  Siegel,  author  of  St 
the  Long  Run  (McGraw-Hill,  $29.95),  to] 
gives  depression,  deflation,  and  a  bar 
lapse  zero  probability.  "That  cannot  be 
under  any  circumstance,"  he  added.  "Ij 
any  amount  of  money  on  that." 

I've  got  my  chips  with  Siegel's.  So 
er  paying  Prechter  any  mind  at  all?  Bel 
the  critical  role  of  market  psychology, 
right  than  Wall  Street's  Establishment! 
admits.  Why  are  stocks  in  companies  thl 
cookies  for  your  stomach  more  valuabl 
than  those  making  cookies  for  your  hail 
when  three  years  ago  the  reverse  w:j 
Yes,  it's  prospects  for  profit  growth.  Butl 
in  large  measure  a  matter  of  investor  se| 
I  don't  see  bread  lines  around  the  corne 
a  bear  market,  it  helps  to  take  a  look 
the  eyes  of  the  most  fearsome  grizzly. 


BusinessWeek  online 


For  a  Q&A  with  Prechter,  go  to  barker.onlin) 
www.businessweek.com/investor/  and  click  on 
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BOONE  RIDES  AGAIN 


ME  G.  MARCIAL 


Pickens 
nt  a  raid  on 
age 

oleum? 
sch  &  Lomb 
d  covet 
ar 
es. 


bvery  may  be 
werful 

lyst  for 
idell 


It  looks  as  if  T.  Boone  Pickens  Jr.,  the  erst- 
while hostile  takeover  king,  is  back  in  the 
game.  For  15  years,  Pickens  all  but  disap- 
peared. In  the  1980s,  he  shook  up  Corporate 
America  as  he  tried  to  raid  Gulf  Oil,  Diamond 
Shamrock,  and  Phillips  Petroleum,  setting  off 
fierce  takeover  battles.  Now  74,  Pickens  is  lim- 
iting his  picks  to  smaller  outfits:  On  June  25,  BP 
Capital  Energy  partnerships,  which  Pickens  con- 
trols, made  a  bid  to  buy  Penn  Virginia,  an  oil- 
and-gas  explorer,  for  $329.6  million,  or  40  a  share. 
BP  already  owns  7.6%  of  Penn,  whose  stock 
spurted  15%,  to  38.68,  on  the  news.  Penn  re- 
jected the  offer,  but  the  battle  is  on. 

Now  the  buzz  is  that  Pickens  will  go  after 
Vintage  Petroleum  (vpi),  of  which  BP  Energy 
already  owns  more  than  9%.  It  paid  14.66  on 
average  for  its  shares,  which  now  trade  at  10. 
And  BP  Energy  Managing  Director  Bob  Still- 
well  confirmed  that  BP  is,  indeed,  considering  a 
bid  for  Vintage,  which  he  says  is  undervalued 
and  ripe  for  a  buyout.  He  declined  to  discuss 
the  timing  or  price.  Vintage  didn't  return  calls. 

Initial  interest  in  Vintage  was  revealed  on 
May  15  in  a  13D  filing  by  bp  Energy,  in  which  BP 
proposed  a  restructuring  of  Vintage  to  pay  off  its 
$1  billion  debt.  Pickens  would  sell  Vintage's  en- 
tire U.S.  assets  and  part  of  its  Canadian  re- 
serves to  come  up  with  $800 
million.  Instead  of  heeding  Pick- 
ens, Vintage  declared  war  by 
dropping — from  15%  to  10% — 
the  amount  of  stock  an  outsider 
might  own  without  activating 
an  antitakeover  "poison  pill." 
And  in  mid-June,  Vintage  said 
it  had  sold  reserves  in  Trinidad 
but  was  keeping  U.S.  assets. 
Vintage  earned  $2.09  a  share  in 
2001,  on  sales  of  $909  million. 


PICKENS:  Back 
on  the  prowl 


OCULAR:  THE  APPLE 
OF  A  RIVAL'S  EYE? 

In  contact  lenses,  Ocular  Sciences  (oclr)  is  tops, 
says  analyst  Suey  Wong  of  investment  firm 
Robert  W.  Baird.  Not  only  are  its  sales  grow- 
ing fastest — at  three  times  the  industry's  average 
global  pace — but  Ocular  is  also  "a  very  attractive 
takeover  target,"  says  Wong,  who  rates  the  stock 
a  strong  buy.  He  doesn't  own  shares,  nor  does  his 
company  do  banking  for  Ocular.  Spurred  by  its 
new  products  and  experienced  sales  force,  Ocular 
is  No.  4  in  lens  sales:  Only  Johnson  &  Johnson, 
Ciba  Vision,  and  Bausch  &  Lomb  are  larger.  But 
in  the  $2  billion-a-year  market  for  standard  dis- 
posable lenses,  Ocular  is  second  only  to  j&j.  Ocular 
also  makes  soft  disposables. 

Based  on  recent  industry  deals,  Ocular,  now 
trading  at  25,  is  worth  three  times  its  sales  of  $254 


LOW  PRICES  DRAW 
SECOND  LOOKS 


29 


27  - 


OCULAR  SCIENCES 


JAN.  7, '02  JULY  10 

▲  DOLLARS 
Data.  Bloomberg  Financial  Markets 


million,  or  35  a  share,  fig- 
ures Wong.  He  thinks 
Bausch  &  Lomb  is  the  most 
likely  suitor.  He  recalls  that 
Bausch  lost  out  to  Ciba  in 
its  bid  in  2000  for  Wesley 
Jessen,  another  lens  maker. 
So  Wong  expects  Bausch  to 
go  after  Ocular,  to  better 
compete  with  J&J  and  Ciba. 
On  fundamentals,  Ocular 
is  already  worth  33,  says 
Wong,  based  on  16.5  times  his  2003  estimate  of  $2 
a  share.  He  expects  earnings  of  $1.72  this  year. 
Analyst  Marc  Goodman  of  Morgan  Stanley,  which 
led  Ocular's  underwriting  of  share  offerings  in 
1998  and  1997,  sees  Europe  as  the  next  growth 
area  for  Ocular,  where  it  has  a  10%  share  of  the 
$600  million  contact-lens  market,  vs.  20%  in  the 
U.  S.  A  Bausch  and  Lomb  spokeswoman  wouldn't 
comment  on  its  acquisition  plans.  Ocular  ceo 
Stephen  Fanning  says  "our  goal  is  to  continue 
the  company's  rapid  growth." 

GOOD  CHEMISTRY 

AT  LYONDELL 

Lyondell  Chemical  (lyo)  "isn't  the  kind  of 
stock  we  normally  have  in  our  portfolio," 
says  value  investor  Scott  Black,  president  of 
Boston's  Delphi  Capital  Management.  It  is  high- 
ly leveraged,  with  a  debt  burden  of  $3.9  billion, 
he  notes,  because  of  an  acquisition  in  1998.  "But 
we've  bought  shares  because  it's  an  attractive 
play  on  the  recovery,"  he  says,  "and  an  overdue 
snapback  in  chemicals."  The  time  to  buy  chemical 
stocks  is  when  nobody  wants  them — and  before 
prices  shoot  up,  he  argues.  A  leading  low-cost 
producer  of  propylene  oxide,  ethylene,  and  poly- 
ethylene, Lyondell  has  been  improving  its  balance 
sheet  and  making  sure  that  the  dividend  payout 
of  6%  is  protected,  says 
Black.  He  figures  Lyondell 
will  post  a  loss  this  year 
but  earn  $1  a  share  in 
2003.  The  big  payoff,  how- 
ever, will  be  in  2004,  when 
Black  expects  earnings  of 
$4  a  share.  Nancy  Traub  of 
Credit  Suisse  First  Boston 
thinks  the  chemical  supply- 
and-demand  cycle  bottomed 
out  in  2001.  A  combination 
of  restocking,  demand  growth,  and  limited  plant- 
capacity  expansions,  she  says,  will  lead  to  higher 
prices,  margins,  and  earnings  through  2004  and 
2005.  She  doesn't  own  shares.  Credit  Suisse  First 
Boston  is  advising  Lyondell  on  buying  some  as- 
sets from  Occidental  Petroleum. 
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Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:45  p.m.  est  on  crwfn's  The  Money  Gang. 
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COMMENTARY 

President  Bush's  speech  to  Wall  Street 
on  July  9  did  little  to  reassure  the 
market.  Stocks  continued  to  slide.  For 
the  week,  the  S&P  500  sank  3.5%  to 
its  lowest  level  since  August  1997.  The 
Dow  Jones  industrial  average  lost  2.7% 
and  the  Nasdaq  2.5%.  Along  with  fear 
of  more  corporate  scandals  and  fear  it- 
self, investors  are  scared  of  the  start  of 
the  new  earnings  reporting  season. 

Data:  Bloomberg  Financial  Markets 
Reuters 


Figures  of  the  Week 


%  change 


U.S.  MARKETS 


July  10 


Year  to 
Week      date 


Last  12 
months 


S&P  500  920.5  -3.5  -19.8  -22.1 

Dow  Jones  Industrials  8813.5  -2.7  -12.1  -13.4 

Nasdaq  Composite  1346.0  -2.5  -31.0  -31.4 

S&P  MidCap  400  447.3  -3.2  -12.0  -10.1 

S&P  SmallCap  600  212.2  -2.0  -8.6  -3.7 

Wilshire  5000  8716.4  -3.1  -18.6  -20.5 

SECTORS 

BusinessWeek  50*  561.2  -5.9-23.1  -31.3 

BusinessWeek  Info  Tech  100**     288.8  -2.0  -31.1  -32.9 

S&P/BARRA  Growth  457.3  -3.8  -23.1  -21.8 

S&P/BARRA  Value  460.3  -3.2  -16.6  -23.0 

S&P  Energy  203.7  -4.1  -3.6  -9.5 

S&P  Financials  314.2  -2.8  -11.6  -14.8 

S&P  REIT  96.9  -2.3  3.8  4.8 

S&P  Transportation  189.2  -2.2  -3.9  -5.5 

S&P  Utilities  107.3  -8.3  -26.4  -44.5 

GSTI  Internet  66.3  -2.7  -36.9  -46.0 

PSE  Technology  458.3  -4.7  -33.3  -29.8 
'Mar.  19.  1999=  1000       "Feb.  7.  2000=  1000 


GLOBAL  MARKETS 


July  10     Wee 


S&P  Euro  Plus  (U.S.  Dollar)  979.8        2. 

London  (FT-SE 100)  4420.1        0. 

Paris  (CAC  40)  3656.4        0. 

Frankfurt  (DAX)  4190.2        1. 

Tokyo  (NIKKEI  225)  10,752.7      -O.i 

Hong  Kong  (Hang  Seng)  10,787.5       2. 

Toronto  (TSE  300)  6916.4      -1.1 

Mexico  City  (IPC)  6371.3        0. 

FUNDAMENTALS July  9 

S&P  500  Dividend  Yield  1.67% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  40.5 
S&P  500  P/E  Ratio  (Next  12  mos.)*  16.7 
First  Call  Earnings  Surprise*  5.02% 

*First  Call  Corp. 

TECHNICAL  INDICATORS  July  9 

S&P  500  200-day  average  1098.2 

Stocks  above  200-day  average  48.0% 

Options:  Put/call  ratio  0.88 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.98 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Footwear  9.7 

Metal  &  Glass  Containers  0.5 

Airport  Services  NA 

Alternate  Carriers  NA 

Retail  Catalogs  NA 


Metal  &  Glass  Containers  67.0 

Gold  Mining  35.7 

Homebuilding  33.7 

Housewares  &  Specialties  33.0 

Managed  Health-Care  32.0 


WORST-PERFORMING    Last 

GROUPS month  % 

Advertising  -32.1  Multi-Utilities  I 

IT  Consulting  -30.3  Wireless  Ser 

Broadcasting  &  Cable  TV    -26.9  Movies  &  Ente 

Office  Electronics  -26.1  Telecomms.  E| 

Wireless  Services  -24.7  Application  So 


Mutual  Funds 


Week  ending  July  9 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
4-week  total  return 


%      -8 


Week  ending  July  9 
■  S&P  500  ■  U.S.  Diversified  RAH  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Japan  0.7 

Diversified  Pacific/Asia  0.0 

Pacific/Asia  ex-Japan  -0.1 

Precious  Metals  -1.4 

Laggards 

Technology  -11.3 

Communications  -10.7 

Health  -10.1 

Mid-cap  Growth  -9.6 


52-week  total  return 


% 


Leaders 

Precious  Metals 

Pacific/Asia  ex-Japan 

Real  Estate 

Diversified  Emerging  Mkts. 

Laggards 

Communications 

Technology 

Utilities 

Health 


76.9 

15.0 

12.5 

9.4 

-45.5 
-40.5 
-29.7 
-29.5 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


Leaders 

Rydex  Dynamic  Vent.  1 00  17.4 

ProFunds  Ultrashort  OTC  17.1 

ProFunds  U Itra Bear  I nv.  11.3 

Leuthold  Grizzly  Short  11.2 
Laggards 

ProFunds  UltraOTC  Inv.  -21.1 

Van  Wagoner  Post  Venture  -21.1 

Van  Wagoner  Technology  -20.1 


Leaders 

First  Eagle  SoGen  Gold  113.8 

Van  Eck  Intl.  Invs.  Gold  A  103.6 

Monterey  OCM  Gold  95.3 

U.S.  Global  Investors  Gold  95.3 
Laggards 

ProFunds  UltraOTC  Inv.  -70.9 

Black  Oak  Emerging  Tech.  -66.9 

Van  Wagoner  Post  Venture  -66.0 


Data:  Standard  &  Poor's 


Monterey  Mur.  N.  Wld.  Tech. -19.9      Van  Wagoner  Technology     -63.8 


Interest  Rates 


KEY  RATES 

July  10 

Week 

MONEY  MARKET  FUNDS 

1.46% 

U 

90-DAY  TREASURY  BILLS 

1.71 

1.: 

2-YEAR  TREASURY  NOTES 

2.58 

2.: 

10-YEAR  TREASURY  NOTES 

4.61 

a.: 

30-YEAR  TREASURY  BONDS 

5.34 

5.< 

30-YEAR  FIXED  MORTGAGEt 

6.46 

6.E 

IBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exi 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bon 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.07% 
5.81 


INSURED  REVENUE  BONDS 


4.24 


TAXABLE  EQUIVALENT 


6.06 


■THE  WEEK  AHEAD 

BUSINESS  INVENTORIES  Monday,  July  15, 
8:30  a.  m.  edt>  Inventories  are  forecast 
to  have  declined  0.2%  in  May.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. In  April,  inventories  fell  0.2%. 

INDUSTRIAL  PRODUCTION  Tuesday,  July  16, 
9:15  a.m.  edt>-  Factory  output  in  June 
most  likely  increased  0.5%,  after  rising 
0.2%  in  May.  The  average  operating  rate 
probably  increased  to  75.8%. 


NEW  RESIDENTIAL  CONSTRUCTION  Wednesday, 
July  17,  8:30  a.m.  edt*-  Housing  starts 
most  likely  fell  back  to  an  annual  rate  of 
1.68  million  units  in  June. 

LEADING  INDICATORS  Thursday,  July  18, 
10  a.m.  edt>  The  Conference  Board's 
June  composite  index  of  leading  econom- 
ic indicators  probably  rose  by  0.1%. 

CONSUMER  PRICE  INDEX  Friday,  July  19, 
8:30  a.m.  edt>  Consumer  prices  for 
goods  and  services  are  expected  to  have 


risen  0.2%  in  June.  Excluding 
and  energy  components,  core 
June  probably  rose  by  0.2%. 

INTERNATIONAL  TRADE  Friday,  Jul 
a.m.  edt*  The  trade  deficit  rr 
narrowed  slightly  to  $35.3  bit 
from  $35.9  billion  in  April. 

FEDERAL  BUDGET  Friday,  July  19, 
►  The  U.S.  Treasury  probably 
billion  surplus  in  June,  compa 
$31.9  billion  surplus  in  June, 
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5.9%  for  week  ended  July  10.  Leading  the  decline  were  energy  providers  Calpine,  Dyne- 
jjrgy,  which  fell  17.8%,  16.0%,  and  12.6%,  respectively,  on  profit  worries.  Merck  plunged  7.8% 

controversy  and  again  postponed  an  IPO  for  Medco,  which  handles  employee  drug-ben- 
lata  Systems,  climbing  5.1%,  led  the  only  five  stocks  of  the  BW  50  to  rise  for  the  week. 
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26  Tenet  Healthcare  -3.9  18.9 

27  Household  International  -8.3  -14.4 

28  WellPoint  Health  Networks  -2.2  24.7 

29  Washington  Mutual  -6.1  6.5 

30  Duke  Energy  -12.6  -26.3 

31  Kohl's  -0.3  3.5 

32  Bed  Bath  &  Beyond  -10.1  -2.2 

33  Cardinal  Health  -8.1  -20.5 

34  Centex  -4.4  -9.9 

35  American  Electric  Power  -7.7  -19.6 

36  Golden  West  Financial  -4.2  0.8 

37  Stryker  -7.0  -23.6 

38  Harley-Davidson  1.1  -3.9 

39  PepsiCo  -6.0  -11.7 

40  Merck  -7.8  -29.0 

41  Apache  -4.2  3.1 

42  Amerada  Hess  -3.4  11.4 

43  KB  Home  -1.0  13.8 

44  First  Data  -10.2  -20.1 

45  Tyco  International  2.7  -55.3 

46  International  Game  Technology     0.8  -16.1 

47  Capital  One  Financial  -10.6  4.3 

48  Electronic  Data  Systems  5.1  -A2A 

49  Nabors  Industries  -4.5  -1.7 

50  Xcel  Energy  -7.6  -40.8 


uction  Index 


Change  from  last  week:  0.3% 
Change  from  last  year:  -3.3% 


3UTPUT       June  29=162.8  1992=100 
(ex  is  a  4-week  moving  average 


Nov. 
2001 


Mar. 
2002 


June 
2002 


ex  turned  in  a  solid  performance.  Be- 
he  four-week  moving  average,  the  in- 
162.3  to  164.  On  a  seasonally  ad- 
ric  power,  along  with  auto  and  truck 
he  index  higher.  Coal  and  rail-freight 
ositive  for  the  week.  Steel  and  lum- 
d,  and  crude-oil  refining  remained 
d.  The  production  index  during  June 
l 161  for  all  of  May. 

the  index  components  is  at  www.business- 
on  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW  50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


Special  Advertising  Feature 

Mixing 

Business  with 

Pleasure 

by  Lincoln 


Answers  from  this  week's 
puzzle  in  BusinessWeek. 
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800  688-8898 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (DIS)  8 

Acambis  (ACAM)  66 

Acxiom  26 

Advanced  Cell  Technology  12 

Advanced  Micro  Devices 

(AMD)  39. 64 
Agere  Systems  (AGR)  64 
AIM  Management  Group 

(AVZ)66 

Alaskan  Brewing  82 
Alcan  (AL)  44 
Alcoa  (AA)  39 
Aloha  Petroleum  34 
Alston  &  Bird  70 
Amazon.com  (AMZN)  10. 60. 

90 

American  Airlines  (AMR)  12 
American  Express  (AXP)  72 
Amencan  International  Group 

(AIG)68 
Ames  Department  Stores 

(AMESQ)  61 
Amgen  (AMGN)  66 
AM  General  56 
Analog  Devices  (ADD  64 
AOL  Time  Warner  (AOL)  8. 18. 

37 
Applebees  International 

(APPB)80 

Apple  Computer  (AAPL)  41 
Arthur  Andersen  26. 32. 34 
AT&T  (T)  44 
AutoPacific  56 
Aviace  63 


B 


Baja  Fresh  Mexican  Grill  80 
Bank  of  America  (BAC)  26, 

36  80, 87 
Bamesandnoble.com  (BNBN) 

60 

Baron  Financial  Group  36 
Bamck  Gold  (ABX)  44 
Bausch  &  Lomb  (BCD  91 
Baxter  International  (BAX)  66 
BDO  Seidman  44 
Berkshire  Hathaway  (BRK) 

44.68 

Bertelsmann  50 
Best  Buy  (BBY)  60 
Bloomingdale's  (FD)  54 
Blue  Cross  &  Blue  Shield  72 
BMW  46 

Boston  Consulting  Group  60 
Boulevard  Brewing  82 
BP  Capital  Energy  (BP)  91 
Brewery  Ommegang  82 
Brinker  International  (EAT)  80 
Bristol-Myers  Squibb  (BMY) 

76 
Brooklyn  Brewing  82 


BT  Group  (BTY)  52 
BurgerKing(DEO)10 
Buy.com  60 

C 


Calsonic  Kansei  46 
Calvin  Klein  54 
CBS  (VIA)  8 
Cephalon(CEPH)12 
Cessna  Aircraft  (TXT)  63 
Cheesecake  Factory  (CAKE) 

80 

Ciba  vision  (NVS)  91 
Circuit  City  Stores  (CC)  41, 

60 

CfT  Group  (TYC)  66 
Citibank  (C)  8, 66 
Citigate  Global  Intelligence  & 

Security  70 
Citigroup  (C)  26.  68 
Coca-Cola  (KO)  32 
Collins  Stewart  50 
Comcast  (CMCSK)  44 
Compaq  Computer  (HPQ)  41 
Cosi  80 

Countrywide  Credit  (CCR)  87 
Covad  Communications 

(COVD)  38 
Credit  Suisse  First  Boston 

(CSR)  91 


Darden  Restaurants  (DRI)  80 
Dell  Computer  (DELL)  41, 72 
Delphi  Capital  Management 
91 

Deschutes  Brewing  82 
Deutsche  Bank  (DB)  52 
Deutsche  Telekom  (DT)  52 
Diamond  Shamrock  (VLO)  91 
Doling  Kindersley  50 
Dow  Chemical  (DOW)  72 
Drugstore.com  (DSCM)  60 

E 


eBay  (EBAY)  10. 44 
Eclipse  Aviation  63 
Electronic  Arts  (ERTS)  44 
Electronic  Data  Systems 

(EDS)  26. 61 
E-Loan  (EELN)  87 
Embratel  38 
Enron  (ENRNOJ1 2  26.32, 

34  37. 68. 96 
E*Trade  (ED  87 


FedEx  (FDX)  38 
Rat  (FTA)  61 

Fidelity  Investments  12 
Flowersusa.com  10 
Forrester  Research  (FORR)  60 
France  Telecom  (FTE)  52 


Fnedman  Billings  Ramsey 
Group  (FBR)  38 
FT  Group  50 
Fujitsu  64 

G 


Gartner  (IT)  61 
Gateway  (GTW)  41 
Gatorade  (PEP)  86 
G.D.  Searie  (MON)  66 
GE  Capital  (GE)  72 
Genentech  (DNA)  26 
General  Electric  (GE)  37. 44, 

58.72 

General  Motors  (GM)  56 
Geron(GERN)12 
GlaxoSmrthKline  (GSK)  76 
Global  Crossing  (GBLXQ)  68 
Goldman  Sachs  (GS)  26. 44. 

61 
Gulf  Oil  91 

H 


Halliburton  (HAL)  35 
Harris  Bretall  Sullivan  & 
Smith  44 

Hewitt  Associates  66 
Hewlett-Packard  (HWP)  41 
Hitachi  (HIT)  64 
Hoechst  Marion  Roussel  66 
Hoenig  37 

Home  Savings  of  America  57 
Honda  (HMC)  39 
House  Asset  Management  70 
Hyundai  Heavy  Industries  53 


IBM  (IBM)  61, 64 

IC  Insights  64 

IDC  (IDC)  64 

IDT  (IDT)  38 

lnco(N)44 

IndyMac  Bancorp  (NDE)  87 

Infineon  Technologies  (IFX)  64 

Ingram  Micro  (IM)  60 

In-Stat/MDR  40 

Integral  Investment 

Management  70 
Intel  (INTO  64 
International  Strategy  & 

Investment  Group  26 


JetBlue  (JBLU)  12 
Johnson  &  Johnson  (JNJ)  76. 

91 
J.P.  Morgan  Chase  (JPM)  68. 

88 
Jupiter  Media  MetrixUMXI) 

10.60 
JustFlowers.com  10 

K 


Keefe  Bruyette  &  Woods  68 
KFC(YUM)80 
Kmart  (KM)  68 
KPMG44 


Kawasaki  Steel  46 


LeggMason(LM)38,44 
Lehman  Brothers  (LEH)  61 
tendingTree  (TRE)  87 
Level  3  Communications 
(LVLT)44 
Levi  Strauss  54 
Liberty  Media  (L)  52 
Linksys40 

Lockheed  Martin  (LMT)  32 
Longleaf  Partners  Funds  44 
Lucent  Technologies  (LU)  61 
Lyondell  Chemical  (LYO)  91 

M 


Manpower  (MAN)  39 
Mazda  46 

McDonald's  (MCD)  80 
McGraw-Hill  (MHP)  44. 50. 

92 
Medco  Health  Solutions 

(MRK)44 

Mercedes-Benz  (CDX)  46 
Merck  (MRK)  26. 37. 44.  76. 

96 
Merrill  Lynch  (MER)  26. 39. 

41  61  64  80.90 
Microsoft  (MSFD  40 
Mitsubishi  64 
Monsanto  (MON)  66 
Moody's  Investors  Service 

(MC054 
Morgan  Stanley  (MWD)  37, 

50.91 

Momingstar  80   - 
Motorola  (MOT)  64. 72 
Munder  Capital  61 

N 


National  Semiconductor 

(NSM)64 
NCS50 

Ned  Davis  Research  90 
Needham  64 

Neiman  Marcus  (NMG)  54 
Netgear40 
Netscape  Communications 

(AOL)  40 

New  Glarus  Brewing  82 
New  York  Life  Insurance  68 
Nike(NKE)  10 
Nissan  (NWANY)  46 
Nokia  (NOK)  61 
Nordstrom  (JWN)  54 
Nortel  Networks  (NT)  44. 61 


Occidental  Petroleum  (OXY) 
91 
Ocular  Sciences  (OCLR)  91 


Old  Navy  (GPS)  54 
1-800-aOWERS.com  (FLWS) 
10 


Pacific  Investment 

Management  68. 70 
Pacific  Sunway  of  California 

(PSUN)54 

Panera  Bread  (PNRA)  80 
PayPal  (PYPU  44 
Pearson  (PSO)  50 
Penguin  Group  50 
Penn  Virginia  (PVA)  91 
PepsiCo  (PEP)  54 
Pfizer  (PFE)  32.  76. 88 
Pharmacia  (PHA)  66. 76 
Phillips  Petroleum  (P)  91 
Pizza  Hut  (YUM)  80 
PF  Chang's  China  Bistro 

(PFCB)  80 

Placer  Dome  (PDG)  44 
Porsche  46 

Priceline.com  (PCLN)  87 
PricewaterhouseCoopers  44 
Principal  Financial  (PFG)  44 
Prudential  Securities  (PRU) 

44.60 


Qualcomm  (QCOM)  64 
Quicken  (INTU)  87 
Qwest  Communications 
International  (0  37, 44 

R 


Raytheon  (RTW)  26 

Red  Robin  80 

Renault  46 

Rocker  Partners  80 

Rogers  (ROG)  66 

Rohm  &  Haas  39 

Royal  Dutch/Shell  Group  (RD) 

44.88 

RTL  Group  50 
Rubio's  Restaurants  (RUBO) 

80 

S 


Saks  Fifth  Avenue  (SKS)  54 
Salomon  Smith  Barney  (C) 

68 

Sam's  Club  (WMT)  66 
Sanford  C.  Bernstein  (AC)  50, 

61 

ScanSoft(SSFT)12 
Sears  (S)  54 
SG  Cowen  Securities  37 
Shoneys  80 
Simon  &  Schuster  50 
Six  L's  Packing  10 
Sonic  Restaurants  80 
Spnnt  (FON)  61 
Standard  &  Poor's  (MHP)  37. 

44.92 


Starbucks  (SBl 
St  Lawrence  I 
STMicroelectronk 
SunGuard  Data  ( 


Taco  Bell  (YUM) | 
Tactical  Retail ! 
Taiwan  Semic 

Manufactunng  I 
TAP  Pharmac 

76 

Target  (TGT)  54 
Technomic  80 
Texas  Instrun 
Thomson  Finan 

37 

Toshiba  64 
Trillium  Asset  I 

10 
TrimTabs.com  I 

Research  36 
Tussaud's  Group  1 
Tyco  Internationa  | 

U 


UBS/PaineWebb 
UBS  Warburg! 
Unilever  44 
United  Mien 
United  Parcel ! 

44.58 
U.S.  Bancorp  Pip 

(USB)  36. 80 

V 


Verizon  Commurm 
38 

Viacom  (VIA)  50 
Vintage  Petrole 
VLSI  Research  64 

W 


Wachovia  Security 
Wal-Mart  Stores  ft 

72 

Walt  Disney  (DIS) 
Warner-Lambert  0 
Washington  Mutu; 
Wells  Fargo  (WFC) 
Wendy's  (WEN)  M 
Westpac  Banking 
Wet  Seal  (WTSLAj: 
Williams  Intematx 
Winstar  38 
WorldCom  (WCOW 

32.37  38  61.6* 
Wyeth(WYE)44 

X,Y 


Xando80 
Xerox  (XRX)  12 
Yum!  Brands  (Yl* 
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Business  Services 


fOiaH.-Milal 


SHORE 


♦Seminars      (888)  NU  SHORE 

♦  Education  6   8    7  4    6    7  3 

♦Opportunities 
♦Strategies  NEW\K  > 

wwTt.ntw-shore.com/lnfo  ->^i> 


Need  a  Logo? 


utiy^o^ 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

\isa  MC.Amex 

Toll-Free:  1-888-869-5646 


www.  1 800mylogo.com 


Business/Career  Opportunities 


Become  a 


_  Arrange 

equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed 

SEE  FOR  YOURSELF! 

Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 
The  Loan  Consultants,  In 
since  1983 


CALL 
800-336-3933 


SIX  FIGURE  POTENTIAL 

FROM  HOME  Ipart/full  time) 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  based 

marketing  approach,  visit: 

www.myautomaticbiz.com/rd4 


Sales  Promotions/Premiums 


MOTIVATE  YOUR  CUSTOMERS 

to  spend  more  money  with  high- 
quality,  nationally  recognized  name 
brand  incentives.  Variety  of  travel 
options  including  airfare,  land  and 
cruise  programs,  as  well  as 
Merchandise  and  Rebate  offers. 
Visit  www.spirit-incentives.com  or 
call  1-800-860-5880  Ext.  130. 


Business  Services 


FORM  YOUR 
CORPORATION 
OR  LLC  TODAY 


INCORPORATING  BUSINESSES  SINCE  1899 

•  Reduce  Taxes 

•  All  50  States 
Convenient,  Reliable,  Affordable 


•  Protect 
Personal 
Assets 


1-888-705-9723 

www.incorporate.com 


The  Company  Corporation* 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Lea 


Prestigious  British  University  Accredited 

Under  Royal  Charter 

One  of  the  World's  Largest  Distance 

Learning  MBA  Programs 

All  Necessary  Study  Materials  Provided 

Access  To  On-Line  Facilities 

Support  From  Local  Resource  Centers  and 

Student  Networking 

Flexible  Financing  &  Payment  Plans  Available 

CD  University  of 

rp  Leicester 


Call  Today:  800-874-5844 
or  visit  www.rdi-usa.com 


m\ 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  ~  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Online  Graduate  Programs 


■  Juris  Doctor  (California  Bar  Qualified) 

■  M.B.A.  -  Entrepreneurship 

■  M.B.A.  -  Health  Care  Administration 

■  Master  of  Science  in  Taxation 

William  Howard  Taft  University 

Quality  Distance  Education  Since  1976 


www.taftu.edu  800/882-4555 


Telecommunication  Services 


LONG  DISTANCE 


www.1-800-cucumber.com 


Editorials 


ITS  TIME  FOR  A  NEW  ERA  OF  REFORM 


For  some  time  now,  BusinessWeek  has  been  calling  for  se- 
rious reform  of  Corporate  America.  Even  as  some  busi- 
ness and  political  leaders  were  in  denial  about  the  deep,  sys- 
temic problems  that  were  eroding  confidence  in  the  stock 
market,  this  magazine  urged  major  changes  in  accounting,  cor- 
porate governance,  and  Wall  Street  practices.  So  it  is  grati- 
fying to  see  a  once-reluctant  President  George  W.  Bush 
throw  the  full  weight  of  his  office  behind  reform.  That  the 
Business  Roundtable  and  the  U.  S.  Chamber  of  Commerce  are 
belatedly  expressing  outrage  at  corrupt  CEOs  and  their  fraud- 
ulent business  practices  is  also  welcome.  With  luck,  investors 
could  once  again  have  financial  numbers  they  can  trust  and  a 
stock  market  based  on  true  value  rather  than  fakery,  and 
honesty  instead  of  smoke  and  mirrors.  The  cleanup  of  Cor- 
porate America  has  begun  in  earnest  (page  26). 

And  none  too  soon.  The  drop  in  equity  prices  has  sharply 
tightened  financial  credit  in  recent  weeks,  neutralizing  to  a 
large  degree  the  massive  monetary  easing  of  the  Federal 
Reserve.  The  stock  market  has  risen  20%  in  all  but  two 
business-cycle  recoveries  during  the  past  century.  This  time, 
however,  it  is  actually  down  by  nearly  that  much.  A  growing 
number  of  companies,  most  of  them  small  and  midsize  ones, 
simply  cannot  borrow  or  raise  money  by  selling  stock.  The 
situation  threatens  to  spiral  downward.  Investors,  unable  to 
believe  financial  statements  and  unwilling  to  take  risks, 
pulled  as  much  money  out  of  equity  mutual  funds  in  June  as 
they  did  in  the  weeks  after  September  11.  Unless  checked, 
the  recovery  could  be  aborted — hardly  what  the  nation 
needs  at  a  time  of  terrorist  threats,  rising  unemployment, 
and  slumping  markets  (page  68). 

A  SYSTEM  CORRUPTED 

The  momentum  for  reform  has  been  slowly  building  all 
spring  and  summer,  but  it  reached  its  peak  with  the  Presi- 
dent's speech  to  a  Wall  Street  audience  on  July  9.  Bush  be- 
gan by  putting  on  his  best  "hang  'em  high"  face,  promising 
to  "root  out  corruption"  and  establish  "a  new  ethic  of  per- 
sonal responsibility  in  the  business  community."  At  first, 
the  President  focused  on  punishing  Corporate  America's 
"bad  apples."  He  used  his  executive  powers  to  create  a 
new  federal  financial-crimes  "swat  team"  to  hunt  down  cul- 
prits. He  proposed  doubling  prison  terms  for  ceos  guilty  of 
financial  fraud,  freezing  improper  payments  to  corporate 
execs,  forcing  managers  who  benefit  from  false  accounting  to 
forfeit  their  gains,  and  getting  the  Securities  &  Exchange 
Commission  to  ban  convicted  chief  executives  from  ever 
serving  on  a  board. 

But  then  Bush  went  further.  For  the  first  time  since  En- 
ron Corp.  blew  up,  he  admitted  that  the  system  itself  had 
been  corrupted  and  needed  repair.  He  threw  his  support  be- 
hind a  long  list  of  changes  being  proposed  from  deep  with- 
in the  business  community.  This  is  critical  because  if  reform 
is  to  work,  it  must  come  from  within  Corporate  America  and 


Wall  Street.  Bush  endorsed  the  New  York  Stock  Ej 
proposals  to  increase  the  number  of  independent  mei 
at  least  half  the  boards  of  directors  and  to  insist 
members  of  key  audit,  compensation,  and  nominati] 
mittees  be  independent.  He  praised  sec  proposals 
accounting  firms  from  providing  many  types  of  cc 
services  to  audit  clients.  And  he  supported  Wall  Sij 
forts  to  make  analysts  "trusted  advisers,  not  salesi 
ending  conflicts  of  interest.  The  President  even| 
institutional  investors'  calls  for  boards  to  stop  mal 
pany  loans  to  corporate  officers  and  urged  sharehc 
vote  on  all  stock  option  plans.  Perhaps  most  impor 
backed  the  SEC  demand  that  by  Aug.  14,  the  CEOs 
of  the  top  1,000  public  companies  must  personally 
cent  financial  statements — and  all  future  ones.  Thisl 
provide  a  new,  honest,  and  believable  bottom-line  bei 
for  investors. 

LETS  GET  CRACKING 

Yet  the  President  should  have  gone  further.  He] 
come  out  in  support  of  the  tough  Senate  accounting 
bill  proposed  by  Senator  Paul  S.  Sarbanes  (D-Md.). 
would  establish  a  strong  independent  oversight  bos 
accounting  industry,  which  desperately  needs  on€ 
preferring  the  weaker  House  bill,  the  President  ha 
ised  to  sign  whatever  reform  legislation  lands  on  hj 
It's  now  up  to  Congress  to  deliver. 

President  Bush — and  Vice-President  Dick  Cheney-I 
also  do  well  to  address  lingering  doubts  about  their  p | 
business  dealings.  Confusion  over  revenue  recognit 
sider  trading,  and  a  pattern  of  late  filings  of  stock 
the  sec  is  undermining  the  President's  credibility 
porate  reformer.  Cleaning  house  and  dumping  Adminij 
members  tainted  by  Enron  or  other  conflicts  of  i] 
would  also  send  a  powerful  signal  to  the  American 

The  markets  are  taking  a  "show  me"  stance  towl 
form,  as  they  should.  Weary  of  corporate  malfeasail 
bad  judgment — the  trusted  drugmaker  Merck  &  Co| 
latest  to  admit  inflating  its  revenues — some  investors 
waiting  until  Aug.  14,  when  ceos  sign  off  on  their  spj 
clean  books,  before  buying  stocks  again.  They  want 
see  how  reforms  are  implemented. 

The  sooner  reforms  are  put  in  place,  the  quicker  I 
will  return  to  the  stock  market,  and  the  faster  A\ 
can  return  to  its  brand  of  entrepreneurial  capitalism, 
the  speed  of  reform  itself  may  restore  the  countryM 
tation  on  the  global  scene  by  showing  how  quickly! 
heal  its  economic  ills,  in  contrast  to  Japan  and  other  i| 
The  U.  S.  has  reformed  its  economy  many  times  in  th  | 
We  had  an  Age  of  Reform  under  Theodore  Roosevelt 
Era  of  Reform  under  Franklin  Delano  Roosevelt, 
we  trust  we  are  entering  a  new  corporate  cleanup.  1 1 
reforms  begin. 
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HOT  SEATS 
ON  THE  NYSE 


DESPITE   AN   18%   DECLINE   IN 

the  New  York  Stock  Ex- 
change Composite  Index  so 
far  this  year,  the  price  of  a 
seat  there  has  risen  by  al- 
most 14%.  Seats  entitle  their 
holders  to  buy  and  sell  shares 
on  the  exchange  floor,  and 
brokers  say  the  price  is  an 
important  measure  of  market 
sentiment.  After  falling  to 
$1.65  million  in  2000,  the 
price  of  a  NYSE  seat  hit  $2.5 
million  on  July  10,  just  shy 
of  the  all-time'  high  of  $2.65 
million,  reached  in  1999. 


Why  the  increase? 
The  NYSE  won't  com- 
ment, but  insiders  point 
to  rising  daily  volume, 
up  14%  this  year,  and  to 
consolidation  among  bro- 
kers that  results  in 
fewer  seats  for  sale. 
Also,  the  switch  to 
decimalization 
has  increased 
institutional 
reliance  on 
floor  brokers  for  various  tech- 
nical reasons.  Plus,  "there's  a 
flavor  to  being  on  the  floor, 
to  getting  the  body  language 
and  nuances,"  says  Ananth 
Madhavan,  co-author  of  a 
study  on  seat  prices  and 
managing  director  of  research 
at  ITG,  which  operates  posit, 
an  electronic  stock-order 
matching  system. 

The  market  for  seats  is  a 
thin  one.  Only  a  half-dozen  or 
so  change  hands  each  year. 
Yet  the  rising  prices  are  a 
vote  of  confidence  in  the  mar- 
kets, says  veteran  broker 
Richard  Rosenblatt  who  runs 
his  own  firm.  "It's  clearly  a 
bet  on  tomorrow."  Now,  if 
only  stock  prices  would  follow 
suit.         Robert  J.  Rosenberg 


THE  LIST   THE  CORPORATE  NAME  GAME 


Over  the  past  few 
new  names.  What 

NEW  NAME 


months,  several  companies  have  adopted 
were  they  thinking? 

OLD  NAME  REASON 


PWC  The  consulting  arm  of  Pricewaterhouse- 

CONSULTING     Coopers  wanted  a  distinct  identity  after 
breaking  off  from  its  parent,  signifying 
a  "fresh  start,  a  positive  attitude." 


MONDAY: 


CONSIGNIA       After  spending  millions  to  switch  to 
Consignia  in  2001,  Britain's  postal 
service  found  the  public  hated  it.  It  will 
switch  to  Royal  Mail  later  this  year. 


yoome 


Yum! 


E-DISTRICT.NET  The  British  interactive-TV  company 
wanted  to  "demonstrate  the  two-way 
nature"  of  its  products.  The  new  name 
plays  on  "you"  and  "me." 

TRICON  "  fri"  no  longer  made  sense  after  the 

GLOBAL  parent  of  Pizza  Hut,  Taco  Bell,  and  KFC 

RESTAURANTS  acquired  Long  John  Silver's  and  A&W 
restaurants. 

Data:  BusinessWeek,  company  reports 


TALK  SHOW  "It  is  not  that  humans  have  become  i 
greedy  than  in  generations  past.  It  is  that  the  avenu^ 
express  greed  had  grown  so  enormously." 

— Federal  Reserve  Chairman  Alan  Greenspan 


\  SHOPAHOLICS 

SISTER,  CAN  YOU 
SPARE  ME  A  BUCK? 

KARYN,  A  TWENTYSOMETHING 
Brooklynite  and  admitted 
shopaholic  who  does  not  want 
her  last  name  printed,  has 
racked  up  $20,000  in  credit- 
card  bills  in  the 
past  two  years. 
And  she  readily 
admits  that  her 
purchases  were 
hardly  emergen- 
cies. "It  was 
completely  all 
shoes  and  purses 
and  CDs  and 
lattes,"  she  says. 
But  when  Karyn 
lost  her  $100,000-a-year  TV- 
production  job  in  December, 
it  took  four  months  to  find  a 
new  job  at  half  the  salary. 
Now  she  swears  she  has  re- 


formed— and   hunj 
Prada  shoes  fore\ 
wearing  Old  Navj| 
her  hair  herself, 
her  goodies  on  eBaj 
And,  to  help  pal 
debt,  she's  soliciting  [ 
of  $1,  at  www.savekl 
In  her  first  weekl 
word  spread,  and  srj 
ed  $4C 
the   rel 
have  b(| 
Karyn 
her  e-r 
ical. 
hurt  ar 
spendi| 
much 
she  pre 
was 
helping! 
economy."  She  has 
Consumer  spending 
grew  3.1%  in  2001^ 
prevent  the  econoi 
cratering.   Heather  A 


HONCHOS 


CALL  EM  WHAT  YOU  WILL,  THEY  AIN'T 


FOR  CEOS  THESE  DAYS,  IT  CAN  T 

hurt  to  be  able  to  outrun 
shareholders.  Is  that  why  19 
top  managers  from  Motorola, 
Citadel  Group,  Templeton 
Global  Advisors, 
Unisys,  and  oth- 
ers are  taking 
the  Ironman 
ceo  Challenge 
on  July  28? 

Participants  in 
the  famously 
grueling  tri- 
athlon will  swim 
2.4  miles,  bike 
112  miles,  then 
run  26.2  miles  in 
the  hope  of  being 
crowned  "Fittest  ~ 
ceo."  They'll  make  up  a 
subgroup  of  the  1,700  athletes 
at  the  Ironman  USA  Triathlon 
in  Lake  Placid,  N.  Y.,  a  quali- 
fying stop  on  the  way  to  the 
world  championship  in  Kona, 
Hawaii,  next  fall.  "I  have 
no  idea  whether  this  will 
be  fun,"  says  Templeton's 
Bahamas-based    ceo    Mark 


IRONMEN:  CEO  triathlon 


Holowesko,  42,  a  cor 
yachtsman  and  cyclj 
eligible  are  coos,  pw 
owners,  and  preside^ 
women  are  among  tr 
ExecJ 
higher 
fees — $4 
$375  for 
ers — an«j 
choice 
private  c 
a  recepti 
past  I 
champs, 
at  the  li 
Mirror 
Inn,  an< 
bike  pc 
-  "They 
have  to  line  up  w 
masses,"  says  Ted  h 
of  Ironman  Motivati 
challenge  organizer.  T 
are  psyched,  and  th 
talk  is  flying.  Holowe 
fellow  participants  ha 
e-mailing  him,  saying 
wraiting  for  you  at  th 
line."  Gerry  Khe 


12  BusinessWeek  /  July  29,  2002 


and 


/hen  software  lets  companies  collaborate  better  by  linking  them  closer  together,  that's 
usiness  with  .NET.  Making  seamless  connections  with  your  business  partners  helps  you  team  up 
new  and  powerful  ways.  .NET  connected  software  from  Microsoft  links  your  systems  with  those 
outside  companies,  regardless  of  existing  platforms  or  programming  languages.  So  now,  data  and 
leas  flow  freely  between  organizations,  which  allows  for  unprecedented  collaboration  and  opens  the 
oor  to  new  partnership  opportunities.  That's  one  degree  of  separation.  That's  business  with  .NET. 
nd  out  how  .NET  connected  software  can  help  you  forge  closer  connections  with  your  partners. 
o  to  microsoft.com/enterprise  Software  for  the  Agile  Business. 


ollar  Rent  A  Car  wanted  to  let  potential  partners  directly  access  its  mainframe- 
3sed  reservation  system  via  the  Internet.  Using  .NET  connected  software  from 
icrosoft,  they  built  an  interface  application  that  has  already  produced  thousands 
new  reservations  and  millions  of  dollars  in  additional  revenue. 


Microsoft 


>soft  Corporation.  All  rights  reserved.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names 
pantes  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


Up  Front 


APPETITE  SPOILERS 

TAKING  A  BITE 
OUT  OF  TRADITION 

THE   SCENE    IS  PART  STEVEN 

Spielberg,  part  Sam  Peckin- 
pah.  It  features  Chinese  new- 
lyweds  strolling  dreamily  into 
a  wedding  banquet,  unaware 
of  the  carnage 
around  them:  . 
The  hem  of  the  '  O 
bride's  gown  is 
soaked  with 
blood,  and  muti-  '• 
lated  sharks  he 
everywhere. 

The  gory  im- 
age is  one  of  a 
series  of  wedding 
scenes  appear- 
ing on  hundreds 
of  thousands  of  POSTCARD: 
free  postcards 
printed  and  distributed  in 
Asia  by  the  Singapore  chap- 
ter of  the  Sea  Shepherd  Con- 
servation Society,  based  in 
Malibu,  Calif.  The  group  is 


SCANDAL  SHEET 


KINPAHIOHFORAREPO 

FOR  SALE:  PRIVATE  JET.  WIRED 

office,  leather  interior,  two  di- 
vans, satellite  communications. 
Repossessed  from  Enron.  Ask- 
ing price:  $37  million. 

Delivered  to  Enron  in  April, 
2001,  the  Gulfstream  V  is  near- 
ly new,  with  only  380  hours  of 
flying  time.  The  price  made 
"good  sense"  when  a  German 
bank  (Bayerische  Hypo-und 
Vereinsbank)  listed  it  in  Febru- 
ary, says  Rick  Engles  of  Vance 
&  Engles  Aircraft  Brokers  in 
Washington,  D.  C.  Brand-new 
models  generally  sell  for  $40 
million.  Since  then,  brokers  say, 
the  average  price  of  a  used  one 
has  dropped  to  $33  million. 

That  makes  the  jet's  asking 
price  a  little  inflated — just 
like  Enron's  stock  not  so  long 
ago.     Andrew  Heller 


Portugese 


working  to  halt  the  rapid  de- 
cline in  numbers  of  sharks 
worldwide  by  discouraging 
Asians  from  eating  shark  fin 
soup.  Real  sharks  were  used 
to  produce  the  photographs. 
"We  have  to  hit  people  as 
hard  as  we  can,"  says  Grant 
Pereira,  a  Singaporean  of 
descent  who 
heads  the  chap- 
ter there.  "If 
they  eat  it  as  a 
status  symbol, 
we  have  to  at- 
tack that." 

Shark  fin  soup 
is  a  Chinese  del- 
icacy and  is  de 
rigueur  at  Chi- 
nese banquets. 
Top-quality  soup 
with  an  entire 
Shock  attack  fin  intact  can 
cost  $100  per 
person.  Sea  Shepherd  esti- 
mates that  up  to  40  sharks 
are  killed  to  produce  soup 
for  a  500-guest  wedding.  The 
group's  biggest  concern  is 
"finning,"  where  fisher- 
man merely  hack  off 
the  fin  and  throw  the 
rest  of  the  shark  over- 
board to  bleed  to  death. 
Singapore  Airlines 
dropped  the  soup  from 
its  first-class  service 
last  year  because  of 
pressure  from  the 
group,  Pereira  says, 
and  popular  Singapore- 
an TV  actress  Zoe  Tay 
removed  it  from  the 
menu  at  her  wedding 
for  the  same  reason. 

Widening  the  cam- 
paign, the  group  has 
placed  the  images  in 
magazines  such  as 
Asian  Geography  and 
Hemisphere.  In  Hong 
Kong,  backers  have  dis- 
tributed 60,000  post- 
cards, and  Pereira  is 
looking  for  help  to  cir- 
culate the  cards  else- 
where in  Asia — and  in 
the  Chinatowns  of  New 
York  and  San  Francis- 
co. Sharks  need  all 
the  friends  they  can 
get.     Frederik  Balfour 


DRAWN  &  QUARTERED 
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COMBAT  READY 


JOIN  THE  ARMY,  SEE  THE  WORLD . . .  RE1 


IF  PRESIDENT  BUSH  ENDS  UP 

sending  U.S.  troops  to  Iraq, 
hell  be  able  to  count  increas- 
ingly on  an  eagle-eye  fight- 
ing force:  The  Army  is  ramp- 
ing up  use  of  laser  surgery 
to   give   Gis   better   vision. 
Army  doctors,  who  started 
the    operations 
three  years  ago 
at  Fort  Bragg, 
N.C.,  have  ex- 
panded to  five 
new  centers  in 
the    U.  S.    and 
Germany.  Com- 
bat troops  have  LASER  OP  for 
priority,       and 
thousands  have  signed  up  for 
the  voluntary  procedure. 

Laser  correction  gives 
troops  tremendous  advan- 
tages in  battle,  medical  ex- 
perts say.  Contact  lens  wear- 


ers can  find  themselves 
ed  by  dust  and  sand 
bat  zones  such  as  thl 
sian  Gulf.  Eyeglass  w| 
can  find  it  hard  to  ji 
landing  craft  onto  al 
and  must  deal  with  f| 
and  perspiration.  "The 

ty  to  gl 
combat  vl 
glasses  ccJ 
lifesavingj 
Colonel  A| 
Parmley, 
of  cornej 
vices  at 
more  GIs  gan  Armji 
ical    Cent 


Tacoma,  Wash.  Docto] 
troops  about  the  risl 
for  many  soldiers,  vfi 
glasses  or  contacts  in  ( 
can  be  far  riskier  than 
surgery.  Sta  n 


THE  BIG  PICTURE 


HELPING  HANDS 

Individuals,  foundations,  and  corporations 

donated  about  $212  billion  to  charity 

last  year.  Here's  where 

the  money 

went:       ^^^^         religious  causes 


OTHER 


ARTS       GIFTS  TO         EDUCATION 
FOUNDATIONS 


HEALTH, 

SOCIAL 

SERVICES 


Data:  American  Association  of  Fundraising 
Counsel  Trust  for  Philanthropy 


Polls,  surveys,  and  other  items  should  be  sent  to  upfront" buslnessweek.com 
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(f)UCING  THE  NEW  2003  JAGUAR  S-TYPE  R  Finally,  you  can  laugh  in  the  face  of 
nty.  Because,  with  a"390-horsepower  supercharged  V8  engine  that  launches  you  from 
in  a  mere  5.3  seconds,  performance-tuned,  computer  active  suspension  keeping  a 
on  the  road  and  Dynamic  Stability  Control  for  low-traction  situations,  you  can  rely  on 
=nt  ride,  even  in  the  most  uncertain  conditions.  The  new  S-TYPE  R.  Beyond  beautiful. 


jaguar.com/us  1-800-4-JAGUAR 


IT  CAN'T  HELP  YOU  CORNER  THE  MARKET 
ELL  AS  IT  CORNERS  EVERYTHING  ELSE. 
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J    THE  NEW  S-TYPE  R 


The  art  of  performance  i  JAGUAl? 
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Editor's  Memo 


A  TECH  AGE  MOVES  UP 


REBELLO:  Bicoastal 


When  you've  got  a  tech  bust  co- 
inciding with  a  telecom  bubble 
and  an  Internet  bubble,  it 
helps  to  keep  everything  in  perspec- 
tive. Kathy  Rebello,  who  has  just 
been  appointed  BusinessWeek  assis- 
tant managing  editor 
for  technology,  remains 
calm.  Her  view:  It's  the 
nature  of  the  beast. 

Rebello's  equipoise 
dates  back  to  her  days 
at  USA  Today,  where 
she  opened  the  paper's 
Silicon  Valley  bureau  in 
1985.  "When  I  arrived, 
Silicon  Valley  was  in  a 
frothy  period,  every- 
thing in  excess.  I 
wasn't  there  more  than 
a  few  months  before  a 
downturn  began  that 
was  the  industry's  biggest  ever  until 
this  one.  I  saw  what  happened.  Tech 
is  a  boom  and  bust  industry.  Busts 
are  the  time  when  people  put  their 
brains  in  high  gear  to  come  up  with 
surprising,  unexpected  stuff." 

A  native  of  California,  Rebello 
graduated  from  San  Jose  State  Uni- 
versity, where  she  was  editor  of  the 
college  daily.  She  was  a  reporter  for 
the  San  Bernardino  Sun  before  join- 
ing the  fledgling  USA  Today  in  Wash- 
ington. She  joined  BusinessWeek  in 
1991  as  a  reporter  in  San  Francisco. 
When  she  became  bureau  chief  in 
1995,  she  moved  our  bureau  to  San 
Mateo,  in  Silicon  Valley,  and  then 
built  it  up  to  eight  people. 

Over  the  course  of  10  cover  stories 
and  hundreds  of  other  pieces,  Rebello 


reported  the  tech  beat  inside  aj 
Her  1996  cover,  "Inside  Microsc 
on  how  Bill  Gates  came  late  to 
Internet  and  how  he  turned  thi 
pany  around,  is  one  of  the  best 
tive  stories  we've  done. 

Rebello  became 
first  bicoastal  senio 
tor  in  1997,  shuttlii 
tween  New  York  a 
icon  Valley.  Her  fir 
team  project  was  o 
double  issue,  "Silic< 
Valley:  How  it  real 
works"  (Aug.  25,  11 
She  has  been  the  K 
bone  of  our  splendi 
Tech  coverage,  incli 
BusinessWeek  e.biz 
our  annual  Info  Tec 
ranking  (June  24  is 
"  No,  there  aren't  tw 
her  (though  sometimes  we  thin! 
She'll  still  work  both  coasts. 


*********** 


We  also  mark  the  retirement 
Assistant  Managing  Editor  G.  D 
Wallace.  In  22  years  at  Businest 
Dave  did  every  job  with  energy 
ication,  and  distinction — from  co 
ing  the  Federal  Reserve  to  rum 
our  news  section  as  a  senior  edi 
overseeing  tech  coverage  as  an 
tant  managing  editor.  Dave  was 
strong  voice  of  reason  on  just  a' 
everything.  I'm  proud  to  have  b 
his  colleague. 

Editor-in- 
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OUT  WITH  THE  MACHINES. 


^B^ 


Say  goodbye  to  the  rigid  and 
expensive  copy  machine  contracts, 
the  outdated  technology,  the  wasted 
office  space  and  the  mind-numbing 
frustration  of  service  and  maintenance.  Introducing  Kinko's 
outsourcing.  We  can  take  on  all  your  company's  document 
needs.  In  fact,  we  have  a  separate  team  of  experts  who  caters 
specifically  to  the  needs  of  big  businesses.  And  thanks 
to  our  new  connected  network  of  over  1,100  locations 
and  20,000  professionals,  we  have  the  power  to  handle 
even  the  biggest  jobs  —  from  huge  presentations  and 
binding  to  a  million  copies  of  a  single  document.  Plus 
our  network  gives  us  the  scalability  to  grow  with  your 
company  and  adapt  instantly  as  your  needs  change,  from 


day  to  day  and  year  to  year. 
So  every  time  your  document  needs 
grow,  you  don't  have  to  waste 
much-needed  capital  on  buying 
expensive  new  copiers.  Find  out  why  FORTUNE  500® 
companies  have  chosen  Kinko's  as  their  complete 
outsourcing  partner  to  help  lower  costs,  minimize  capital 
investment  and  increase  productivity.  Kinko's:  on-site, 
off-site  and  everywhere  in-between.  Visit  kinkos.com 
or  call  1-888-KINKOS-1.  And  show  those  frustrating, 
paper-jamming,  toner-eating  copiers  the  door. 


kinko's 


TAP  INTO  THE  NETWORK:" 


kinkos.com    America  Online®  Keyword:  Kinko's    1-888-KINK0S-1 


:s,  services  and  hours  vary  by  location.  See  store  for  details  America  Online  is  a  registered  service  mark  of  America  Online.  Inc.  Kinko  s  and  tap  into  the  network  are  proprietary  marks  of 
Ventures.  Inc.  and  are  used  by  permission.  Kinko's  requires  written  permission  from  the  copyright  holder  in  order  to  reproduce  any  copyrighted  work.  ©2002  Kinko's.  Inc.  All  rights  reserved. 
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IS  McKINSEY  RESPONSIBLE 

IF  ITS  CLIENTS  FAIL? 

McKinsey  did  exactly  what  it  was 
hired  to  do:  help  client  executives  for- 
mulate business  strategies  using  sound 
psychology  and  economics,  the  founda- 
tions of  marketing,  finance,  and  all  oth- 
er business  disciplines  that  increase  the 
value  of  the  client's  organization  ("Inside 
McKinsey,"  Cover  Story,  July  8).  Client 
management  had  the  fiduciary  (key 
word)  responsibility  to  select  those 
strategies/tools  that  it  believed  would 
increase  the  firm's  value,  as  measured 
by  the  stock  price  in  most  cases,  with- 
out jeopardizing  the  future  of  the  or- 
ganization. No  one  should  blame  Mc- 
Kinsey for  providing  client  executives 
with  a  diverse  set  of  perspectives  and 
options.  Client  management  is  responsi- 
ble for  executing  those 
strategies. 

Dennis  Knueven 
Columbus,  Ohio 
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BusinessWeek 


CARS 


"Inside  McKinsey"  does 
not  provide  any  evidence 
to  suggest  that  McKinsey 
in  any  way  contributed  to 
the  downfall  of  Enron, 
Kmart,  Swissair,  or  Glob- 
al Crossing.  We  now 
know  that  Enron's  fall  re- 
sulted from  questionable 
practices. 

We  also  know  that 
Kmart  continued  to  stay  behind  Wal- 
Mart  in  deployment  of  technology,  man- 
agement of  supply  chains,  strategic  al- 
liances with  major  suppliers,  and  the 
product  mix  preferred  by  the  consumer. 
Low  prices  and  higher  sales  should  have 
resulted  from  cost-effective  procurement 
and  operations — not  from  a  price  war. 
Regarding  Swissair,  strategy  execution 
remains  one  of  the  weakest  areas  in 
many  corporations.  It  should  become  a 
fertile  area  for  academic  research. 

Kalyan  Singhal 

University  of  Baltimore 

Baltimore 

The  consultants  I've  encountered  in 
my  40-plus  years  in  business  (I'm  now 
retired)  usually  have  presented  them- 
selves as  strategic  thinkers.  If  the  strat- 
egy fails,  it's  always  due  to  poor  execu- 
tion, never  to  a  flawed  strategy.  In  my 
opinion,  this  is  the  standard  cop-out  for 
consultants,  including  McKinsey. 

Martin  Parker 
Thousand  Oaks,  Calif. 

As  a  longtime  management  consult- 
ant, I  must  take  issue  with  your  un- 


derstanding of  the  management-con- 
sulting process.  A  company  will  fre- 
quently seek  advice  and  then  argue  for 
the  opposite  conclusion.  Or  the  company 
will  partially  implement  your  sugges- 
tions, often  because  it  has  sought  advice 
from  other  professionals  who  provide 
conflicting  advice.  In  addition,  you  ignore 
the  political  dimension.  Frequently,  the 
client  has  the  right  solution  in-house, 
and  the  consultant  merely  resolves  the 
internal  conflict — with  the  added  bonus 
that  management  doesn't  have  to  take 
responsibility  should  things  go  awry. 

Ira  Davidson 
New  York 

You  ask,  "What  accountability  does 
[McKinsey] — or  any  consulting  firm — 
have  for  the  ideas  and  concepts  it 
launches  into  a  company?"  If  in  fact 
McKinsey  should  share 
the  blame  because  of  the 
ideas  and  concepts  it 
launched  into  Enron,  then 
why  stop  there?  Perhaps 
you  should  also  blame  the 
brilliant  professors  at  the 
business  schools  from 
which  McKinsey  recruits 
many  of  its  consultants 
and  who  may  have 
taught  the  same  concepts 
to  Enron  executives.  On 
the  other  hand,  perhaps 
blaming  teachers  for  the 
scandalous  actions  of 
their  students  is  a  pursuit  not  worthy  of 
BusinessWeek. 

Christopher  John  Davison 
Ponte  Vedra  Beach,  Fla. 

Your  "McKinsey  over  the  years"  pho- 
to timeline  shows  a  picture  of  Marvin 
Bower.  Apparently,  the  picture  was  not 
taken  in  1933,  as  the  caption  indicates. 
The  automobiles  behind  Mr.  Bower  look 
more  like  1938  models. 

William  K.  Sharpe 
Las  Vegas 

CORPORATE  SCANDALS 
DRAW  ADVICE  AND  DISSENT 

Bruce  Nussbaum's  essay  "Can  trust 
be  rebuilt?"  ("Scandals  in  Corporate 
America,"  Special  Report,  July  8)  says 
"Boards  of  directors  are  firing  CEOs  left 
and  right."  But  these  fired  CEOs  are 
walking  away  with  golden  parachutes 
paying  them  more  money  for  being  fired 
than  most  Americans  earn  in  a  lifetime. 
Such  actions  continue  to  destroy,  not 
rebuild,  trust. 

John  Mitchem 
San  Jose,  Calif. 


INSIDE 
McKINSEY 

a  It's  the  world's  most 
-silting 
firm.  But  it  heliied  create 
Enron's  high-risk  business 
mode).  And  some  of 
UTi        McKinsey's  iither  clients 
S?"~      haven't  fared  90  well, 
either:  Kmart .  Swissair, 
and  Global  Cr 
What's  happening? 


As  a  result  of  the  well-public 
ures  of  Enron,  Global  Crossing,] 
Com,  and  other  companies,  Cor 
formulating  legislation  to  streng 
standards  pertaining  to  account 
auditing  practices  for  public 
tions.  The  simplest  and  most 
way  to  deal  with  this  problem  i.n 
power  the  Securities  &  Exchand 
mission  to  select  the  firms  that  [ 
dit  and  certify  the  financial  reel 
any  company  that  is  allowed  | 
stock  to  the  American  public. 

Under  this  regulatory  scherl 
company  that  wanted  to  sell  s| 
the  American  public  could  hire 
counting  firm  of  its  choosing, 
financial  statements  prepared 
public  corporation  and  its  accij 
firm,  however,  would  be  subjeci 
view  and  certification  by  an  indej 
auditing  firm  appointed  by  the] 
public  corporation  would  simpl) 
to  accept  the  fact  that  this 
price  of  admission  to  the  stock 

This  is  essentially  a  free-ma 
lution  that  would  create  a  well-! 
system  of  checks  and  balances 
like  the  division  created  bet\ 
pharmacist  and  doctors  to  helj 
late  the  medical  profession. 

Rober 
Oak  Brd 

"Surprise!  The  little  guy  losesj 
cial  Report,  July  8)  cites  a  Lipp 
lyst  commenting  that  retail  inve 
loan  funds  operated  by  Eaton  J 
and  other  mutual-fund  provider 
now  learned  that  these  funds  ha\ 
risk."  The  direct  implication 
these  funds  have  a  large  materil 
tion  in  the  senior,  unsecured  (I 
WorldCom.  With  regard  to  Eatonl 
this  implication  is  inaccurate.  A| 
mately   98%   of  the   loans   in 
Vance's  portfolio  are  senior  and 
WorldCom  has  never  been  a  hold 
James  B.  t| 
Chairman 
Eaton  Vane 


PHARMACIA:  THE  SCIENCE 
ON  CELEBREX  IS  SOUND 

We  strongly  disagree  with  th 
and  conclusions  of  Paul  Raeburnl 
mentary  "The  credibility  gap  ul 
research"  (Science  &  Technology! 
24)  regarding  Pharmacia's  Cel 
(celecoxib  capsules)  and  the  stu«| 
erenced.  The  commentary  focus* 
single  endpoint  of  one  study  an<| 
pletely  ignores  other  importaij 
meaningful  results  from  that  studl 
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SINESS  CARDS. 

fHAT  SO  YOU  REMEMBER 

HERE  ALL  YOUR  401(k)S  ARE? 


jmoved  on.  But  what  about  your  money?  Fidelity  Rollover  Express0 

isy,  simple  way  to  put  yourself  in  charge  of  your  retirement  savings. 

<  with  an  experienced  retirement  consultant,  call,  click  or  visit  Fidelity 

use  you're  not  just  invested.  You're  personally  invested.2" 
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EASY  ROLLOVER  PROCESS 
EXPERIENCED  RETIREMENT  SPECIALISTS 


MORE  INVESTMENT  CHOICES 


CALL  A  FIDELITY  RETIREMENT  SPECIALIST  TODAY 


FIDELITY 


FIDELITY.COM 


85  INVESTOR  CENTERS  Fidelity\ 


Investments 


consultants  are  associated 
<erage  Services,  Member  NY 
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served  to  deprive  your  readers  of  the 
rich  clinical  data  and  good  science — 
based  on  extensive  clinical  studies  in- 
volving more  than  30,000  patients — that 
support  the  safety  and  efficacy  of  Cele- 
brex. Equally  disturbing,  this  commen- 
tary implies  that  findings  from  the  study 
in  question  that  were  published  in  the 
Journal  of  the  American  Medical  As- 
sociation (jama)  were  selectively  chosen 
to  favorably  compare  Celebrex  to  other 
nonsteroidal  anti-inflammatory  drugs 
(nsaids)  involved  in  the  study.  In  fact, 
the  study's  executive  committee  of  ex- 
ternal authors  carefully  considered  the 
unexpectedly  higher  drop-out  rate 
among  study  patients  taking  nsaids 
compared  to  those  in  the  Celebrex 
group,  and  they  determined  that  the 
safety  analysis  published  in  JAMA  was 
the  most  meaningful  and  appropriate. 

Pharmacia  stands  by  the  improved 
upper-gastrointestinal  safety  profile  of 
Celebrex  as  reflected  in  the  new  Food 
&  Drug  Administration-approved  Cele- 
brex label  and  the  positive  impact  Cele- 
brex has  had  for  millions  of  patients 
worldwide. 

G.  Steven  Geis 

Group  Vice-President 

Clinical  Research 

Pharmacia  Corporation 

Chicago 

AN  APPRECIATION  OF 

FIDELITY'S  BOB  POZEN 

We  are  managing,  or  have  managed, 
billions  of  dollars  in  equity  assets  for 
Fidelity  Management  &  Research  Co. 
Contrary  to  the  insinuations  in  the  ar- 
ticle "Here  Comes  Abby"  (Finance,  July 
8),  Bob  Pozen  was  an  outstanding  pres- 
ident of  fmr.  While  he  brought  more 
discipline,  Bob  let  each  portfolio  man- 
ager pursue  his  or  her  own  investment 
approach.  He  encouraged  debate  and 
discussion  rather  than  imposing  one 
viewpoint.  Although  trained  as  a  lawyer, 
Bob  quickly  learned  the  investment 
process  and  used  that  knowledge  to  pro- 
vide us  with  any  help  and  support  we 
needed  to  do  a  better  job. 

Robert  Stansky 

Steven  Kaye 

George  Vanderheiden 

Stephen  Petersen 

Boston 

BEGGING  TO  DIFFER 
WITH  TYSON  ON  TAX  CUTS 

"Tax  cuts  for  the  rich  are  even  more 
wrong  today"  (Economic  Viewpoint,  July 
8)  is  distorted,  prejudiced,  and  incor- 
rect. Laura  D'Andrea  Tyson  says  that 


"over  the  decade,  these  Americans  will 
enjoy  an  average  tax  cut  of  $342,000 
per  taxpayer,  draining  $500  billion  from 
the  federal  budget,"  and  "in  2010,  the 
tax  cuts  passed  by  Congress  last  year 
will  shower  $121  billion  in  tax  relief  on 
the  wealthiest  1%."  One  sure  way  to 
exaggerate  your  case  is  to  use  "over 
the  next  10  years"  or  "in  the  year  2010" 
because  I  can  absolutely  guarantee  you 
that  no  one  knows  what  the  economy 
will  be  5  years  from  now,  let  alone  10. 
So  this  way,  you  can  pick  the  biggest 
numbers  imaginable.  What  about  using 
"based  on  last  year's  tax  collections"  to 
bring  the  article  back  to  earth? 

I  think  Ms.  Tyson  is  using  the  top 
100  or  so  taxpayers  in  the  country  to 
distort  her  averages  and  then  projecting 
these  numbers  over  10  years  out  into 
never-never  land  to  try  to  build  resent- 
ment against  the  Bush  tax  cut.  As  a 
small-business  owner  with  a  lot  of  bills, 
I  pray  that  the  tax  cuts  take  effect. 

Peter  J.  Hess 

President 

Albany  Steel  Inc. 

Albany,  N.Y. 

STATE  ATTORNEYS  GENERAL 
TOUCH  A  NERVE 

I  was  disappointed  in  "White  knights 
or  loose  cannons?"  (Legal  Affairs,  June 
17)  about  state  attorneys  general.  It  ap- 
pears that  these  bureaucrats  have  de- 
termined that  the  way  to  get  extra  rev- 
enue for  their  respective  government 
organizations  and  gain  publicity  as  indi- 
viduals is  to  penalize  companies  without 
due  process,  whether  justifiable  or  not. 

I  don't  know  the  statistics,  but  I  am 
sure  there  are  many  more  businesses 
subjected  to  these  inequities  than  there 
were  five  years  ago.  If  these  trends 
continue  unchecked,  we  will  surely  see  a 
negative  impact  on  productivity  and  per- 
formance. The  bureaucrats  need  to  rec- 
ognize that  companies  are  not  just  face- 
less entities  but  rather  groups  of  real 
people  trying  to  do  the  best  for  them- 
selves and  our  great  country. 

John  Yaukey 
Prescott,  Ariz. 

CANADA  REALLY  IS  FOR  THE  BIRDS 
-AND  OTHER  WILDLIFE 

William  Snape  Ill's  letter  "U.  S.  tim- 
ber tariffs  help  Canadian  forests — a  lit- 
tle" (Readers  Report,  June  24,  regarding 
"Bush:  What  price  fast  track?,"  News: 
Analysis  &  Commentary,  June  3)  re- 
peats inaccuracies  about  Canadian  envi- 
ronmental practices. 

The  level  of  cooperation  on  wildlife- 


management  issues  between  Ca 
the  U.S.  has  been  unparallel 
since  1916,  when  the  MigratoJ 
Convention  Act  was  signed, 
ment,  coupled  with  the   1981 
American  Waterfowl  Managemi 
stands  today  as  an  example  to| 
of  the  world  of  cooperative 
wildlife  management  and  hab| 
servation. 

The  1997  Framework  for  (I 
tion  was  put  in  place  for  the  jj 
tection  and  recovery  of  wild  si 
risk.  The  goal  of  this  agreema 
prevent  populations  of  wild| 
shared  by  the  U.S.  and  Cana 
becoming  extinct  as  a  conseq^ 
human  activity.  These  are  but 
the  many  programs  Canada 
that  protect  cross-boundary 
species  and  ecosystems. 

Peter  Ml 
Minister,  Political  &  Publi( 
Canadian 
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SNOBBERY 

The  American  Version 

By  Joseph  Epstein 

Houghton  Mifflin  •  274pp  •  $25 


NEW  SIGNPOSTS 
FOR  STATUS  SEEKERS 


Who  among  us  doesn't  harbor 
the  memory  of  a  snob  inflict- 
ing upon  us  what  we  would 
call  a  snub?  Over  matters  big  or  small, 
grammatical,  genealogical,  or  enologi- 
cal — in  the  best  schools  or  in  remote 
backwaters — snobs  parade,  lurk,  smirk, 
and  pounce.  A  few  years  ago,  I  was 
fishing  in  a  remote  part  of  Maine,  and 
after  hours  of  unfruitful  casting  with  a 
local  streamer  pattern,  I  tied  on  a  wet 
fly  popular  in  California.  I  almost  in- 
stantly landed  a  nifty  salmon.  A  pipe- 
puffing  local  stomped  (well,  sloshed) 
over  to  me,  demanding  to  see  my  lucky 
fly.  "Some  of  these  damn  fish,"  he  har- 
rumphed,  "will  go  after  anything." 

I  believe  essayist  Joseph  Epstein,  au- 
thor of  Snobbery:  The  American  Ver- 
sion, would  agree  that  this  wadered 
bloke  needn't  have  been  a  Vanderbilt 
to  qualify  as  a  full-blown  snob.  In  at- 
tempting to  make  me  feel  I  had  flung 
the  piscine  equivalent  of  a  McDonald's 
Happy  Meal  on  his  sacred  waters  and 
deservedly  caught  the  dumbest  fish  in 
the  pond,  he  represented  what  Epstein 
calls  "the  essence  of  snobbery" — that 
being  "arranging  to  make  yourself  feel 
superior  at  the  expense  of  other  people." 

Epstein's  book  is  about  the  origins, 
the  essence,  the  nuances,  and  the  mod- 
ern variations  on  the  age-old  art  of  the 
scornful  put-down,  the  superiority  com- 
plex, and  the  exclusionary  tactic.  Its 
somewhat  thin  premise  is  that  ever 
since  the  fall  of  classic  snob  accou- 
trements such  as  debutante  balls,  the 
society  page,  and  other  affectations  of 
the  WASPocracy  in  the  U.S.,  snobbery 
has  been  adrift.  It  has  settled  in  such 
realms  as  food,  wine,  fashion,  education, 
and  political  correctitude,  there  to  con- 
tend with  ever-roiling  currents  about 
class  and  taste  rather  than  being  an- 
chored to  simple  breeding. 

There's  plenty  of  artful  writing  and 
thought  here,  and  Epstein's  wit  makes 


even  the  excess  historical  padding  and 
linguistic  hair-splitting  palatable.  The 
French,  we  learn,  were  already  well- 
stocked  with  words  to  describe  the  pa- 
thetic mortals  cavorting  at  the  far,  low 
end  of  an  aquiline  nose — parvenu,  ar- 
riviste, nouveau  riche.  Later  they  em- 
braced "snob"  as  well  because,  Epstein 
notes,  quoting  a  French 
writer,  the  word  had  such  a 
nice  "impertinence  mono- 
syllabique." 

But  frankly,  Epstein 
seems  mainly  to  be  seeking 
a  venue  to  trot  out  all 
kinds  of  arch  observations 
and  delicious  examples  of  a 
subject  that  has  captivated 
him  from  a  young  age.  The 
crown  jewel  of  this  collec- 
tion involves  a  visit  to 
Northwestern  University 
by  Diana,  Princess  of 
Wales.  "Royalty  in  close 
proximity  seems  to  make  Americans 
lose  their  balance,  if  not  get  positively 
goofy,"  Epstein  writes.  He  witnessed 
the  university's  president,  "a  smallish 
man  in  glasses"  following  Diana  around 
chattering  incessantly  and  reminding 
Epstein  of  "a  chihuahua  attempting  to 
mount  an  Afghan  hound." 

Epstein  says  he  has  been  a  "statusti- 
cian"  since  he  was  a  schoolboy.  He  was 
born  in  Chicago  to  "culturally  lower 
middle-class"  Jews  who  he  says  weren't 
snobbish  at  all.  He  nonetheless  writes: 
"Because  I  had  in  those  days  a  superfi- 
cial charm  that  allowed  me  to  make 
friends  easily,  I  was  soon  invited  to  join 
the  best  of  the  clubs  and  fraterni- 
ties   "  Geez,  Joe,  hate  you  already. 

Preening  aside,  Epstein  deserves  a 
tasteful  medal  for  bravery  here.  It's 
with  no  small  amount  of  self-conscious- 
ness that  you  write  or  read — or,  jeepers, 
review — a  book  on  snobbery.  But  it's 
fascinating  to  me  that  while  the  book  is 


self-referential  and  Epstein 
plenty  of  evidence  of  his  own 
affectations  (he  likes  Jaguars 
fitting  raincoats;  can't  stand 
Henry  Mancini),  he  never  admij 
behavior  or  deficit  or  preferej 
earned  him  a  scorn  that  truly! 
He  addresses  anti-Semitism  in  t| 
of  snobbery,  for  example,  bi 
most  concerned  with  assuring 
er  that  he  really  didn't  take  onl 
minor  experiences,  which  he  mil 
have  imagined,  too  personallj 
sionally,  his  own  snobbery  is 
annoying.  He  fusses  over  his  pie 
his  son's  having  been  accepted 
ford,  for  example,  having  aire 
vised  him  that  "you  will  at  M 
have  to  spend  any  further  pc 
your  life  in  a  condition  of  y^ 
thinking  to  yoursel 
only  I  had  gone  tc 
the  better  school 
much  grander 
would  have  been." 
sure  how  that  drol 
ale  makes  him 
from  every  other  | 
snob. 

One  glorious  attr 
this  book  is  that  it] 
take  a  mincing  step 
direction  of  self-helj 
snobbery-afflicted.  M 
like  a  chorus  line  «[ 
derful  observational 
ers — such  as  the  description  of  a  | 
whose  style  of  living  was 
two  dogs,"  or  the  discovery  tl 
International  Croquet  Assn.  re 
any  croquet  set  under  $300  as 
dren's  set."  Epstein  also  proffers  | 
quotes  the  way  Doc  Holliday 
with  aces,  such  as  H.  L.  Mencke 
inition  of  a  wealthy  man:  a  felld 
earns  $100  more  than  his  wife's 
husband. 

All  these  gems  add  up  to  a  fl 
funny  read,  ultimately  more  of| 
tellectual  stand-up  routine  than 
logical  treatise.  Perhaps  I  cov 
more  generous  words  for  Epstei| 
hadn't  taken  such  a  nasty  swij 
hometown  of  San  Francisco  ar.l 
"richly,  profoundly  off-putting" 
tives  are.  Poor  dearie,  if  only  he 
born  here  I  might  take  him  seri< 
BYJOANO'C.  HAll 
Hamilton  now  fishes  exclusii\ 
California. 


EPSTEIN  SAYS  TASTES  IN  FOOD,  WINE,  AND  FASHK 
COUNT  FOR  MORE  THAN  THE  SOCIAL  REGISTEI 
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Technology  &  You 


BY  ANDY  REINHARDT 

tech&you@busi  nessweek.com 


SAY  CHEESE-THIS 
PHONE  HAS  A  CAMERA 


The  Nokia 
7650  not  only 
is  a  lot  of  fun 
but  as  close  as 
the  wireless 
Web  gets  to 
living  up  to  its 
potential 
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PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


After  15  years  of  covering 
technology,  I've  become  more 
than  a  bit  jaded  about  the 
latest  whiz-bang  products.  So  it 
came  as  a  surprise  and  pleasure  to 
be  bowled  over  by  a  new  gadget 
du  jour,  the  Nokia  7650  camera 
phone.  Naturally,  this  sleek  handset 
lets  you  talk  and  send  text  mes- 
sages. But  it  also  takes  decent  snap- 
shots that  you  can  send  wireless- 
ly — with  an  attached  sound  clip,  if 
you  wish — to  other  phones  and 
e-mail  addresses.  Moreover,  it  plays 
music  files,  supports  downloadable 
ring  tones  and  tiny  applications,  and 
comes  with  built-in  infrared  and 
Bluetooth  technology  for  communi- 
cating with  other  phones  and  PCs. 

I  can't  recall  when  I've  had  so 
much  fun  trying  out  a  product.  Far 
from  the  usual  frustrations  I  expe- 
rience with  cutting-edge  technolo- 
gies, I  found  the  7650  incredibly 
easy  to  use.  Most  important,  as  with 
other  well-designed  consumer  elec- 
tronics, I  grasped  immediately  what 
it  is  best  suited  for.  Only  minutes  af- 
ter sauntering  into  Central  London 
with  the  phone  eagerly  clutched  in  my  hand,  I 
had  dispatched  a  recorded  message  to  a  friend: 
"Here  I  am  in  Trafalgar  Square,"  linked  to  a 
photo  of  myself  standing  below  a  bronze  lion 
guarding  the  base  of  Admiral  Nelson's  column. 
Alas,  my  enthusiasm  for  Nokia's  newest  giz- 
mo isn't  universally  shared.  While  companies 
are  racing  to  bring  out  camera  phones,  many 
analysts  remain  skeptical  of  the  potential. 
Not  without  reason: 
The  7650  costs  over 
$750— about  the 
same  as  a  cheap 
PC — and  could  still 
run  $500  even  after 
subsidies  from  opera- 
tors. Nor  can  anyone 
predict  whether  this 
will  be  merely  a  fad 
that  passes  once  the 
novelty  wears  off.  In 
Japan,  nearly  half  of 
all  new  phones  sold 
already  contain  cam- 
eras, but  many  cus- 
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FROM  LONDON: 

"Yeah,  as  you 
can  see,  I  shaved 
the  beard ..." 


tomers  don't  appear  to  be  using  the 
Such  concerns  aren't  stopping  No! 
is  banking  on  imaging  to  fuel  sales, 
too,  are  hoping  for  a  boost  from  multir 
sages,  which  will  be  priced  at  about  300 
lOtf  for  a  text  message.  The  first  to 
multimedia  support  in  Britain  was 
Telekom's  T-Mobile  unit.  By  this  fall,  olj 
ropean  and  U.  S.  carriers  will  have  mv 
support,  and  picture  phones  from  Noki^ 
vals  are  expected  to  be  hot  items  at  Cr 
Nokia  has  raised  the  bar  with  the  76J 
a  color  screen  and  graphic| 
face,  the  5.4  oz  (154  gra 
fits  in  a  pocket  and  feels 
built.  When  closed,  it's  a  brl 
and  wider  than  most  contei 
handsets.  To  take  a  photo,  j| 
open  a  recessed  keypad  to 
lens  on  the  phone's  backsij 
frame  the  shot  on  the  scr| 
press  a  shutter.  With  3j 
memory,   tl 
THE  7650:  can  hold  d< 

Will  the  pictures  (tl 

novelty  ber     deper 

wear  off?  their     resc 

plus    hund| 
contact  names  and  calendar] 
If  you  don't  want  to  send] 
pix  right  away,  it's  a  snap 
them  to  your  PC  later. 

What  if  your  desired 
doesn't  have  a  multimedia-] 
phone,  or  has  none  at  all] 
was  careful  not  to  exclufl 
folks.  Pictures  can  be  sentl 
e-mail  address.  Owners 
phones  get  a  text  message  cl 
them  to  a  Web  site  where! 
supplied  I.D.  and  passwor| 
see  and  hear  for  free  what  you  sent, 
bile's  service,  this  worked  flawlessly.  Us| 
7650  was  the  closest  I've  ever  felt  to  e> 
ing  the  true  potential  of  the  wireless  W«| 
It's  important  to  note  that  the  7650  isn"! 
to  take  the  place  of  a  real  camera.  It  ha 
focal-length  lens,  no  flash,  and  a  top  res 
640  by  480  pixels — about  one-tenth  the 
high-end  cameras.  Such  limitatior 
raise  the  question  of  how  many 
buy  these  phones.  Nokia  says  that 
the  point:  Although  cam-phones  ar| 
novelty,  they  will  someday  spawn 
communicating  that's  different  fronl 
photography  or  talking  over  the  p| 
Maybe  my  enthusiasm  is  just 

born-again  gel 
I'm  inclined  tel 
The  Nokia  7651 
be  the  final  \j 
camera-phones  I 
will  help  ushel 
era  when  mot| 
aging  is  a  part 
life. 
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Let  Prudential 

Financial  protect 

you  against  the 

enemies  of  wealth. 


They  follow  you  wherever  you  go.  The  enemies  of  wealth — everything 
from  market  risk  to  health  risk  to  business  risk.  And  Prudential  Financial 
understands  them.  After  all,  we've  been  studying  risk  for  more  than 
125  years — anticipating  it,  measuring  it  and  managing  it.  We  can  help 
you  assess  all  the  risks  you  face,  and  introduce  you  to  a  comprehensive 
array  of  solutions  to  help  keep  your  wealth  safe. 


The  big  three:  taxes,  market  volatility 

and  death.  At  Prudential  Financial,  we  can 
help  you  create  a  sound  strategy  for  growing 
and  protecting  your  wealth — minimizing 
taxes,  striking  an  appropriate  balance  of 
risk  and  reward  and  putting  estate  protection 
in  place  for  your  beneficiaries. 

Disability  and  other  health-related 

issues.  Even  greater  than  the  risk  of  dying 
young  can  be  the  risk  of  becoming  disabled 
by  an  accident  or  long-term  illness.  With 
long-term  care  and  disability  income  insurance, 
we  can  help  you  take  steps  to  protect  your 
income,  your  assets  and  your  lifestyle. 

Business  transition,  is  your  business 

prepared  for  the  death  of  an  owner  or  key 
employee?  What  will  happen  to  your  company 
when  you  retire?  Prudential  Financial  has 


the  experience  and  the  resources  to  help 
keep  your  business  secure,  whether  you're  a 
company  of  two,  or  a  company  of  twenty-five. 

Outliving  your  wealth.  We'll  show  you 

steps  you  can  take  now  to  produce  steady 
future  income,  help  you  invest  while 
protecting  your  principal,  and  create  a 
distribution  strategy  for  your  IRA,  401(k) 
and  other  retirement  accounts. 

Take  an  important  first  step  toward 
financial  security.  Call  today  to  find 

a  licensed  financial  professional  who 
can  offer  advice  and  solutions  designed 
to  help  protect  your  wealth. 

1-800-THE-ROCK  ext  9393 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


TODAY'S  MARKETS  NEED 
A  WHOLE  NEW  SET  OF  RULES 


DAMAGE: 

Regulations 
from  the  '30s 
couldn't  stop 
the  scams  of 
the  '90s.  So 
Congress 
needs  to  go 
far  beyond 
simply 
cracking 
down  on 
miscreants 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


America's  financial  markets  are  in  a  tail- 
spin,  chillingly  reminiscent  of  the  1930s. 
What's  similar  is  not  the  depth  of  the 
bust — our  economy  has  far  more  stabilizers  now 
than  in  1929 — but  the  self-dealing  that  led  to 
the  misallocation  of  trillions  of  invested  dollars, 
the  absence  of  necessary  regulation,  and  the  en- 
suing collapse  of  investor  confidence. 

How  could  this  have  happened  again?  The 
common  element  in  the  two  eras  is  the  conflicts 
of  interest  that  benefitted  insiders.  Contrary  to 
Chicago  School  economic  theory,  market  forces 
were  not  able  to  detect,  or  to  discipline,  this  op- 
portunism. The  culprits  include:  auditors  who 
had  become  the  servants  of  managers  rather 
than  of  shareholders;  brokers  serving  their  own 
accounts  rather  than  offering  dispassionate  advice 
to  investors;  bankers  who  put  aside  fiduciary 
duties  to  cut  deals  with  dubious  investment  part- 
ners; directors  who  were  subservient  to  ceos 
rather  than  vice  versa;  and  executives  who  put 
their  own  short-term  enrichment  through  stock 
options  ahead  of  creating  wealth  for  shareholders. 
Although  many  of  the  particulars  are  new,  all  of 
these  abuses  echo  the  1920s. 

Despite  President  George  W.  Bush's  con- 
tention that  some  corrupt  individuals  failed  the 
system,  it  is  the  newly  deregulated  system  that 
failed.  This  reality  overturns  a  generation's  con- 
ventional wisdom  about  the  efficiency  of  free 
markets.  In  theory,  markets  capitalize  all  avail- 
able information.  Hence,  prices  are  essentially 
accurate,  investors  discipline  impostors,  and  reg- 
ulation only  retards  the  market's  genius  for 
spurring  innovation. 

But  in  each  of  the  recent  cases,  market  disci- 
pline and  self-regulation  failed  utterly.  It  was 
just  too  easy  to  cook  the  books,  pump  up  the 
stocks,  and  spread  the  gains  around  to  the  insid- 
ers. Markets  were  along  for  the  ride,  delighted  as 
long  as  share  prices  kept  rising.  But  markets 
were  not  competent  to  ferret  out  the  fraud.  And 
because  of  the  prestige  of  the  market  and  the  low 
esteem  accorded  regulation,  Congress  would  not 
permit  the  regulatory  agencies  to  keep  up  with 
"innovations"  that  turned  out  to  be  scams. 

It's  true  that  1930s  regulation  was  not  well 
suited  to  1990s  markets.  But  that's  not  because 
the  New  Economy  no  longer  needs  regulators; 
it's  because  the  particular  maneuvers  of  the  '90s 
were  not  imagined  in  the  '30s.  Before  the  Great 
Crash,  insiders  used  holding  companies  and  oth- 
er stock-watering  schemes  to  bilk  both  investors 
and  consumers.  Banking  houses  combined  bro- 
kerage, underwriting,  and  commercial  banking 


to  sell  securities  to  the  gullible.  More 
people  invested  "on  margin."  The  polij 
vations  of  the  '30s  blocked  a  repetition 
abuses  by  regulating  securities  market] 
rating  commercial  banking  from  investr 
the  Glass-Steagall  Act,  limiting  margin  ir| 
and  so  on. 

But  by  the  '90s,  a  host  of  newly  ij 
abuses  overwhelmed  the  regulatory 
the  '30s.  Who  needs  margin  when  you 
rivatives?  By  the  time  Glass-Steagall 
mally  repealed,  the  creative  breachinj 
wall  had  become  commonplace.  So  the 
not  that  "the  genie  can't  be  put  bacl* 
bottle."  It's  that  naive  worshipers  of  thel 
smashed  the  bottle,  and  that  new  gel 
quire  new  bottles.  Despite  Republican  ha 
Bush  will  likely  sign  legislation  separa^ 
diting  from  consulting,  toughening  ace 
standards,  criminalizing  new  categories  <  I 
holding  ceos  personally  accountable  for  I 
statements,  mandating  more  independe| 
corporate  boards,  and  perhaps  chang 
rules  for  stock  options.  This  will  be  adecj 
prevent  the  next  wave  of  such  abuse 
new  scams  are  devised.  It  remains  to 
how  much  damage  has  already  been 
the  real  economy. 

But  the  disgrace  of  the  laissez-faire 
ment  calls  for  a  much  more  searching 
of  the  market  fundamentalism  that  has  | 
terized  this  economic  era.  It  isn't  just  tl 
rupt  insiders  were  able  to  cook  books  and] 
licit   rewards.   Deregulated   markets 
trillions  of  dollars  to  uses  that  will  nel 
back  a  penny.  In  industries  like  telecor 
tions,  deregulation  led  to  competitive  ov<| 
ing  and  mergers  that  were  sheer  economic] 
The  collapse  of  antitrust  enforcement  sti 
a  new  wave  of  economic  combination  that 
no  purpose  other  than  the  concentration 
ket  power  and  the  enrichment  of  senior| 
tives.  The  prestige  of  markets  has  lent 
to  for-profit  social  institutions — HMOs,   | 
homes,  schools,  hospitals — with  perverse 
tives  to  maximize  earnings  by  avoiding 
pensive  cases  and  stinting  on  service. 

Efficient  capitalism  is  never  built  on 
free  market.  Markets  do  many  things  w-j 
they  aren't  so  good  at  policing  themselve 
locating  resources  in  sectors  that  are 
monopolies  or  social  goods.  If  Congress 
cracks  down  on  the  flagrant  self-dealing  | 
not  have  learned  enough  from  this  va 
of  economic  damage. 
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TAKING  STOCK  OF 
THE  STOCKROOM 

Inventory  control  has  improved 

During  the  1990s  boom,  American 
companies  bragged  that  new 
computer  systems  enabled  them  to 
manage  their  inventories  better.  They 
steadily  reduced  the  amount  of  goods 
they  kept  on  hand  for  a  given  level  of 
sales  (chart). 

But  companies'  ability  to  manage  in- 

THE  LONG  SLIDE 
IN  INVENTORIES 


END-OF-YEAR  RATIO  OF  NONFARM 
INVENTORIES  TO  FINAL  SALES 
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Data:  Commerce  Dept. 
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ventories  seemed  less  impressive  after 
they  apparently  found  themselves  with 
too  much  on  the  shelves  during  the 
mild  2001  recession.  They  rapidly  liqui- 
dated goods  on  hand,  culminating  in 
the  fourth  quarter  of  2001,  when  in- 
ventories plunged  at  an  annual  rate  of 
$114  billion.  That  was  the  biggest  drop 
as  a  share  of  goods-sector  output  in 
more  than  50  years. 

However,  a  new  study  by  two  econo- 
mists at  the  Federal  Reserve  Bank  of 
New  York  concludes  that,  at  least  in 
the  first  three  quarters  of  2001,  com- 
panies did  a  better  job  at  managing  in- 
ventories than  in  previous  recessions. 
James  A.  Kahn  and  Margaret  M.  Mc- 
Connell  argue  that  companies  reacted 
appropriately  to  slowing  sales  and 
"were  shedding  inventories  from  the 
outset  [of  the  recession]  in  a  calculated 
effort  to  avoid  a  heavy  buildup  of 
stocks."  In  a  typical  downturn,  compa- 
nies overaceumulate  inventories  because 
they  don't,  manage  to  slash  output  as 
rapidly  as  sales  are  falling.  This  time, 
the  ratio  of  inventory  to  sales  remained 
close  to  target,  tr  i  tuthors  estimate. 

The  two  Fed  economists  have  a  dif- 
ferent explanation  ■  what  happened 
in  the  fourth  quarter,  vhen  inventories 
really  took  a  dive.  They  say  that  after 
coping  with  slumping  demand,  compa- 


nies were  caught  off-guard  by  an  abrupt 
sales  surge  and  were  forced  to  meet 
the  demand  by  selling  goods  off  their 
shelves.  The  authors  estimate  that  near- 
ly half  of  the  fourth-quarter  inventory 
drawdown  was  unintended. 

Some  economists  have  argued  that 
such  big  inventory  changes  are  a  good 
thing  because  they  buffer  company  pro- 
duction schedules  against  rapid  swings 
in  sales.  They  speculate  that  Since  the 
late  1980s,  companies  have  gotten  more 
systematic  about  deliberately  using  in- 
ventories as  a  damper  against  demand 
fluctuations.  But  that's  not  so,  according 
to  new,  unpublished  research  by  Massa- 
chusetts Institute  of  Technology  econo- 
mist Olivier  Blanchard  and  graduate 
student  Claudio  Raddatz.  Based  on  a 
statistical  analysis,  they  conclude  that 
there  has  been  no  permanent  increase  in 
the  use  of  inventories  to  buffer  sales 
fluctuations. 


EXTRA  RISK  FOR 
TECH  INVESTORS 

When  insiders  are  mum,  watch  out 

Will  tougher  accounting  standards 
stop  company  insiders  from  abus- 
ing the  trust  of  investors?  Not  in  high 
technology,  says  a  new  study  by  three 
researchers  at  the  Center  for  Research 
in  Electronic  Commerce  at  the  Univer- 
sity of  Texas  at  Austin.  Investors  in 
tech  companies  are  even  more  vulnera- 
ble to  manipulation  by  corporate  insid- 
ers than  investors  in  other  companies, 
say  researchers  Xianjun  Geng,  Lihui 
Lin,  and  Andrew  B.  Whinston. 

Relatively  verifiable  indicators  of  cor- 
porate worth,  such  as  current  prof- 
itability, are  less  useful  in  valuing  tech 
companies,  the  Texas  researchers  say. 
That's  because  most  tech  companies  are 
valued  based  on  the  long-term  outlook 
for  products  and  markets  that  barely 
exist  yet.  If  insiders  get  wind  of  bad 
news,  they  can  withhold  it  from  in- 
vestors until  they  already  have  dumped 
their  own  shares. 

A  loss  of  trust  in  tech  will  hurt  the 
economy  because  both  good  and  bad 
companies  will  be  cut  off  from  funding. 
It's  an  example  of  the  "lemon"  theory, 
which  says  that  the  market  for  goods  of 
uncertain  value  won't  function  if  peo- 
ple fear  they  will  wind  up  with  a  lemon. 

The  researchers  say  that  tech  in- 
vestors need  other  reforms  in  addition 
to  those  now  being  proposed.  They  sug- 
gest that  tech  insiders  should  be  re- 
quired to  notify  the  public  before  they 


sell  shares,  giving  investors 
time  to  decide  whether  to  sell 
shares  first. 


A  DEFICIT 
TOO  HIGH? 

Trade  figures  aren't  adding!) 

Alarm  bells  are  sounding  as  I 
current-account  deficit  cor| 
grow.  But  the  fears  may  be  ov 
new  paper  by  L.  Douglas  L 
dent  of  consulting  firm  Econo 
Washington  Inc.  in  Potomac, 
gests  that  the  current-account  fc 
officially  $393  billion  in  2001-  I 
too  high  by  50%  or  more. 

Lee  says  U.S.  exports  are    wr 
ably  understated.  One  of  the   iM 
he  argues,  is  the  Internet.  W  \ 
ping  has  increased  the  numbe)  ft 
ments  valued  at  less  than  $2,  b 
threshold  for  reporting  expo;  I 
to  the  U.  S.  Customs  Service.  A  I 
toms  doesn't  track  products  Hj 
across  borders  by  individuals.  Ae 
mises  these  so-called  personal  if 
rose  in  the  1990s,  as  borders  wj  ( 
da  and  Mexico  became  more  oi  l^ 

Lee  also  notes  that  there     p 
consistency  in  the  economic     tf" 
theory,  the  current-account  defic  I 
match  the  net  flow  of  foreigi  I 
into  the  country.  That,  in  turr  I 
theoretically  be  just  enough  | 
up  for  the  domestic  savings  a 
that  is,  the  amount  by  whic 
ment  in  the  U.S.  exceeds  the 
generated  within  the  country. 

But  government  statistics 
show  that  the  current-account 
much  bigger  than  the  savings  s 
In  fact,  the  gap  widened  to  ax 
rate  of  $207  billion  in  the  first 
(chart).  At  least  a  portion  of  t. 
Lee,  reflects  an  overestimate 
trade  deficit. 

There's  another 
hint  that  the 
deficit  is  overstat- 
ed. Globally,  the 
current-account 
surpluses  and 
deficits  of  all  coun- 
tries should  sum 
to  zero.  Instead, 
the  global  bal- 
ance is  a  growing 
deficit.  Lee  thinks 
bad  U.S.  data  is 
the  biggest  factor. 

By  Margaret 
Popper 
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)NT  BLAME  THE  ECONOMY 
>R  THE  BEAR  MARKET 

lided  by  corporate  scandals,  investors  are  ignoring  good  news 
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Here's  a  disturbing  fact:  Af- 
ter the  September  11  attacks, 
>\l  Jones  industrial  average  lost  6.8%  of  its  value 
finding  a  bottom.  Since  news  of  the  corporate 
als  began  to  snowball  in  mid-May,  the  Dow  is 
18%.  In  other  words,  corporate  wrongdoers  have 
more  than  twice  as  much  damage  to  the  U.S. 
markets  as  Osama  bin  Laden. 

Nevertheless,  the  growling 
bear  on  Wall  Street  is  in 
stark  contrast  to  the  indus- 
trious bees  now  at  work  in 
the  economy.  The  latest  data 
show  the  real  economy  is 
gathering  a  good  bit  of  mo- 
mentum going  into  the  sec- 
ond half.  In  June,  shoppers 
were  buying  with  gusto, 
builders  broke  ground  on  an 
impressive  number  of  new 
%  and  industrial  output  picked  up  (chart). 
^er  a  shaky  second  quarter,  real  gross  domestic 
,ct  entered  the  third  quarter  with  a  good  head  of 
h  even  as  the  stock  market  was  tanking.  One  reason 
■he  disconnect:  The  tightening  of  financial  conditions, 
e  1  by  the  drop  in  stock  prices,  has  been  offset  by  a 
B  decline  in  long-term  interest  rates  and  a  depre- 
i  in  the  dollar.  Plus,  the  Federal  Reserve  seems 
^it  to  leave  short-term  rates  at  their  current  stim- 
SP  level  for  the  rest  of  the  year. 
,  it  much  was  clear  from  Fed  Chairman  Alan 
i i  span's  semiannual  testimony  on  monetary  policy  on 
e6-17.  While  Greenspan's  assessment  of  the  economy 
"tpbeat,  he  gave  no  hint  that  policymakers  were 
here  close  to  lifting  interest  rates.  He  said  that 
[Inflation  contained  and  likely  to  remain  so,  the  Fed 
*kosen  to  maintain  its  accommodative  policy  stance 
lemand  by  consumers  and  businesses  is  on  a  solid 
That  could  take  a  while,  Greenspan  said,  because 
1  final  demand  has  been  increasing,  the  pace  of 
yd  momentum  remains  uncertain." 

■I  I  THE  CLIMATE  on  Wall  Street,  Greenspan  had  to 
1  tightrope.  He  needed  to  calm  the  financial  mar- 
)r  the  sake  of  the  economy,  but  he  did  not  want  ill- 
's to  think  the  Fed  would  step  in  to  rescue  the 
market  from  a  debacle  that  was  not  caused  by  the 

'  my.  The  Fed  chief  made  it  clear  that  recent  spec- 


THE  FED  SEES  AN 
IMPROVING  ECONOMY 
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ulation  about  a  rate  cut  is  wrongheaded.  When  ques- 
tioned about  a  reduction  by  Senator  Paul  S.  Sarbanes  (D- 
Md.),  Greenspan  all  but  said  it  wasn't  necessary  because 
"the  economy  is  improving." 

Indeed,  the  Fed  boosted  its  forecast  for  2002  growth 
substantially,  from  a  range  of  2.5%  to  3%  in  February  to 
3.5%  to  3.75%,  and  it  sees  growth  picking  up  in  2003 
(table).  Worth  noting,  Greenspan  offered  up  positive  re- 
marks about  the  trends  in  productivity  and  profits,  and 
he  said  that  with  the  elimination  of  excess  capacity  now 
well  advanced,  "business  fixed  investment  may  be  set  to 
improve,"  although  the  pace  will  be  gradual  and  un- 
even, especially  in  light  of  the  telecom  glut. 

Greenspan  alluded  to 
the  disconnect  between 
the  economy's  encourag- 
ing prospects  and  Wall 
Street's  skittishness, 
which  could  limit  the 
economy's  growth. 
Sounding  more  like  a 
tent-revival  preacher 
than  a  central  banker, 
the  Fed  chief  spoke  at 
length  about  the  corpo- 
rate scandals,  often  with  a  rare  eloquence  stemming 
from  his  deep-seated  belief  that  trust  is  a  cornerstone  of 
free  markets  and  that  free  markets  mean  free  flow  of  in- 
formation, unencumbered  by  falsification  and  fraud. 
Greenspan  railed  against  poorly  structured  stock  op- 
tions as  a  key  source  of  "infectious  greed"  among  too 
many  executives. 

THE  LATEST  DATA  back  up  the  chairman's  optimism  on 
the  economy.  Consumers  hit  the  malls  in  June,  with  retail 
sales  scoring  a  1.1%  advance,  recovering  all  of  May's 
decline.  And  early  reports  from  car  dealers  for  July 
suggest  that  buyers  are  responding  to  new  zero-rate  fi- 
nancing deals. 

Despite  the  stock  market's  hit  to  recent  consumer- 
confidence  readings,  gradual  improvement  in  the  job 
markets  and  income  prospects  appear  to  be  outweigh- 
ing market  worries.  Another  reason:  There  are  more 
homeowners  than  shareholders,  and  rising  home  values 
remain  the  most  important  source  of  household  wealth. 
Consumer  spending,  which  slowed  in  the  second  quar- 
ter, appears  set  to  grow  at  a  faster  pace  this  quarter. 
That,  plus  the  ongoing,  albeit  uneven,  firming  of  capital 
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spending,  bodes  well  for  a  pickup  in  overall  GDP  growth. 

A  solid  recovery  is  also  increasingly  evident  in  the  in- 
dustrial sector,  where  output  in  June  surged  0.8%. 
Manufacturing  production  alone  jumped  0.7%.  Exclud- 
ing an  auto-industry  distortion  in  1998,  the  June  rise  in 
industrial  production  was  the  largest  since  1997.  For 
the  second  quarter,  manufacturing  output  rose  at  an  an- 
nual rate  of  4.2%,  the  strongest  quarterly  showing  in 
two  years. 

The  production  increase  spans  high-tech  and  low-tech 
sectors.  In  particular,  output  of  high-tech  equipment 
grew  at  an  annual  rate  of  26.5%  last  quarter  after  a 
23.7%  gain  in  the  first  quarter,  led  by  computers,  office 
equipment,  and  semiconductors. 

OVERALL  PRODUCTION  is  picking  up  in  large  part  be- 
cause companies  have  cut  their  inventories  so  much  that 
they  risk  losing  sales  if  they  don't  beef  them  up.  Inven- 
tories of  manufacturers,  wholesalers,  and  retailers  rose 
0.2%  in  May,  the  first  increase  in  VA  years.  Still,  the  ra- 
tio of  inventories  to  sales  is  well  below  its  long-term 
trend,  suggesting  that  stockpiles  are  lower  than  desired, 
a  point  corroborated  by  recent  industrial  surveys  of  cus- 
tomer inventories  (chart). 

Also,  manufacturers  have  been  given  three  lifts  from 
the  depreciation  of  the  dollar  since  February.  For 
starters,  the  cheaper  dollar  hikes  import  prices,  helping 
factories  compete  in  U.  S.  markets  and  providing  cover  to 


CHINA 


nudge  up  their  own  prices.  Tvvo,  it  makes  expor 
er  in  foreign  markets.  And  three,  it  boosts  pi 
multinational  operations  when  overseas  ei 
translated  into  dollars,  an  impact  that  will  begin 
"up  in  second-quarter  profit  reports. 

However,  Greenspan  advised 
investors  to  pay  close  attention 
to  the  Commerce  Dept.'s  ac- 
counting of  overall  corporate 
earnings.  "Commerce  data  ex- 
clude a  number  of  one-time 
charges  that  show  up  in  share- 
holder reports.  They  attempt 
to  expense  the  value  of  stock 
options.  Most  important,  the 
chairman  said,  they  are  "far 
less  subject  to  the  spin  evident 
in  reports  to  shareholders  in  recent  years."  Incic 
this  measure  of  profits  has  looked  very  strong| 
cent  quarters,  reflecting  strong  productivity  gains 
clining  unit  labor  costs. 

Those  trends  underlie  the  chairman's  cautiousll 
mistic  outlook.  The  market's  free  fall  still  loor 
risk  to  the  recovery.  But  Greenspan  understanc 
Wall  Street's  woes  are  a  product  of  human  weakne 
economic  frailty.  "It  is  not  that  humans  have  becoi 
more  greedy,"  Greenspan  said.  "It's  that  the  a\ 
to  express  greed  had  grown  so  enormously' 
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EXPORTS  ARE  A  CONTINUING  SOURCE  OF  POWER 


China's  economy  is  looking  stur- 
dy as  the  Communist  Party 
prepares  to  name  a  new  leader  to 
succeed  President  Jiang  Zemin. 
According  to  official  data,  real 
gross  domestic  product  in  the  sec- 
ond quarter  rose  a 
surprisingly  strong  8% 
from  a  year  ago,  up 
from  7.6%  in  the  first 
quarter  and  from  7.3% 
for  all  of  last  year.  Sol- 
id growth  is  set  to 
continue,  but  not  at 
the  first  half  s  blister- 
ing pace. 

A  24.4%  surge  in  in- 
vestment by  state-run 
companies  in  the  first  half,  mainly 
for  infrastructure  projects,  led 
last  quarter's  acceleration,  but 
budget  limitations  could  crimp  the 
state's  ability  to  boost  growth  in 
the  second  half.  A  14.2%  advance 


GROWTH  HAS  PICKED  UP 

FROM  LAST  YEAR 
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in  exports,  helped  by  tax  breaks, 
also  provided  a  first-half  kick,  up 
from  last  year's  pace.  But  further 
significant  acceleration  is  unlikely. 

Meanwhile,  China  is  coping 
with  deflation,  partly  reflecting 
new  import  competi- 
tion after  its  Decem- 
ber entry  into  the 
World  Trade  Organi- 
zation. Consumer 
prices  fell  0.8%  in  the 
first  half,  but  the 
trend  is  easing.  Chi- 
na's central  bank  is 
allowing  the  money 
supply  to  grow  above 
its  14%  target. 
Despite  these  headwinds,  the 
economy  should  be  able  to  main- 
tain at  least  a  7%  pace  in  coming 
quarters.  That's  barely  enough, 
however,  to  absorb  newr  entrants 
into  the  labor  markets.  Unemploy- 


ment is  far  higher  than  the  of 
count,  but  recent  strong  grow 
appears  to  be  limiting  newT  jot 
lessness — and  social  unrest. 

Set  against  China's  growing 
role  as  a  global  manufacturing 
base,  exports  will  continue  to 
power  the  economy  as  manufa 
turers  from  other  countries  se 
their  primary  processing  on  tl 
mainland,  wro  entrance  is  a  fu 
ther  boost  for  foreign  direct  ir 
vestment  (fdi),  which  is  allowi 
China  to  capture  more  market 
share  from  its  Asian  neighbor 
Contracted  fdi,  an  indication  o 
future  investment  flows,  jump 
31.5%  in  the  first  half. 

Moreover,  since  the  value  oj 
Chinese  yuan  is  tied  to  the  U 
dollar,  the  dollar's  depreciation 
since  February  gives  China  an 
added  trade  advantage,  especi; 
over  Japan  and  South  Korea 
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There  are  many  things  to  celebrate  in  America. 

With  the  help  of  Fannie  Mae, 
our  housing  finance  system  is  one  of  thei 


When  it  comes  to  housing  finance,  we've  created  something  special  here  in 
America.  Because  only  in  America  can  a  home  buyer  easily  secure  a 
30-year,  fixed-rate  mortgage  with  a  low  down  payment. 

Without   Fannie   Mae,   this  wouldn't   have   been   possible 
over  the  years.  Our  main  focus  has  always  been  to  make 
mortgages  more  affordable. 

In    many    other    countries    home    buyers    don't    have 
access  to  long-term,  fixed-rate  mortgages. 

And  in  the  United  States,  families  can  become  home 
buyers  with  as  little  as  three  percent  down.  In  Germany, 
a  typical  down  payment  is  30  to  40  percent.  In  Japan?  It's 
50  to  60  percent. 

At  Fannie  Mae,  we  believe  the  American  Dream  should  be  an 

attainable  dream.  So  we're  working  to  make  housing  affordable 

for  more  and  more  Americans.  And  that's  something  worth  celebrating. 


S  FannieMae 


www.fanniemae.com 


MARKET 

THE  BLUNT  MESSAGE:  Investors  are  repricing  stocks 

to  reflect  a  more  honest  picture  of  earnings, 
options,  and  the  future.  ULTIMATELY,  THAT'S  GOOD. 


BY  ANTHONY  BIANCO 


arkets  are  fragile  things.  They  depend 
on  a  confidence  that  accumulates  gradu- 
ally but  can  be  shattered  suddenly.  Our 
financial  markets  survived  the  devas- 
tating attacks  of  September  11  as  the 
nation  rallied  to  the  banner  of  aggres- 
sive self-defense.  But  in  recent  weeks, 
an  epidemic  of  corporate  scandal  seems 
to  have  picked  up  where  Osama  bin 
Laden  left  off,  demoralizing  investors 
and  threatening  the  economic  recovery.  Wall  Street  and 
Washington  now  are  embarked  on  what  amounts  to  nothing 
less  than  a  restating  of  the  1990s.  The  markets  will  be  a 
long  time  sorting  through  the  economics  of  corporate  reform. 
In  the  meantime,  investors  should  find  solace  in  the  hope 
that  the  next  bull  market  will  rest  on  a  solid  foundation  of 
reality. 

Some  $7  trillion  has  vanished  since  the  market  peaked  in 
March,  2000,  but  it  seems  that  only  in  the  past  week  or  so 
has  it  dawned  on  most  of  us  that  no  one — not  George  W 
Bush,  not  Alan  Greenspan,  not  even  Wan-en  E.  Buffett — has 
the  power  to  prevent  the  further  depletion  of  America's  re- 
tirement accounts.  There  was  a  whiff  of  panic  in  the  air  on 
July  15.  as  the  Dow  Jones  industrial  average  plummeted 
440  points,  only  to  abruptly  reverse  course  and  rise  400 


points  in  the  last  hour  and  a  half  of  trading.  Some  r 
strategists  argue  that  this  kind  of  convulsion  in  mark» 
timent  is  a  classic  sign  of  the  beginning  of  an  end  of 
market.  They  might  be  right,  but  there  has  never  been 
less  classic  than  the  one  that  afflicts  us  now. 

Start  with  the  cataclysm  of  September  11  and  the 
economic  and  political  uncertainties  it  has  engender 
prospect  of  a  full-bore  war  with  Iraq  not  least  among 
It  took  only  one  horrific  day  to  shatter  the  nation's  f; 
sumptions  about  its  security  in  an  increasingly  hostile 
The  discrediting  of  the  American  corporation  took 
longer. 

The  notion  that  every  high-tech  and  telecom  cas 
reach  to  the  sky  collapsed  well  before  September  1 
pressing  the  market.  The  destruction  of  the  World 
Center  sent  share  prices  into  a  tailspin,  but  they  qui 
bounded  and  then  some  on  a  wave  of  patriotic  fervor  a 
lief  over  the  U.S.  military's  resounding  early  victoi 
Afghanistan.  The  national  preoccupation  with  fin 
Laden  and  the  free-floating  terrorist  menace — Wha' 
and  when? — delayed  Corporate  America's  day  of 
ing.  It  wasn't  until  the  lid  was  pried  off  Enron  Corj 
last  year  that  the  market  began  dealing  in  earnest  wi 
unsavorv  underpinnings  of  the  speculative  mania  < 
1990s. 

Enron's  transgressions  were  at  once  so  flamboy 
so  arcane  that  at  first,  the  company  could  plausibly  t 
missed  as  an  aberration — a  "bad  apple,"  in  the  President 
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gy.  But  the  scandals 

pt  on  coming:  Arthur  Ander- 

lobal  Crossing,  Xerox,  Adelphia  Com- 

.tions,  Tyco  International,  ImClone  Systems.  With 

ae,  investor  confidence  took  a  hit,  yet  calls  for  systemic 

continued  to  be  sloughed  off  by  corporate  leaders 
e  White  House.  The  tipping  point  finally  came  in  June, 
WorldCom  Inc.  admitted  that  it  had  magically  con- 
operating  expenses  into  capital  costs,  artificially  boost- 
:orae  by  $3.8  billion.  The  brazen  artlessness  of  this 
8  shook  the  market  to  its  core  and  altered  the  political 
s  in  Washington  virtually  overnight, 
ounting  issues  have  periodically  bedeviled  the  stock 
b,  but  never  so  pervasively  as  they  do  now  and  never 
bre  ticklish  time.  At  this  point  in  the  business  cycle,  the 
ount  question  for  investors  should  be:  "By  how  much 
rporate  earnings  rise?"  Instead,  it  is:  "Are  anyone's 
gs  real?"  Actually,  these  two  questions  are  linked  in 
hat  might  continue  to  roil  the  markets  for  months.  The 
la  is  this:  Many  of  the  same  corporate  reforms  that  are 

to  restore  investor  confidence  will  depress  earnings — 
Dcks — at  least  in  the  short  term. 
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Take    the    sud- 
denly hot  issue  of  stock- 
option  accounting.  It's  easy 
for  an  accountant  to  make  a  case 
that   options   are   an   expense   and 

should  be  recognized  as  such  on  the  books.  This  argument 
stood  little  chance  when  options  were  making  executives  filthy 
rich,  but  its  time  appears  to  have  arrived,  some  17  years  after 
Buffett  began  championing  it.  In  the  past  week,  two  companies 
closely  associated  with  Buffett — Coca-Cola  Co.  and  Washington 
Post  Co. — as  well  as  Bank  One  Corp.  announced  that  they  will 
start  expensing  options.  If  all  of  the  companies  in  the  Standard 
&  Poor's  500-stock  index  had  expensed  options  in  2001,  their 
earnings  would  have  declined  by  24.5%,  says  s&P. 

In  many  ways,  companies  have  already  begun  to  embrace 
more  conservative  accounting  methods,  often  with  little  fan- 
fare. When  ceos  have  to  personally  vouch  for  their  companies' 
financial  statements,  as  they  must  start  doing  on  Aug.  14,  it's 
a  good  bet  that  they  will  play  it  safer  than  they  did  in  the 
1990s,  even  if  it  shaves  more  than  a  few  cents  off  of  earnings 
per  share.  Boards  are  now  equally  motivated.  With  investors 
and  politicians  alike  demanding  better  governance — and  real 
consequences  for  directors  who  don't  deliver  it — audit  com- 
mittees suddenly  are  snapping  to  attention. 

Here's  an  idea:  Wouldn't  we  all  be  a  whole  lot  happier  if  we 
not  only  admired  (and  envied)  Warren  Buffett  but  truly  took 
the  Sage  of  Omaha  as  an  investing  role  model?  We  would  buy 
only  the  stocks  of  companies  we  understood  and  believed 
in,  and  we  would  hold  tight  to  their  shares  through  thick  and 
thin.  We  would  closely  follow  the  news  but  never  be  un- 
nerved by  it.  We  would  acknowledge  the  likelihood  that  the 
stock  market  will  not  outperform  the  economy  over  the  com- 
ing decade  as  it  did  in  the  1990s — and  we  would  welcome  this 
as  a  return  to  common  sense.  ■ 


BusinessWeek  '  Julv  29,  2002  33 


SPECIAL  REPORT 

The  Angry  Market 

1 

W                                                               Mm  mm 

DOW  JONES 

INDUSTRIAL 

AVERAGE 

OPENING 

PRICE 

/IulysToTN 
V9322.74J 

Bernie  Ebbersl 
ex-CEO  of 
WorldCom,  tak 
the  Fifth  befc 
House  commit 
investigating  tj 
company  for 


A 


m 


■ 


JULY 
9 


11:20AM 


President  Bush 
calls  for  more  jail 
time  for  corporate 
criminals  and 
more  funding  for 
the  SEC  in  a 
speech  on  Wall 
Street 


I 


Qwest  c\ 
that  the 
Attorney 
in  Denv 
starting  I 
criminal] 
investij 


A  WEARY  BROKER  ON  THE  FLOOR 
OF  THE  NEW  YORK  STOCK 
EXCHANGE  ON  JULY  16 


E  GOOD  NEWS 

ALL  THAT  BAD  NEWS 

tinful  cleansing  taking  place  could  usher  in  a  stronger,  healthier  market 


n  July  15,  Nan  Hudes,  a  mar- 
keting director  at  a  New  York 
publishing  company,  made  one 
of  the  toughest  decisions  of 
her  life.  At  about  2:15  p.m., 
after  watching  the  Dow  Jones 
1  average  nosedive  by  more 

points,  she  sold  all  of  her 
cept  those  in  one  small  401(k) 
"I  just  couldn't  take  it  any- 
iept  putting  money  in,  and  it 
g  down,"  says  Hudes,  a  grand- 
l  her  60s.  Her  net  loss:  about 
rom  the  peak — money  she  was 
use  to  retire  in  three  years, 
lediately  put  her  remaining 
into  bond  funds  and  cash.  "I'd 
i  less  upset  if  I  was  40  and 
le  to  make  that  money  back, 
this  age,  forget  it.  It's  gone." 
investors  become  more  and 
disenchanted  with  equities,  the 
arket  continues  to  suffer  one 

of  the  most  vicious  sell-offs  in 
memory.  The  Nasdaq  and 


Standard  &  Poor's  500-stock  index  are 
back  to  1997  levels,  wiping  out  $7  trillion 
in  value  from  the  market's  peak.  And 
the  Dow  has  dropped  to  its  lows  of  late 
last  September.  It's  the  Dow,  in  particu- 
lar, that  has  investors  worried.  The  in- 
dex, which  consists  mainly  of  Old  Econ- 
omy, more  stable  companies,  had  held 
up  better  than  the  rest  over  the  past 
nine  months.  But  through  July  16,  it  fell 
seven  days  in  a  row,  losing  almost  10%  of 
its  value. 

Millions  of  investors  are  reeling  from 
their  losses.  In  a  July  9  survey  by  the 
American  Assn.  of  Individual  Investors, 
42%  of  respondents  said  they're  bearish 
and  35%  bullish.  That's  an  about-face 
from  January,  2000 — just  two  months 
before  the  Nasdaq  crash — when  only 
13%  were  bearish  and  bulls  hit  an  all- 
time  high  of  75%.  And  a  recent  Gallup 
poll  found  that  people's  trust  in  corpo- 
rations has  fallen  to  a  new  low.  "We've 
gone  from  the  democratization  of  equi- 
ties to  the  demonization  of  equities," 
says  Tobias  M.  Levkovich,  institutional 
equity  strategist  at  Salomon  Smith 
Barney. 

Foreign  investors,  who  had  about  $1.7 
trillion  invested  in  U.S.  stocks  at 
the  end  of  the  first  quarter,  are 
also  much  less  enthusiastic, 
dramatically  cutting  their  in- 


vestment here.  That's  partly  due  to  the 
weak  dollar:  As  foreigners  see  shrinking 
returns  on  dollar-denominated  assets, 
they  put  less  money  in  U.  S.  stocks  and 
take  more  home,  worsening  the  mar- 
ket's decline.  European  insurers  and 
pension  funds,  in  particular,  are  under 
pressure  to  dump  U.S.  equities. 

The  stock  market  rout  could  begin  to 
take  a  toll  on  the  economy.  Although  it 
has  remained  amazingly  resilient,  Fed- 
eral Reserve  Chairman  Alan  Greenspan 
said  on  July  16  that  the  economy  may 
not  recover  as  fast  as  expected  because 
of  wounds  from  corporate  scandals  cou- 
pled with  the  severe  drop  in  stocks. 
Also,  while  consumer  spending  has  held 
up  so  far,  it  could  start  to  slow  because 
of  stock  market  losses.  Investors  such  as 
Hudes,  whose  net  worth  has  more  than 
halved,  are  simply  spending  less.  "When 
I  had  all  that  money,  I  was  more  than 
happy  to  spend  it.  Let's  just  say  Saks 
Fifth  Avenue  got  a  lot  of  it,  but  not 
now,"  she  says. 

If  consumer  spending  slows,  that 
could  hit  companies'  bottom  lines  and,  in 
turn,  drag  down  their  spending.  Corpo- 
rate profits  are  also  under  pressure  from 
factors  such  as  pension  funds,  which  are 
becoming  radically  underfunded  because 
of  the  bear  market.  For  instance,  Gen- 
eral Motors  Corp.,  which  lost  3%  on  its 
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pension  investments  this  year,  will  have 
to  plow  $9  billion  into  its  fund  over  the 
next  five  years  to  comply  with  account- 
ing standards.  Says  GM  Vice-Chairman 
and  cfo  John  M.  Devine:  "We  aren't 
looking  for  the  market  to  bail  us  out." 
Then  there  are  stock  options.  If  compa- 
nies follow  Warren  E.  Buffett's  advice 
and  start  expensing  them,  their  bottom 
lines  will  suffer  another  blow. 

Yet  the  gloom  is  so  widespread  that 
many  investment  strategists  are  taking 
heart.  For  starters,  it  means  the  Fed- 
eral Reserve  is  unlikely  to  raise  interest 
rates  for  six  months  or  more.  Even  bet- 
ter, they  say,  investors  are  so  discour- 
aged that  they're  sending  a  strong  con- 
trarian signal  that  the  market  may  turn 
up  soon.  "Assuming  the  earnings  re- 
bound in  the  third  quarter,  as  we  ex- 
pect, this  could  mark  the  beginning  of 
the  bottoming  for  stock  prices,"  says 
Edward  M.  Kerschner,  chief  global 
strategist  at  UBS  Paine  Webber  Inc. 

But  for  now,  people  are  cashing  in 
equities  like  crazy.  Investors  started 
bailing  out  of  stock  mutual  funds  in 
June.  With  the  exodus  accelerating  in 
early  July,  funds  are  now  facing  a 
crunch:  Redemptions  mean  that  man- 
agers don't  have  enough  cash  to  buy 
stocks  even  if  they  want  to.  "The  out- 
flows could  put  a  damper  on  the  market 
for  some  time  to  come,"  warns  Thomas 
McManus,  chief  investment  strategist 
at  Banc  of  America  Securities.  Accord- 
ing to  Trim  Tabs,  which  researches  mon- 
ey flows,  there  could  be  $59  billion  in 
outflows  in  July — far  more  than  was 
pulled  out  after  September  11. 

Some  of  the  biggest  mutual  funds 
are  caught  in  the  squeeze.  Janus  Fund 
had  $25.6  billion  in  as- 
sets, including  $300 
million  in  cash,  at  the 
start  of  the  year.  But 
investors  pulled  out 
$1.6  billion  through 
May  31,  according  to 
Financial  Research 
Corp.  What's  more, 
"there's  a  concern 
that  equity  flows 
might  not  turn  back 
as  fast  as  they  have 
in  the  past  with  a 
market  rebound," 
says  analyst  Robert 
Lee  of  broker  Keefe, 
Bruyette  &  Woods. 
The  reason:  Most  of 
those  cashing  out  are 
investors  nearing  re- 
tirement— who  control 
the  largest  amount  of 
assets. 


Large  mutual-fund  redemptions  aren't 
the  only  force  driving  the  market  south. 
Institutional  traders,  especially  hedge 
funds,  are  playing  havoc  with  already 
troubled  stocks.  "Hedge  funds  are  very 
active,  very  aggressive  in  this  market," 
says  Laszlo  Birinyi  of  Birinyi  Associ- 
ates Inc.  Birinyi,  who  studies  money 
flows,  thinks  hedge  funds  could  account 
for  as  many  as  one  out  of  four  trades. 
"This  is  the  crowd  that  has  to  figure 
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out  ways  to  make 
any  market  enviror 
cause  investors  der 
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downside  just  as  it  fed  on  itself  on  the 
upside  for  seven  years,"  says  Barry  Hy- 
man,  chief  investment  strategist  at 
Ehrenkrantz  King  Nussbaum.  Indeed, 
"suckers'  rallies" — when  stocks  soar  for  a 
day,  then  dramatically  drop — are  de- 
pressingly  frequent  now.  "You  get  these 
upward  trends,  but  they  never  hold.  Peo- 
ple are  so  shaken  by  these  company 
scandals.  We  need  some  certainty — some 
good  earnings  numbers,"  says  Robin 
Dayne,  a  trading  coach  in  Las  Vegas. 

Actually,  profits  have  already  started 
to  turn  up.  According  to  Thomson  Fi- 
nancial/First Call,  s&P  500  earnings  are 
expected  to  rise  3%  this  quarter  from  a 
year  ago.  And  because  year-over-year 
comparisons  will  be  based  on  last  fall's 
depressed  profits,  third-  and  fourth-quar- 
ter earnings  should  start  looking  much 


PRICE-EARNINGS 
PANDEMONIUM? 

The  bear  market  has 
brought  p-e  ratios 
back  to  earth.  But 
if  companies  start 
expensing  options, 
earnings  could  drop 
by  roughly  20%, 
driving  p-e's  back  up. 

Data:  Standard  &  Poor's 


better — up  16%  and  28%  respectively. 
But  investors  are  still  leery  of  the 
numbers — with  good  reason:  If  all  s&P 
500  companies  expensed  stock  options, 
earnings  would  have  been  24%  lower  in 


2001  and  will 
timated  17% 
year.   "Worrie 
the  validity  of  I 
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charged  emo{ 
despair,"  says! 
Kumar,    chief! 
ment  strateg 
World  Market 
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EXPECT  SURPRISES 
LONG  AFTER  AUGUST  14 


The  bulls  have  high  hopes  for  Aug. 
14 — the  Securities  &  Exchange 
Commission's  deadline  for  the  top 
executives  of  nearly  1,000  publicly 
traded  companies  to  start  swearing  that 
their  financial  reports  are  on  the  level 
and  accurate.  Between  now  and  then, 
the  optimists  are  betting,  the  nasty 
stuff  festering  in  company  books  will 
have  to  come  to  a  head.  And  that  could 
spark  a  stock  market  rally,  based  on 
company  numbers  investors  can  trust, 
in  the  fall. 

Dream  on.  Aug.  14  is  just  the  start 
of  months  of  accounting  revelations  that 
are  likely  to  feel  more  like  extended 
root-canal  work  than  a 
quick  extraction.  Ex- 
perts estimate  that  com- 
panies in  the  Standard 
&  Poor's  500-stock  index 
overstated  their  earn- 
ings by  upwards  of  10% 
to  15%  in  most  recent 
years,  largely  because 
they  didn't  count  the 
cost  of  employee  stock 
options  and  made  over- 
optimistic  assumptions 
about  their  pension 
plans.  Once  other 
sources  of  puffed-up 
earnings — as  well  as  out- 
right fraud — come  out, 
the  reduction  in  earnings 
could  be  much  worse, 
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especially  in  the  technology,  cable,  and 
telecom  industries,  which  stretched 
their  accounting  the  furthest. 

Why  will  it  take  so  long  to  drain  this 
abscess?  First,  Aug.  14  isn't  the  big  day 
for  everyone.  The  sec's  directive  actual- 
ly says  that  chief  executives  and  finan- 
cial officers  must  sign  the  affidavits 
when  their  companies  file  their  next  fi- 
nancial statement  or  report  a  significant 
event  from  that  day  on.  Some  CEOs 
won't  have  anything  to  file  until 
weeks  later. 

In  fact,  since  the  new  rules  were  an- 
nounced on  June  27,  even  honest  execu- 
tives haven't  had  time  to  find  toxic 


numbers  and  purge  them 
books.  Companies  won't 
their  accounts  a  thorough 
until  they  prepare  their  ne 
audited  annual  reports  in  tl 
spring.  Meantime,  most  ex] 
will  do  their  best,  gulp  ha 
and  sign.  Says  accounting 
lyst  Trevor  Harris  of  MorgJ 
Stanley:  "If  you've  only  gc 
few  weeks  to  evaluate  yot 
past  lOKs  and  lOQs,  you 
have  time  to  investigate 
everything." 

Right  now,  there's  no 
telling  how  many  more  del 
cles  still  lurk.  The  sec  worj 
decide  whether  all  major  c\ 
porate  filings  are  up  to  snv| 
for  months  after  Aug.  14. 
Besides,  there's  a  big  debaj 
among  businesses  and  ac- 
countants about  the  propeil 


CABLE  TV,  TELECOM,  BROADCAST  MEDIA 

Use  of  EBITDA  (earnings  before  interest,  taxes,  depreciation,  and 
amortization)  overstates  profits  by  factoring  out  capital  spending, 
taxes,  and  financing  charges. 

TECH,  PHARMACEUTICALS,  CONSTRUCTION,  RETAILING 

Overaggressive  booking  of  sales  before  getting  paid— especially  u 
der  long-term  contracts — inflates  revenues.  Murky  accounting 
for  manufacturers'  incentive  payments  to  retailers  also  hid  costs. 

TECH,  FINANCIAL  SERVICES 

Heavy  use  of  options,  not  deducted  from  earnings,  understates  lal 

TELECOM,  PHARMACEUTICALS 

Booking  operating  expenses  as  capital  investments  lets  companie: 
the  costs  from  earnings  over  several  years,  boosting  current  profit! 
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and  interest  rates  are  at  40-year  lows. 
The  massive  fund  redemptions  look 
good  to  some.  "The  sentiment  tells  you 
stockholding  is  becoming  vilified  by  a 
whole  class  of  investors.  By  definition, 
the  bottom  is  when  there's  no  one  left  to 
sell.  At  the  top,  there's  no  one  left  to 
buy,"  says  McManus.  So  we  could  be  in 
the  midst  of  a  buying  opportunity. 
Thomas  Galvin,  chief  investment  officer 
at  Credit  Suisse  First  Boston,  notes  that 
88%  of  New  York  Stock  Exchange  stocks 
are  trading  below  their  10-week  moving 
average — indicating  that  they  are  ag- 
gressively oversold.  Historically,  the  best 
recent  times  to  buy — September,  2001; 
August,  1998;  August,  1990;  and  Octo- 
ber, 1987 — were  when  80%  or  more  of 
stocks  traded  below  this  mark. 
Still,  it  could  be  months — even  a 


year  or  two — before  the  market  stages 
a  sustainable  recovery.  Once  it  does, 
there  will  be  loads  of  cash  waiting  to 
drive  it  onward  and  upward.  According 
to  the  Investment  Company  Institute, 
investors  held  more  than  $2  trillion  in 
money  market  accounts  in  the  week 
ended  July  10,  vs.  $1.4  trillion  at  the 
peak  of  the  bull  market  in  2000. 

When  the  market  finally  does  recover, 
investors  can't  expect  anywhere  near  the 
gains  realized  in  the  late  1990s,  ubs 
Paine  Webber's  Kerschner  is  calling  for 
a  "return  to  normalcy,"  in  which  annual 
gains  of  7%  or  8%  will  be  more  usual. 
And  that  will  be  just  fine,  thank  you. 

By  Marcia  Vickers,  with  Heather 
Timmons  and  Robert  J.  Rosenberg,  in 
New  York,  and  with  Geoffrey  Smith  in 
Boston  and  David  Welch  in  Detroit 


companies  over  the  past  two  years. 
But  under  current  rules,  most  com- 
panies won't  revise  them  before 
December. 

As  for  options,  analysts  at  s&P  say 
they  would  reduce  s&P  500  earnings 
by  17%  this  year  if  they  were  ex- 
pensed. But  that  estimate  is  based  on 
the  values  companies  have  put  on  op- 


timate  tracker  First  Call.  "As  much  as 
we  would  like  to  think  companies  are 
bending  over  backwards  to  do  the  right 
thing,  it  is  not  happening." 

Brokerage-house  analysts  aren't 
much  help,  either.  They  tend  to  do  what 
companies  want.  For  example,  only  6  of 
the  21  analysts  that  have  given  First 
Call  their  estimates  for  aol  Time  Warn- 


WHAT  DEADLINE?  Companies  won't  be  able  to  give 
their  books  a  thorough  scrubbing  until  next  spring 


reatment  for  pension  plans 
tions.  The  delays  will  likely 
on  earnings — and  the  stock 
months.  For  example, 
istic  pension  plan  assump- 
oosted  earnings  at  many 


tions  grants  in  their  annu- 
al reports.  Accounting  reg- 
ulators say  they  know  of 
no  one  who  has  checked 
the  assumptions  behind  the 
calculations. 

Sadly,  for  all  the  uproar, 
there's  a  sure  sign  that  execs 
haven't  fully  bought  into  the 
clean-numbers  movement: 
the  way  in  which  they  present 
their  market-moving  earnings  press 
releases.  Many  tech  companies  still 
emphasize  figures  that  make  them 
look  better  than  results  that  conform 
to  generally  accepted  accounting 
principles,  GAAP.  They  headline 
dressed-up  numbers  such  as  pro 
forma  earnings,  which  exclude  any 
expense  they  choose.  Media  and 
cable-TV  companies  favor  earnings  be- 
fore interest,  taxes,  depreciation,  and 
amortization  (EBITDA),  another  non-GAAP 
profit  measure  that  glosses  over  capital 
spending.  "There  has  been  a  little  bit  of 
progress  [toward  GAAP],  but  basically 
companies  don't  get  it,"  says  Chuck 
Hill,  director  of  research  at  earnings  es- 


er  Inc.'s   2003  earnings  actually  provid- 
ed GAAP  figures.  The  rest  just  follow 
company  guidance.  The  difference:  62<Z 
per  share  with  GAAP  vs.  $1.05  using 
aol's  custom-made  measure  of  choice, 
cash  earnings  per  share,  which  under- 
states taxes. 

Even  true  believers  in  the  Aug.  14 
effect  admit  they  are  making  a  leap  of 
faith.  "If  we  can  get  all  this  behind  us 
by  the  end  of  August,  then  we  could  be 
set  up  to  rally  in  September  and 
through  the  end  of  the  year,"  says  Ed 
Yardeni,  chief  investment  strategist  at 
Prudential  Securities  Inc.  Yet  he  con- 
cedes that  there  will  remain  "a  lot  of 
questions  about  the  right  way  to  ac- 
count for  earnings." 

Realistically,  the  best  investors  can 
hope  for  is  some  relief  from  the  nag- 
ging feeling  that  they  have  been  suck- 
ered.  They  invested  in  companies  only 
to  realize  they  have  no  idea  what  those 
businesses  are  really  earning.  It  will  be 
a  while  before  they  believe  they  know 
enough. 

By  David  Henry  hi  New  York,  with 
Amy  Barms  in  Washington 


BusinessWeek  /  July  29,  2002  39 


SPECIAL  REPORT    The  Angry  Market 


COMMENTARY 


By  Michael  J.  Mandel 


THE  CASE  FOR  OPTIMISM 


For  more  than  two  years,  the  stock 
market  has  been  on  a  downward 
slide.  Since  the  Standard  &  Poor's 
500-stock  index  peaked  in  March, 
2000,  it  has  lost  more  than  40%  of  its 
value,  with  the  drop  seemingly  acceler- 
ating. Another  month  like  the  last  one 
will  make  this  the  deepest  market 
plunge  since  the  Great  Depression. 

It's  only  natural,  then,  that  investors 
are  scared  that  the  rest  of  the  year  will 
bring  more  of  the  same.  Their  worries 
are  fed  by  skepticism  about  corporate 
accounting  and  earnings,  anger  at  exec- 
utive greed,  and  doubts  about  the  eco- 
nomic recovery's  strength.  Add  in  fears 
about  more  terrorist  acts,  and  it  seems 
as  if  there  is  no  bottom  in  sight. 

Despite  these  concerns,  there's  a 
good  chance  that  both  the  stock  market 
and  the  economy  are  poised  to  stage  a 
stronger-than-expected  recovery  in  the 
coming  months.  For  one,  corporate 
profits  could  be  surprisingly  robust. 
Slowing  wage  growth  is  finally  enabling 
companies  to  boost  their  bottom  line, 
although  it  may  not  be  immediately  ev- 
ident amid  the  blizzard  of  earnings  re- 
statements and  accounting  changes. 

And  the  tech  sector  may  be  on  the 
verge  of  a  rebound,  the  latest  round  of 
layoffs  announced  by  Intel  Corp.  on  July 
16  notwithstanding.  The  excess  capital 
spending  of  the  1990s  appears  largely  to 
have  been  worked  off,  as  Federal  Re- 
serve Chairman  Alan  Greenspan  noted 
in  his  testimony  to  Congress  that  same 
day.  Moreover,  higher  profits  will  make 
corporate  buyers  more  willing  to  spend. 
Additionally,  low  interest  rates  mean 
that  plenty  of  liquidity  is  available  to 
fuel  a  market  rally. 

Of  course,  potential  pitfalls  lie  ahead. 
The  two  biggest:  more  terrorist  attacks 
and  the  discovery  of  major  accounting 
fraud  at  another  company  outside  of 
telecom  or  utilities.  Either  one  could 
keep  the  market  from  recovering  any- 
time soon. 

But  more  grounds  exist  for  optimism 
than  angry  investors  realize.  Remem- 
ber that  over  the  last  10  years,  the 
U.S.  stock  market  and  economy  have 
shown  a  great  propensity  for  unexpect- 
ed swings,  both  up  and  down.  In  1996, 
for  example,  Americans  were  anxious 


about  the  future,  as  companies  \ept 
laying  off  workers.  A  February,  1996, 
Bi(si)iessWeekfH.axris  poll  showed  that 
86%  of  Americans  were  concerned  by 
the  possibility  of  a  slowdown  in  eco- 
nomic growth,  and  56%  were  worried 
about  another  stock  market  crash.  In- 
stead, what  followed  was  one  of  the 
biggest  booms  in  history.  Similarly,  as 
the  country  approached  the  peak  of  the 
stock  market  bubble  in  December  1999, 
most  analysts  were  still  optimistic 
about  the  market's  prospects,  expecting 
a  gain  of  10%  in  the  s&P  500  in  2000, 
according  to  a  BusiiiessWeek  survey. 

Here's  why  the  economy  and 
the  markets  may  be  ready  to 
make  yet  another  U-turn.  Start 
with  corporate  profits.  Peering 
beneath  the  accounting  tricks, 
the  underlying  profit  margins 
of  most  corporations  really  de- 
pend on  two  factors — worker 
productivity  and  wages.  The 
ideal  combination  for  corporate 
profits  is  high  productivity 
growth  plus  slow  wage  growth. 

That's  exactly  what  we're 
heading  for.  Productivity  seems 


TECH  COMEBACK 

The  equipment 
and  software 
overhang  of  the 
'90s  appears  to 
have  been 
worked  off.  So  if 
profits  continue 
to  rise,  managers 
will  want  to 
reopen  the 
spending  spigots 


to  be  rising  at  a  solid  2.5%  to 
with  more  data  to  come  when 
merce  Dept.  releases  second  qi| 
growth  figures  on  July  31.  Me 
wage  growth  is  slowing  sharplj 
panies  cut  back  on  pay.  In  the 
half  of  2001,  average  hourly  ea 
rose  at  a  3.8%  rate.  The  latest  I 
show  wage  growth  down  to  a  ^ 
in  the  first  half  of  2002,  and 
further,  as  long  as  unemploymt 
around  6%. 

This  slowdown  in  wage  grov 
an  enormous  impact  on  profits, 
payments  to  labor  are  about  ei 
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j  a  large  as  pretax  earnings.  As  a 
a  one-percentage-point  decrease 
>  growth,  all  other  things  being 
ranslates  into  an  additional 
ercentage  points  in  earnings 
.  The  early  second-quarter  profit 
already  are  reflecting  these 
a  companies  such  as  Nextel 
inications,  Merrill  Lynch,  and 
I  Motors  announced  results  that 
pectations. 

ofits  continue  to  rise,  the  tech- 
sector  will  be  one  of  the  big 
aries.  Since  late  2000,  business 
ig  on  computers,  communications 
id  software  has  been  depressed, 
down  by  a  combination  of  excess 
ig  in  the  boom  years  and  low 
lie  profits. 

after  two  years  of  the  worst 
wnturn  ever,  corporations  have 
hnology  spending  so  much  so 
ey  have  reduced  or  even  elimi- 
be  overhang  of  equipment  and 
•e.  According  to  calculations  by 


BusinessWeek,  from 
1995  to  2000,  compa- 
nies overspent  on  tech- 
nology by  about  $100 
billion,  as  such  outlays 
far  outpaced  the  long- 
term  growth  trend  of 
12%  a  year.  Since  then, 
corporate  tech  spend- 
ing has  plummeted, 
dropping  as  much  as 
20%  below  what  the 
long-term  trend  would  imply. 

This  suggests  that  once  corporate 
profitability  begins  to  head  up,  informa- 
tion technology  managers  will  want  to 
open  up  the  spending  spigots.  Indeed,  if 
they  underspent  their  budgets  during 
the  first  half  of  2002,  they  may  have  to 
accelerate  outlays  toward  the  end  of 
the  year,  which  would  create  a  big  pop. 

Already  there  are  signs  of  a  tech  re- 
vival. According  to  the  latest  data  from 
the  Federal  Reserve,  production  in  the 
technology  sector  rose  by  6%  from 
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►  Second-half  profits  could  be 
higher  than  expected  as  slowing 
wage  growth  boosts  bottom  lines 

►  Tech  spending  may  rebound 
now  that  companies  have  worked 
off  the  excesses  of  the  '90s 

►  Continued  low  interest  rates 
will  provide  plenty  of  liquidity 

March  to  June,  compared  with  only  a 
1%  gain  in  the  rest  of  manufacturing. 
Capacity  utilization,  too,  is  on  the  rise 
among  tech  companies. 

The  job  cuts  at  Intel  do  not  neces- 
sarily signal  bad  news.  For  one,  other 
technology  companies,  such  as  Motoro- 
la, are  forecasting  higher  sales  in  the 
second  half.  Moreover,  labor  force  re- 
ductions in  the  sector  can  often  lag  the 
worst  of  the  downturn,  as  do  job  reduc- 
tions in  other  parts  of  the  economy.    In 
1996,  as  the  greatest  tech  and  telecom 
boom  in  history  was  gathering  momen- 
tum, companies  such  as  Texas  Instru- 
ments, Apple  Computer,  Motorola,  and 
IBM  were  still  trying  to  reduce  costs  by 
laying  off  or  buying  out  tens  of  thou- 
sands of  workers. 

The  final  force  working  in  favor  of  a 
strong  rebound  is  the  Fed's  low  interest 
policy.  The  Fed  funds  rate,  at  1.75% 
since  December  2001,  is  well  below  infla- 
tion. That  makes  borrowing  extraordi- 
narily cheap  and  means  a  lot  of  money 
is  ready  to  move  into  the  stock  market 
when  and  if  share  prices  start  to  rise. 
Moreover,  the  low  rates  innoculate 
banks,  Wall  Street  investment  banks,  in- 
surance companies,  and  other  financial 
institutions  from  the  impact  of  the 
falling  stock  market.  As  long  as  these 
companies  can  raise  money  cheaply,  they 
can  keep  lending  and  making  money. 
That's  a  real  plus  for  the  economy. 

While  investor  trust  has  clearly  suf- 
fered from  the  steady  stream  of  revela- 
tions of  corporate  malfeasance,  it  does 
not  always  dictate  which  direction  the 
stock  market  goes.  At  the  top  of  the 
market,  investors  are  far  too  bullish. 
And  at  the  bottom,  they  are  far  too 
bearish.  The  same  thing  could  be  hap- 
pening this  time. 

Ultimately,  the  performance  of  the 
stock  market  and  the  economy  will  be 
determined  by  tangibles:  Productivity, 
profits,  interest  rates,  and  the  per- 
ceived usefulness  of  technology  invest- 
ments. That's  where  the  good  news 
could  come. 

Mandel  is  BusinessWeek's  Chief 
Economist 
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COMMENTARY 


By  Rich  Miller 


THE  WEAK  BULLY  PULPIT 


When  the  stock  market  fell  out  of 
bed  and  the  economy  teetered 
last  year,  the  Federal  Reserve 
and  Bush  Administration  knew  exactly 
what  to  do.  Fed  Chairman  Alan 
Greenspan  slashed  interest  rates  11 
times  in  the  central  bank's  fastest  rate- 
cutting  spree  ever.  George  W.  Bush  was 
no  slouch,  either.  The  President  rammed 
through  a  $1.3  trillion  tax  cut  that  in- 
cluded a  quick  $30  billion  rebate  to  aid 
struggling  families. 

All  that,  however,  feels  like  a  long 
time  ago.  The  stock  market  is  once 
again  tumbling,  and  the  recovery  is  at 
risk.  But  this  time,  the  challenge  is  dif- 
ferent and,  in  some  ways,  more  daunt- 
ing. On  one  level,  the  real  economy  is 
on  the  upswing,  as  evidenced  by  a 
healthy  0.8%  rise  in  industrial  output, 
reported  on  July  16  (page  29).  Yet  in- 
vestor psychology  has  turned  pes- 
simistic, fed  by  accounting  scams  and 
fears  that  many  companies'  profits  will 
have  to  be  revised  downward. 

As  a  result,  there  is  a  growing  sense 
that  traditional  stimulative  measures 
may  not  work  in  the  face  of  investor 
panic.  Instead,  what  economic  policy- 
makers need  to  do  is  somehow  convince 
investors  through  words  and  deeds  that 
they  are  up  to  the  task  of  tackling  cor- 
porate crime.  But  as  Bush's  ham-handed 
attempts  to  manage  the  market  in  re- 
cent weeks  clearly  show,  that's  a  lot  eas- 
ier said  than  done. 

Much  is  at  stake.  The  White  House 
reckons  that  the  13%  drop  in  the  mar- 
ket since  May  could  reduce  economic 
growth  by  as  much  as  0.7  percentage 
points  over  the  course  of  a  year.  And 


some  Bush  Administration  officials, 
most  notably  perennial  economic  bear 
and  chief  economic  adviser  Lawrence  B. 
Lindsey,  fret  that  further  falls  on  Wall 
Street  are  in  store.  Swooning  stocks 
hurt  the  economy  by  robbing  consumers 
of  spending  power  and  making  business 
investment  more  costly.  Politically,  they 
also  pose  dangers  for  Bush.  While  his 
overall  approval  ratings  remain  high,  he 
has  slipped  behind  Democrats  in  the 
polls  on  the  issue  of  who  is  best  able  to 
clean  up  corporate  corruption. 

Small  wonder,  then,  that  it's  nail-bit- 
ing time  at  the  White  House  and  the 
Fed.  Part  of  the  unease  has  to  do  with 
the  feeling  that  the  tried  and  true  solu- 


no  doubt  like  to  accelerate  the 
income  tax  cuts  now  slated  for ! 
But  politically,  that's  not  feasible, 
crats  are  already  attacking  Bush 
the  $165  billion  budget  shortfall 
ed  for  this  year.  And  there's  a 
that  overly  aggressive  fiscal 
spook  the  bond  market  by  height 
concerns  of  big  budget  deficits. 

So  are  policymakers  powerless?  | 
from  it.  But  they  may  have  to 
conventionally  to  convince  inve 
the  markets  finally  are  on  the 
Greenspan  made  a  start  on  Jury 
rare  admission  of  error,  the  Fed 
acknowledged  being  mistaken  in 
ing  that  accountants  could  rej 
themselves.  And  he  strongly 
Senate  bill  to  reform  their : 

the  dismay  of' 
SELL?  The        House  economists 
Dow  really      favor  a  milder  Hi 
hates  those      version.  In 
pep  talks         to  Bush, 

peated  his  strong 
port  for  deducting  stock  options 
expense  on  corporate  income 

So  far,  Bush  has  been  much 
suring.  In  two  speeches 
market  swoons,  the  President 
an  unconvincing  reformer.  He  can 
better.  But  he  needs  to  dear  the 
lingering  doubts  about  his  share 
ings  as  a  director  of  Harken 
Corp.  more  than  a  decade  ago. 
must  show  he's  wilting  to  take  on  1 1 
Big  Business 
donors  who 
bankrolled  his 
Presidential  cam- 
paign. That  means 
signing  on  to  the 


it  Confidence  is  a  difficult  thing  to 

put  your  finger  on.  You  don't  reverse 
investor  confidence  overnight  99 


tions  to  economic  angst  may  not  work 
this  time.  Greenspan  signaled  on  July  16 
that  he  was  in  no  mood  to  cut  rates 
again  to  bail  out  the  stock  market.  With 
short-term  rates  already  at  a  40-year 
low  of  l%%,  the  Fed  has  to  be  careful  to 
husband  what  monetary  ammo  it  has 
left  What's  more,  a  rate  cut  now  might 
do  more  harm  than  good.  It  would  pump 
up  an  inflated  housing  market  some 
Bush  officials  fear  is  already  a  bubble. 
It  might  also  dent  the  dollar,  whose 
weakness  is  starting  to  worry  the  Fed. 

Fiscal  policy,  too,  seems  to  be  in  a 
lock.  Some  in  the  Administration  would 


-  FED  CHAIRMAN  ALAN  GREEIl 

drive  to  expense  stock  options  and 
working  with  Congress  on  a  tough 
counting  bill. 

Of  course,  restoring  investors'  fai  I 
financial  markets  isn't  going  to  hapf  I 
quickly  "Confidence  is  a  difficult  thij 
to  put  your  finger  on,"  Greenspan  si 
"You  don't  reverse  investor. ..  confid  I 
overnight."  True  enough.  But  recogi 
ing  the  dimensions  of  the  problem  a 
responding  with  a  convincing  plan 
would  be  a  good  place  to  start 

Miller  covers  the  economy  from 
Washington,  D.  C. 
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CHANCES  ARE  LESS  THAN  1% 
YOUR  KID  WILL  BE  OFFERED 
AN  ATHLETIC  SCHOLARSHIP 

Get  ready.  Sooner  or  later  it's  going  to  hit  you.  And  if  you've  been  banking  on  your  kid's  jump  shot  to 
pay  for  school,  you  just  may  need  to  make  another  plan.  No  one  is  better  prepared  to  help  you  than  AIG. 
The  organization  with  more  long-term  financial  solutions  than  anyone  else.  The  AIG  Life  and  Retirement 
Savings  companies — American  General,  AIG  Annuity,  SunAmerica  and  VALIC — offer  everything  from 
life  insurance  to  annuities  and  mutual  funds  to  IRAs  and  qualified  retirement  plans.  Not  to  mention  custom- 
tailored  financial  plans  to  help  sock  away  money  for  other  little  things,  like  the  perfect  wedding,  a 
vacation  house  at  the  beach  or  a  retirement  that  allows  you  to  pursue  your  dreams.  To  learn  how  we 
can  help  you  be  financially  prepared,  contact  the  AIG  companies.  You'll  turn  the  odds  in  your  favor. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE* 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  services  provided  by  members  of  American  International  Group.  Inc.,  70  Pine  Street.  Dept  A.  New  York.  NY  10270  wwwaig.com 
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TO  EXPENSE  OR 
NOT  TO  EXPENSE 


In  the  debate  over 
stock  options, 
expensing  is 
picking  up  steam 

Just  weeks  ago,  it  looked  like  the 
truth-in-accounting  brigade  was 
losing  the  battle  to  force  com- 
panies to  deduct  from  earnings 
the  value  of  stock  options  grant- 
ed to  executives  and  employees.  Con- 
gress sidestepped  the  issue  three  times 
in  five  months.  The  Financial  Account- 
ing Standards  Board  (fasb),  the  group 
charged  with  setting  accounting  rules, 
didn't  want  to  touch  it,  either.  Even 
the  board  of  the  i 
California  Public 
Employees'  Re- 
tirement System, 
the  nation's  largest 
public  pension 
fund,  shelved  a 
staff  recommenda- 
tion calling  on  com- 
panies to  expense 
options. 

But    the    corporate 
scandals  that  have  ignited 
public  zeal  for  accounting  re- 
form are  suddenly  placing  stock 
options  in  a  harsh  light.  Many 
experts  now  conclude  that  stock  option 
overload  contributed  to  the  accounting 
fiascos  at  companies  such  as  Enron 
Corp.  and  WorldCom  Inc.  Eager  to  cash 
in  their  options,  managers  may  have 
resorted   to  questionable   accounting 
practices   and    hasty   acquisitions   to 
pump  up  earnings  and  revenues  and 
boost  share  prices.  Rather  than  align 
the  interests  of  shareholders  and  man- 
agement, options  seem  to  have  done 
the     opposite:     transferred     vast 
amounts  of  wealth  to  executives, 


even  as  outside  shareholders  have  suf- 
fered. That's  put  those  who  oppose 
stock  options  expensing,  like  John  En- 
dean,  president  of  the  American  Busi- 
ness Conference,  a  trade  group  of  mid- 
size companies,  on  the  defensive:  "Stock 
options  are  now  seen  as  the  problem 
rather  than  the  solution,"  he  concedes. 
Curbing  the  use  of  options  by  forcing 
companies  to  count  them  as  an  expense 
is  the  reform  du  jour.  Bowing  to  in- 
vestor demands  for  more  transparent 
accounting,  Coca-Cola  Co.  on  July  14 
said  it  would  start  expensing  options 
as  of  this  year's  fourth  quarter.  Pushing 
hard  for  the  change  was  board  member 
Warren  E.  Buffett,  ceo  of  Berkshire 
Hathaway  Inc.,  Coke's  largest  share- 
holder. The  Washington  Post  Co.,  where 
Buffett  is  also  a  director,  and  Bank  One 
quickly  followed  Coke's  lead.  And  a 
handful  of  other  blue  chips,  including 
Ford,  H.J.  Heinz,  and  Gillette — another 
Buffett  company — said  they  are  con- 
sidering ex- 
pensing op- 
tions like  they 
would  for  any 
other  compensa- 
tion cost.  "It's  a 
new  environment 
today,"  says  Coke 
Chief  Financial  Offi- 
cer Gary  P.  Fayard. 
"There's  no  question  that 
stock  options  are  a  form  of 
compensation." 
The  handful  of  corporate  ca- 
pitulations embold- 
ened Senate  Ma- 
jority Leader  Tom 
Daschle  (D-S.D.) 
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to  promise  a  vote 
on  a  measure  that 
would    direct    the 
FASB    to    decide    in 
one  year  how  options 
should  be  treated  in  finan- 
cial statements. 

Even  if  that  fails,  options'  cost-f 
status  could  be  upended  by  refJ 
across  the  Atlantic:  On  July  16,  th{ 
ternational  Accounting  Standards 
(iasb)  in  London  announced  it 
propose  new  rules  by  yearend 
quire  all  European  Union  company 
expense  stock  options  within  five 
If  the  iasb  follows  through,  the 
board  is  likely  to  renew  its  long  J 
mant  crusade  for  stock  option  ei 
ing,  say  fasb  sources.  One  reason: 
gress  is  about  to  place  the  fasb,  ^J 
lost  a  bitter  battle  over  options 
pensing  in  1994,  on  a  more  indepen| 
footing.  Pending  legislation  wouk 
quire  all  public  companies  to  cont 
to  the  fasb's  funding,  thus  freei 
from  pleading  for  funds  from  cod 
nies  and  accounting  firms  to  which  f 
then  beholden. 

Moreover,    the    fasb,    under 
Chairman  Robert  H.  Hera — who 
ously  served  on  the  iasb — is  put 
committed  to  harmonizing  U.  S.  aro| 
ternational  accounting  standards. 
iasb  requires  stock  option  expem| 
the    fasb   "will   have   to   act," 
Patrick  McGurn,  vice-president  olj 
stitutional  Shareholder  Services 
which  advises  pension  and  mi 


\ 
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wis.     "Otherwise, 
I  U.S.  will  be  seen  as 
|fng  substandard  accounting." 
lo  less  than  Federal  Reserve  Chair- 
1  Alan  Greenspan  thinks  the  mo- 
[jtum  for  counting  options  as  an  ex- 
le  is  unstoppable.  "It's  going  to 
ben,  and  quite  appropriately  so," 
^enspan  told  the  Senate  Banking 
imittee  on  July  16. 
!any  companies  insist  the  rush  to 
)t  expensing  is  misguided.  The  ar- 
ent:  Stock  options  do  not  require 
actual  cash  outlays,  so  should  not 
Ounted  on  the  income  statement  as 
jensation  costs,  as  are  salary  or 
ises.  Companies  warn  that  expens- 
ioptions  will  depress  earnings  and 
e  further  declines  in  share  prices, 
if  companies  decide  to  curtail  the 
of  options  as  a  result  of  having  to 
snse  them,  they  will  lose  a  valuable 
to  recruit  employees  and  motivate 
utives.  "When  management  does- 
lave  skin  in  the  game,  they  don't 
i  any  interest  in  what  happens  to 
share  price,"  says  Continental  Air- 
CEO  Gordon  M.  Bethune. 
lat's  a  debatable  point,  of  course. 
Vhat's  more  critical  is  to  restore 
investor  confidence — and 
expensing  stock  options 
will  go  a  long  way  to- 
ward    the     goal,     says 
Buffett.  For  years, 
Buffett         has 
been    one    of 


ing  voices, 
along  with  a  handful 
of  institutional  investors,  sup- 
porting expensing  of  options.  Oth- 
er companies  that  follow  Coke's  lead, 
says  Buffett,  will  "develop  a  reputa- 
tion for  being  believable,  for  not  hyp- 
ing things,  and  will  be  valued  more 
than  those  whose  ceo  is  flim-flamming 
[investors]." 

No  doubt,  deducting  the  cost  of 
stock  options  on  the  income  statement 
will  reduce  earnings.  On  average,  es- 
timates Standard  &  Poor's,  expensing 
options  would  have  trimmed  the  s&P 
500-stock  index's  2001  earnings-per 
share  of  $24.69  by  24.5%,  and  it  would 
cut  this  year's  estimated  EPS  of  $35.47 
by  17%.  That  means  stocks  will  look 
more  expensive. 

For  Silicon  Valley,  whose  entrepre- 
neurial culture  is  highly  dependent  on 
employee  ownership,  the  cost  of  ex- 
pensing stock  options  could  be  partic- 
ularly steep.  Cash-poor  startups  use 
the  lure  of  options — with  the  possi- 
bility of  big  riches  down  the  road — to 
attract  top  engineers  and  software 
writers.  "Without  options,  it's  going 
to  be  hard  to  recruit  new  talent,"  says 
Mark  Heesen,  president  of  the  Na- 
tional Venture  Capital  Assn.  What's 
more,  morale  and  even  productivity 
could  decline.  If  forced  to  expense  op- 
tions, tech  execs  warn,  they  will  no 
longer  dole  them  out  to  everyone  from 
the  mail  sorter  to  the  chief  program- 
mer. "The  options  that  are  going  to  go 


Why  Critics  Say  Options 
Should  Be  Expensed 

■  Some  75%  to  80%  of  executive  pay 
now  comes  in  the  form  of  options. 
Since  all  other  forms  of  compensa- 
tion must  be  deducted  from  earnings, 
options  should  be  treated  the  same. 

■  Deducting  the  cost  of  options  will 
yield  more  accurate  earnings 
numbers,  which  should  help  restore 
investor  confidence. 

■  Since  options  are  now  all  but  free 
to  companies,  excessive  grants  to  top 
execs  have  been  encouraged.  But 
options  do  have  costs:  They  dilute 
shareholders'  stakes  and  deprive 
companies  of  the  funds  they  would 
otherwise  get  by  selling  those  shares 
in  the  open  market.  Such  costs 
should  be  reflected  in  earnings. 

■  Bringing  more  discipline  to 
options  grants  will  also  reduce  the 
incentives  top  execs  now  have  to 
pump  their  stocks  through  short-term 
earnings  maneuvers,  in  hopes  of 
cashing  in  big  options  gains. 

Why  Defenders  Disagree 

■  Unlike  salaries  or  other  perks, 
granting  options  requires  no  cash  out- 
lay from  companies.  Since  there  is  no 
real  cost  to  the  company  to  deduct,  do- 
ing so  will  unjustly  penalize  earnings. 

■  There  are  no  universal  standards  for 
expensing  options;  all  valuation  meth- 
ods require  big  assumptions  and  esti- 
mates. So  expensing  them  will  reduce 
the  accuracy  of  income  statements, 
and  leave  them  open  to  manipulation. 

■  Deducting  the  cost  of  options  will 
reduce  earnings,  which  is  likely  to 
drive  down  share  prices. 

■  Rather  than  take  the  hit  to  earn- 
ings, companies  will  issue  far  fewer 
options.  That  would  hurt  morale, 
limit  a  key  tool  used  to  lure  talent, 
and  inhibit  companies  from  aligning 
employee  and  shareholder  interests. 

■  Tech  firms  argue  that  generous 
option  grants  have  spurred  the 
risk-taking  and  entrepreneurship  so 
crucial  to  innovation.  Expensing 
options  risks  damaging  that  benefit. 
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away  are  those  that  go 
to  rank-and-file  employ- 
ees," warns  Alfred  P. 
West,  Jr.,  ceo  of  Oaks 
(Pa.)  asset  manager  sei 
Investments. 

While  ceos  like  to 
note  that  more  than  90% 
of  those  getting  options 
are  the  foot  soldiers  in 
their  companies,  80%  of 
the  value  goes  to  the 
most  senior  executives. 
"It's  true  that  a  lot  more 
people  are  getting  stock 
options  today,  but  most 
of  the  benefit  is  going  to  managers," 
says  Corey  Rosen,  executive  director 
of  the  National  Center  for  Employee 
Ownership,  an  independent  think  tank. 

Along  with  employee  morale,  the  fed- 


Companies  that  expense  options  will 

11  develop  a  reputation  for  being 
believable,  for  not  hyping  things,  and  wi 
be  valued  more  than  those  whose  CEO  k 
flim-flamming  [investors]  ff 

-  WARREN  BUFFETT.  CEO  OF  BERKSHIRE  HATHAWAY 


eral  budget  deficit  could 
take  a  hit.  Mark  Zandi, 
chief  economist  at  consulting  firm  Econ- 
omy.com,  says  that  if  the  value  of  op- 
tions offered  and  exercised  shrinks  by, 
say,  25%,  individual  income  tax  pay- 
ments from  stock  options  would  drop 


by  about  $15  billion.  This  would  btl 
nificant  in  light  of  the  $165  billion  \  I 
et  deficit,  but  modest  in  the  conte| 
$2  trillion  in  tax  revenues. 

Still,  such  prominent  critics  of  th)| 
isting  treatment  of  options  as 
Greenspan  point  out  that  it  allows 


PINNING  DOWN  THE  VALUE 
OF  A  STOCK  OPTION 


As  Congress  and  Corporate  America 
ponder  the  pros  and  cons  of  expens- 
ing stock  options,  a  difficult  issue 
looms:  Even  if  a  company  decides  that 
expensing  options  is  the  right  thing  to 
do,  as  Coca-Cola  Co.  and  Bank  One 
Corp.  have  recently  done,  determining 
just  how  to  value  them  is  tough.  After 
all,  an  option  represents  the  right  to 
buy  shares  for  an  unknown  price  at 
some  indeterminate  point  in  the  future. 
So  how  much  is  that  worth?  This  is  the 
minefield  that  many  companies — and 
their  shareholders — could  soon  face: 

Why  is  valuing  options  so  tough? 

The  big  problem  is  that  corporations 
can't  predict  what  will  happen  to  share 
prices,  who  will  leave  the  company  be- 
fore their  options  vest,  and  which  op- 
tions will  expire  underwater — that  is, 
with  no  value.  So  they  have  no  way  of 
knowing  what  options  will  be  worth 
when  they're  exercised  many  years 
after  issue.  Unlike  shares,  which  have  a 
market  value  at  all  times,  the  true  value 
of  options  is  only  known  when  they're 
cashed  in,  in  some  cases  long  after  the 
employees  who  received  them  provided 
their  service  to  tiv   company. 

Still,  most  compan    s  prefer  to  esti- 
mate the  value  of  opi:  >ns  on  the  day 


they're  granted — an  imprecise  method 
that  cfos  have  nonetheless  become  wed- 
ded to  over  the  years  for  its  ease  of  use 
and  predictability.  They've  developed  a 
number  of  methods  for  predicting  that 
future  value,  none  ideal.  The  choices  are 
mind-numbingly  complex  and  involve 
making  big  assumptions  that  can  signifi- 
cantly impact  future  earnings. 

What  about  the  "Black-Scholes"  method? 

The  well-known  option-pricing  formu- 
la, developed  in  1973  at  the  University 
of  Chicago  by  Fischer  Black  and  Myron 
S.  Scholes,  uses  option  terms  such  as 
the  strike  price  and  life-span  of  the  op- 
tion, stock  price,  volatility,  and  dividend 
yield  to  estimate  future  value.  Black- 
Scholes  and  its  many  variants  have, 
over  the  years,  become  the  most  widely 
used  methods  of  valuing  employee  op- 
tions for  disclosure  in  financial  footnotes. 

But  they  are  far  from  perfect.  De- 
signed for  valuing  options  traded  in 
open  stock  exchanges,  the  standard 
Black-Scholes  formula  isn't  adjusted  to 
account  for  the  added  restrictions  of  em- 
ployee options,  such  as  vesting  and  lack 
of  transferability.  Those  limits  make  em- 
ployee options  worth  considerably  less 
than  exchange-traded  options.  So,  in  ef- 
fect, companies  that  use  the  formula  to 


expense  options  would  take  a 
ger  charge  to  earnings  than  is  I 
sary.  Bear,  Stearns  &  Co.  estiil 
using  the  Black-Scholes  model  [ 
pense  options  would  have  trinij 
off  the  earnings  per 
share  of  the  Standard 
&  Poor's  500-stock  in- 
dex last  year,  13 
companies,  includ- 
ing Microsoft 
Corp.  and  Cisco 
Systems  Inc., 
would  each  have 
had  to  deduct  pre- 
tax options  ex- 
penses in  ex- 
cess of  $1  billion 
in  2001  alone. 

What  does  Coke 
plan  to  do? 

Each  October,  Coke  says,  it 
two  Wall  Street  firms  to  provk 
quotes  on  options  to  buy  10,00( 
of  Coke  stock  and  options  to  se 
shares.  The  average  of  the  foui 
would  be  used  to  determine  th< 
value,  and  thus  the  charge  to  e 

By  using  an  "objective  third 
Coke  hopes  to  avoid  any  accusj 
that  it  tweaked  the  numbers.  C 
the  firms  may  choose  to  use  Bl 
Scholes  to  value  the  options,  to. 
be  up  to  them  to  determine  ea< 
variables,  making  it  impossible 
to  game  the  process.  The  bindi 
quotes,  meanwhile,  provide  a  gi 
that  the  firms  won't  lowball  tht 
tions  in  an  effort  to  reduce  Coh 
charge  to  earnings — and  possib 
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1 1  reap  a  double  bonus.  Not  only 

avoid  expensing  the  costs  of  op- 

also  can  deduct  from  taxes 

erence  between  the  issue  price 

exercise  price.  Microsoft  Corp., 

pie,  showed  a  $2  billion  benefit 

from  the  tax  deduction,  while  its 

i   was  $2.2  billion  higher  by  not 

xpense  options,  according  to  a 

I  i  edit  Suisse  First  Boston. 

use  companies  can  take  a  tax 

and  still  not  expense  options, 

il  out  stock  options  willy-nilly. 

\pensing  [options]  has  been  an 

I   source  of  the  distortion  of 

pay,"  says  Kenneth  Bertsch, 

r  of  corporate  governance  at 

81  retirement  fund  TIAA-CREF. 

I  roughly  three-fourths  of  execu- 

mpensation  now  comes  in  the 

'  options. 


To  many  corporate  governance  ex- 
perts, less-hyped  earnings  figures  will 
boost  confidence  and  bring  back  rattled 
investors.  That's  why  companies  like 
Coke  are  reacting  by  giving  the  market 
what  it  seems  to  be  demanding:  more 
transparency.  If  Coke  had  expensed  op- 
tions in  2001,  earnings-per-share  would 
have  dropped  by  only  90,  to  $1.51  from 
$1.60.  Because  Coke  is  not  a  big  issuer 
of  options,  it's  relatively  easy  for  the 
soft-drink  company  to  look  bold  and 
make  the  switch.  Indeed,  stock  option 
grants  represent  only  about  1.8%  of 
Coke's  2.5  billion  shares  outstanding. 

Other  consumer  goods,  manufactur- 
ing, and  retail  companies,  hoping  for  a 
reward  from  investors,  may  follow 
Coke's  lead.  "It  gives  the  company  a 
good  image  in  the  investment  commu- 
nity," says  Tim  Drake,  senior  equity 


analyst  for  Banc  One  Investment  Man- 
agement, which  owns  8.4  million  Coke 
shares.  Coke's  share  price  rose  95<2,  to 
close  at  $52,  on  July  15,  after  its  an- 
nouncement. "Companies  that  convince 
their  investors  that  they're  committed 
to  clear,  candid,  and  conservative  ac- 
counting are  going  to  win  the  race  for 
capital,"  says  Nell  Minow,  a  corporate 
governance  activist. 

Until  recently,  that  race  was  won  by 
the  companies  that  boosted  earnings  at 
any  cost,  even  if  it  meant  exaggerating 
revenues,  hiding  losses,  and  fraudulently 
listing  everyday  expenses  as  capital  ex- 
penditures. The  new  winners  will  be 
the  companies  that  play  by  the  rules. 

By  Amy  Bori'us  and  Paula  Dwyer 
in  Washington,  with  Dean  Foust  in  At- 
lanta, Louis  Lavelle  in  New  York,  and 
bureau  reports 


ess.  If  the  firms  gave  Coke 
y  low  price,  Coke  could  sim- 
10,000  options  from  them 
)ne-time  gain  to  profits. 

wait  until  the  options  are 

g  until  employees  exercise 
3,  then  booking  the  differ- 
n  the  exercise  price  and  the 
is  an  expense,  companies 

the  precise  cost  of  the  op- 
ium would  equal  the  amount 
r  would  spend  to  buy  those 
e  open  market,  or  the 
company  is  forgoing  by  not 
hares  and  pocketing  the 
And  options  that  never  get 
ver  get  expensed.  This  is 


the  only  way  of  accurately  stating  the 
true  cost  of  options  to  the  company. 
Unfortunately,  simply  waiting 
also  violates  most  of  the  accounting 
principles  about  expense  recognition 
that  auditors  hold  dear.  Companies 
are  required  to  deduct  expenses  dur- 
ing the  period  in  which  they  are 
incurred — that's  why  equip- 
ment is  amortized  over  its 
useful  life  instead  of  being 
expensed  when  it's  pur- 
chased or  sold.  Expens- 
ing options  only  when 
they  are  exercised  vio- 
lates that  basic  principal, 
sometimes  re- 
quiring com- 
panies to 
deduct  the 
option  ex- 
pense long  af- 
ter the  employee's  period  of  service.  An 
executive  who  retires  with  a  boatload  of 
vested  options  would,  in  this  scenario, 
create  a  huge  expense  when  he  exercis- 
es them — one  that  should  properly  have 
been  taken  throughout  the  period  when 
he  was  employed. 

Are  there  any  other  methods  that  avoid 
these  problems? 

To  achieve  much  the  same  result  of 
expensing  at  the  time  of  exercising, 
some  recommend  a  method  known  as  in- 
trinsic value.  A  company  expenses  the 
difference  between  the  exercise  price 
and  the  stock  price  throughout  the  vest- 
ing life  of  the  option,  repeatedly  updat- 
ing it  as  the  stock  moves.  As  the  stock 
price  rises,  options  become  more  valu- 


able, and  that  additional  value  is 
charged  to  earnings.  If  the  stock  de- 
clines, options  decrease  in  value,  and  the 
charge  to  earnings  evaporates. 

Companies  that  employ  this  method 
get  a  whole  host  of  benefits.  Unlike 
Black-Scholes,  the  simplicity  of  intrinsic 
value  makes  it  tough  to  manipulate. 
Moreover,  since  the  charge  to  earnings 
is  considerably  lower  than  any  of  the 
Black-Scholes  variants,  it's  less  disrup- 
tive to  earnings — and  the  stock  price.  In 
a  declining  market,  it's  also  the  only  ac- 
counting method  that  doesn't  create  a 
charge  for  underwater  options. 

Intrinsic  value  also  has  another  pos- 
sible appeal  for  investors:  It  may  dis- 
courage massive  option  grants  to  un- 
derperforming  executives,  who 
frequently  get  rewarded  for  failure 
with  grants  designed  to  match  the 
Black-Scholes  value  of  last  year's  grant. 
No  Black-Scholes,  no  need  for  bigger 
options  grants  every  year.  There  is, 
however,  one  major  disadvantage:  For 
volatile  stocks,  the  earnings  charge  is 
hard  to  predict,  which  is  why  this 
method  is  not  widely  used. 

So  what's  the  best? 

Intrinsic  value  isn't  perfect,  but  it's 
far  less  imperfect  than  the  alternatives. 
It  may  be  the  best  hope  yet  for  solving 
the  options  dilemma. 

By  Louis  Lavelle  in  New  York 
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By  Robert  D.  Hof 


THIS  REFORM 
WONT  KILL  SILICON  VALLEY 


For  more  than  a  decade,  technology 
companies  in  Silicon  Valley  and 
elsewhere  have  trumpeted  employ- 
ee stock  options  as  the  prime  driver 
for  innovation,  entrepreneurship,  and 
wealth  creation.  With  good  reason:  Op- 
tions, which  promise  executives  and 
employees  a  stake  in  the  company's 
success  and  thus  an  incentive  to  work 
smarter  and  harder,  have  fostered  a 
culture  that  turns  new  ideas 
into  highly  productive,  fast- 
growing  companies.  And  it 
gives  cubicle  dwellers  in 
companies  from  Microsoft 
Corp.  to  Cisco  Systems  Inc. 
a  chance  to  get  rich.  All  that 
made  the  tech  industry  a 
model  for  the  rest  of  the 
economy. 

No  wonder  tech  execs 
don't  want  anybody  messing 
with  that  magic  recipe.  Now, 
as  shareholder  and  account- 
ing groups  clamor  to  ex- 
pense options,  tech  compa- 
nies warn  that  such  a  move 
risks  killing  the  goose  that 
laid  the  golden  egg.  Tech  ex- 
ecs argue  this  measure 
would  force  them  to  cut  op- 
tion grants,  especially  to 
their  rank  and  file.  "Innova- 
tion differentiates  us,  and  a 
lot  of  that  turns  on  compen- 
sation incentives  such  as  op- 
tions," says  Larry  W.  Sonsi- 
ni,  chairman  of  the 
influential  Valley  law  firm 
Wilson,  Sonsini,  Goodrich  & 
Rosati.  "We  shouldn't  lose 
this  tool." 

Options  clearly  have  their  place,  es- 
pecially at  startups  that  can't  afford 
big  cash  outlays  for  talent.  But  it's 
time  for  Silicon  Valley  to  come  clean. 
If  tech  companies  logged  the  value  of 
their  options  as  expenses  last  year, 
reckons  Merrill  Lynch  &  Co.,  their  net 
income  on  average  would  have  been  a 
startling  67%  less  than  reported.  That 
should  be  reason  alone  for  tech  compa- 
nies to  rethink  their  excessive  use  of 
stock  options. 

Fact  is,  expensing  options  won't  do 


nearly  the  damage,  from  lower  stock 
prices  to  reduced  innovation,  that  Val- 
ley doomsayers  contend.  For  one 
thing,  the  accounting  shift  wouldn't 
change  a  company's  cash  outlays.  "If 
stock  prices  do  go  down,  then  that's  an 
indication  that  there  is  a  problem," 
says  Merrill  Lynch  tech  analyst  Steven 
Milunovich.  But  he  thinks  analysts  and 
most  investors  will  realize  that  compa- 


11  Stock  options 

are  an  incredible 

mechanism  to 

get  employees, 

management,  and 

shareholders  all 

aligned  ff 

-  SCOTT  McNEALY, 
Sun  Microsystems 


11  Innovation 

differentiates  us, 

and  a  lot  of 

that  turns  on 

compensation 

incentives  such  as 

options  ff 

-LARRY  SONSINI, 
Wilson,  Sonsini 


nies'  situations  haven't  changed  and 
will  track  earnings  both  with  and  with- 
out options,  as  they  have  with  other 
noncash  expenses  such  as  goodwill. 

Even  some  startups  think  expens- 
ing options  won't  affect  behavior 
much.  Executives  at  telecom  startup 
TellMe  Networks  Inc.,  for  instance, 
say  they  would  simply  take  a  large 
noncash  charge  and  keep  using  op- 
tions. "Most  investors  will  look  past 
this  expense,"  says  TellMe  President 
Mike  McCue.  "To  be  competitive. 


everyone  has  to  give  stock  opt 
That  won't  change." 

There's  even  less  of  a  case  t( 
made  for  large  companies  to  us 
tions  as  free  money.  Is  there  n 
any  justification  for  Microsoft  t 
$2.3  billion  aftertax  boost  or  Ci 
get  a  $1.7  billion  free  ride  wiiei 
have  billions  of  real  dollars  in  t 
bank?  Execs  say  options  match 
a  company's  constituents.  "Stoc 
tions  are  an  incredible  mechani 
get  employees,  management,  ar 
shareholders  all  aligned,"  says  t 
McNealy,  chairman  and  ceo  of 
crosystems  Inc.  But  studies  by 
Oyer,  an  associate  professor  of 
ics  at  Stanford  University,  shov 
for  companies  with  over  100  en 
ees,  options  provide  no  real  inc< 
to  anyone  besides  top  execs  be< 
employees  believe  th 
forts  can't  have  mucl 
ence  on  share  prices, 
Granted,  expensing 
tions  could  result  in  i 
tended  consequences 
Rick  White,  presiden 
lobbying  group  Techl 
"You're  making  it  mi 
ier  to  manipulate  ear 
you  have  to  try  to 
the  value  of  options 
expensing  them  meai 
startups  won't  turn  a 
for  several  more  yeai 
some  venture  capitali 
may  stay  away. 

The  real  travesty, 
though,  would  be  if  t 
ecs  make  good  on  th» 
warning  that  they  m 
elude  the  rank  and  fi 
the  options  game  if  e 
ing  them  becomes  th 
norm.  But  that  doesr 
to  happen.  Instead,  e 
should  take  the  high 
and  cooperate  with  a 
ing  experts  on  develc 
workable  method  of  i 
options.  More  import 
rectors  could  scale  bs 
from  issuing  gobs  of  options  to 
execs,  since  the  massive  dilutio: 
often  results  is  the  main  beef  o 
side  shareholders. 

Silicon  Valley  was  a  hotbed  ol 
preneurship  and  innovation  long 
stock  options  became  a  fixture  o 
tech  compensation.  Calling  stock 
tions  what  they  really  are — an  e 
pense — won't  change  that. 


Hof  is  BusinessWeek's  Silicon 
ley  bureau  chief. 
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By  John  A.  Byrne 


NO  EXCUSES  FOR 
ENRON'S  BOARD 


On  Feb.  7,  1999,  the  audit  commit- 
tee of  Enron  Corp.'s  board  of  di- 
rectors gathered  in  London  to 
hear  some  rather  startling  news. 
The  company's  auditors  described  En- 
ron's accounting  practices  as  "high- 
risk."  David  B.  Duncan,  who  headed  up 
the  Arthur  Andersen  LLP  team  at  the 
company,  informed  the  committee  that 
Enron's  accounting  was  "pushing  lim- 
its" and  was  "at  the  edge"  of  accept- 
able practice. 

None  of  the  directors,  including 
Robert  K.  Jaedicke,  a  one-time  Stan- 
ford University  accounting  professor 
who  had  been  chairman  of  the  audit 
committee  for  more  than  10  years,  ob- 
jected to  the  procedures  described  by 
the  auditors,  requested  a 
second  opinion,  or  de- 
manded a  more  prudent 
approach,  according  to 
the  Senate  Permanent 
Subcommittee  on  Inves- 
tigations after  a  six- 
month  probe  of  the  En- 
ron board's  oversight 
duties. 

In  fact,  the  subcom- 
mittee found  that  similar 
briefings  by  Andersen  of- 
ficials occurred  once  or 
twice  each  year  from 
1999  through  2001  with 
the  same  result:  The  au- 
ditors told  hoard  mem- 
bers that  Enron  was  fol- 
lowing high-i.sk 
accounting  and  no  one 
drilled  deep  enough  to 
learn  the  details  or  ob- 
ject. And  despite  his 
long  tenure  as  chairman 
of  the  audit  committee, 
Jaedicke  rarely  if  ever 
had  any  contact  with  An- 
dersen outside  of  official 
committee  or  board 
meetings,  as  governance 
experts  recommend. 

Even  worse,  Enron's 
board  members  knew 


about  and  could  have  prevented  many 
of  the  risky  accounting  practices,  con- 
flicts of  interest,  and  hiding  of  debt 
that  led  to  the  company's  implosion 
simply  by  asking  some  obvious  ques- 
tions. That  at  least  is  the  conclusion  of 
the  Senate  investigators.  The  panel's 
report  shows  no  evidence  of  self-deal- 
ing, corruption,  or  fraud  by  Enron's  di- 
rectors, who  still  maintain  that  they 
cannot  be  held  accountable  for  miscon- 
duct that  was  concealed  from  them. 
But  after  looking  over  thousands  of 
pages  of  board  documents  and  minutes 
and  interviewing  13  of  Enron's  outside 
directors,  the  Senate  panel  found  a 
nearly  unprecedented  breakdown  in 
governance.  W.  Neil  Eggleston,  an  at- 


What  the 
Subcommittee  Found 


■  As  early  as  1999,  Arthur  Andersen  told  the 
board's  audit  committee,  headed  by  Richard 
Jaedicke,  that  Enron  was  a  "maximum-risk"  client, 
was  "pushing  the  limits,"  and  was  "at  the  edge"  ot 
accounting  practices.  The  board  never  asked 
Andersen  to  adopt  a  more  prudent  approach. 

■  In  2000,  the  compensation  committee,  chaired 
by  Charles  LeMaistre,  approved  $750  million  in 
cash  bonuses  to  Enron  executives  in  a  year  when 
the  company  reported  net  income  of  $975  million. 
Apparently,  no  one  on  the  committee  added  up  the 
numbers. 

■  The  compensation  committee  approved  a  credit 
line  of  $7.5  million  for  CEO  Lay  and  allowed  him 
to  repay  loans  with  stock.  Records  show  Lay 
cashed  out  $77  million  in  one  12-month  period. 

■  When  directors  first  caught  wind  of  whistle- 
blower  Sherron  Watkins'  memo,  not  a  single 
director  asked  for  her  name  or  for  a  copy.  Among 
other  things,  Watkins  expressed  concern  over 
private  partnerships  subject  to  review  by  the 
finance  committee  chaired  by  Herbert  Winokur. 


torney  who  is  representing  Er 
outside  directors,  called  the  re 
its  conclusions  unfair.  "This  bo 
continually  lied  to  and  misled 
agement,"  he  sait 
amount  of  furthe 
gence  or  questior 
would  have  been 
to  cause  manager 
tell  them  about  tl 
transactions." 

Given  the  subc 
tee's  findings,  lai 
mind-numbing  de 
ever,  the  Enron  d 
"see-no-evil,  hear 
defense  on  Capitc 
becomes  even  mo 
plausible.  And  it  i 
another  issue  wit] 
tling  clarity:  Ther 
fact,  almost  no  n 
quences  for  comp; 
rectors  who  fail 
job.  Instead  of  sk 
with  liability  insu 
paid  for  by  share] 
directors  who  fail 
cise  at  least  a  mir 
level  of  oversight 
be  forced  to  pay 
the  damages,  just 
utives  should.  Sha 
ers  have  a  right 
directors,  who  at 
were  paid  as  mud 
$350,000  a  year  in 
stock  options,  and 
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•  ith  Senate  probe  found  that  the  directors  knew 
j  could  have  prevented  many  of  the  risky 
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,  the  Enron 

torn  stock,  to  be 
engaged  and  active.  They 
i>e  assured  that  directors  will 
vestors'  interests  above  those 
tives.  And  certainly,  sharehold- 
dd  expect  that  the  board  will 
p  when  outside  experts  appear 
hem  to  warn  of  potentially  ex- 
danger.  Yet  Enron's  directors 
warnings  and  heaped  riches  on 
res  time  and  time  again, 
es  the  repeated  warnings  by 
of  Enron's  "high-risk"  account- 
Senate  subcommittee  made 
smarkably  damning  conclusions: 

00,  over  several  meetings,  the 
icompensation  committee  ap- 
$750  million  in  cash  bonuses  to 
xecutives  in  a  year  when  the 
i-based  company  reported  net 
of  $975  million.  In  other  words, 
ctors  handed  over  an  amount 
more  than  three-quarters  of 
i  profits  to  salaried  managers — 
xpense  of  the  shareholders, 
ntly,  no  one  on  the  compensa- 
imittee  had  ever  added  up  the 
s. 

ompensation  committee  also 
d  a  credit  line  for  Chief  Execu- 
nneth  L.  Lay  that  eventually 
$7.5  million,  and  then  allowed 
repay  it  with  stock  instead  of 
iy  proceeded  to  use  the  credit 
m  express  lane  for  dumping 
tock.  He  repeatedly  drew  down 


the  line,  sometimes  daily,  always  repay- 
ing right  away  with  stock.  Doing  so  al- 
lowed him  to  delay  reporting  some 
stock  sales  for  more  than  a  year.  The 
chairman  of  the  compensation  commit- 
tee, Charles  A.  LeMaistre,  told  the 
Senate  investigators  that  he  did  not 
think  it  was  the  committee's  responsi- 
bility to  monitor  Lay's  use  of  this  cred- 
it line.  If  the  directors  had  bothered  to 
look,  they  would  have  discovered  that 
as  Enron's  position  became  more  pre- 
carious in  the  12  months  preceding 
revelations  of  its  infamous  off-balance- 
sheet  partnerships,  Lay  extracted  $77 
million  in  cash  from  the  corporation 
that  he  replaced  with  Enron  shares. 

■  When  the  board  first  heard  about  a 
letter  from  whistleblower  Sherron  S. 
Watkins  during  a  presentation  by  En- 
ron's outside  lawyers,  the  letter  writer 
was  not  disclosed  nor  was  her  letter 
shown  to  directors.  Shockingly,  not  a 
single  director  asked  for  her  name  or 
for  a  copy  of  the  letter.  The  board  was 
unaware  of  her  most  damaging 
charges,  the  subcommittee  found. 

Again  and  again,  the  red  flags  went 
up.  Again  and  again,  they  were  ig- 
nored. "They  should  have  inquired  fur- 
ther," says  Charles  M.  Elson,  director 
of  the  Center  for  Corporate  Gover- 
nance at  the  University  of  Delaware. 
"They  were  unwilling  to  ask  and  pur- 
sue tough  questions." 

For  years,  a  simple  standard  known 
as  the  "duty  of  care"  has  guided  the 


behavior  of  corporate 
board  members.  That 
standard  requires  that 
a  director  discharge 
his  duties  in  good 
faith,  with  the  care  of 
an  ordinarily  prudent 
person,  and  in  a  man- 
ner which  he  or  she 
reasonably  be- 
lieves to  be  in 
the  best  inter- 
ests of  the  cor- 
poration. By 
rewarding  ex- 
ecutives with 
outsize  pay 
packages  and  by  failing 
to  heed  signs  of  dan- 
ger, Enron  directors 
failed  that  standard 
miserably.  The  board 
failed  to  ask  probing 
questions.  Its  members 
neglected  to  follow  up 
on  critical  issues  that 
only  they  could  moni- 
tor. It  malfunctioned  in 
its  role  as  the  watchdog  that  share- 
holders rely  on.  As  the  subcommittee 
concluded,  "By  failing  to  provide  suffi- 
cient oversight  and  restraint  to  top 
management  excess,  the  Enron  board 
contributed  to  the  company's  collapse 
and  bears  a  share  of  the  responsibilitv 
for  it." 

Trouble  is,  even  wiien  directors  fail, 
liability  is  largely  a  myth.  Board  mem- 
bers are  almost  always  indemnified  by 
insurance  paid  for  by  shareholders. 
Many  boards  have  also  passed  bylaw7 
amendments  to  corporate  charters  lim- 
iting their  liability.  And  many  states 
have  passed  legislation  to  limit  director 
exposure,  even  for  negligent  acts. 
Rarely  does  a  director  have  to  pay  a 
price  for  failing  to  perform  his  job. 

As  the  facts  tumble  out  of  the  En- 
ron boardroom,  it  has  become  increas- 
ingly clear  that  the  directors  w?ere  not 
merely  misinformed  by  management  or 
even  sloppy  in  their  oversight  responsi- 
bilities. They  were  recklessly  negligent 
and  should  be  held  at  least  partly  ac- 
countable and  personally  liable  for  the 
company's  meltdowTi.  Sure,  they're  al- 
ready embroiled  in  litigation,  both  with 
their  insurance  provider  and  with 
shareholders,  and  their  reputations 
have  taken  a  hit.  But  compared  to 
what  the  investors  they  were  charged 
with  protecting  suffered,  it  hardly 
seems  enough. 

Byrne  covers  management  and  gover- 
nance issues  from  New  York. 
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EDITED  BY  ROBIN  AJELLO 


THE  SEC 
CRACKS  THE  WHIP 

THE  SEC  IS  GETTING  TOUGHER. 
On  July  17,  it  fined  Price- 
waterhouseCoopers  $5  million 
after  finding  the  accounting 
firm  had  consulted  with  14 
audit  clients  on  a  contingency 
fee  basis,  a  clear  no-no.  More- 
over, the  sec  found  that  pwc 
had  improperly  accounted  for 
its  own  consulting  fees  at 
Pinnacle  Holdings  and  Avon 
Products.  The  outcome  of  the 
probe  provided  a  lift  to  the 
sec's  ongoing  campaign  to 
rein  in  accounting  firms  that 
provide  consulting  services  to 
companies  they  audit. 

In  another  show  of  resolve, 
the  sec  was  on  the  verge  of 
a  deal  with  Raytheon  to  set- 
tle charges  that  the  defense 
contractor  disclosed  informa- 
tion to  Wall  Street  analysts 
but  kept  regular  investors 
out  of  the  loop.  It  would  be 
the  sec's  first  enforcement 
action  for  a  violation  of  Reg 
FD — the  fair  disclosure  rule 
aimed  at  preventing  large 


CLOSING    BELL 


IN  THE  WRINCER 

Maytag  shares  plunged 
17%  on  July  16,  to  $32.32 
apiece,  after  the  appliance 
maker  said  a  sales  slow- 
down will  force  it  to  idle 
factories  to  work  off  excess 
inventories.  The  entire 
industry  has  been  hit  as 
consumers,  spooked  by 
market  gyrations,  park 
their  wallets. 
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shareholders  and  analysts 
from  getting  special  treat- 
ment over  small  investors. 


SO  MUCH  PLASTIC, 
SO  MUCH  RISK 

GROWTH     IS    GOOD?     NOT     IN 

today's  climate.  Bank  regula- 
tors are  scrutinizing  the  rap- 
id growth  of  credit-card  is- 
suer Capital  One  Financial 
and  calling  on  the  firm  to  set 
aside  at  least  $247  million 
against  possible  loan  losses. 
Capital  One  also  agreed  to 
put  more  customers  in  the 
higher-risk  "subprime"  cate- 
gory. The  news  lopped  40% 
off  Cap  One's  share  price  on 
July  17  and  dragged  down 
such  rivals  as  Providian  Fi- 
nancial and  MBNA,  as  fears 
spread  that  regulators  would 
turn  their  gaze  on  the  rest 
of  the  industry.  Capital  One 
ceo  Richard  D.  Fairbank  re- 
mained bullish,  vowing  profits 
will  rise  30%  for  the  year. 


INTEL  KEEPS 
CHIPPING  AWAY 

WITH  HIGH-END  CHIP  SALES 

stuck  in  neutral,  Intel  an- 
nounced 4,000  more  job  cuts 
on  July  16.  They  will  come 
mostly  through  attrition  and 
voluntary  retirement  pack- 
ages. The  Santa  Clara  (Calif.) 
company  also  trimmed  2002 
capital-spending  and  R&D 
budgets  amid  expectations  of 
flat  profits.  The  belt-tighten- 
ing will  help,  but  Intel  needs 
corporations  to  replace  their 
old  pes — and  soon.  Forays 
into  consumer  electronics 
and  Web  hosting  have  also 
gone  bust.  If  sales  don't  pick 
up,  longtime  investors  may 
decide  that  their  faith  in  In- 
tel's prospects  is  misplaced. 


TYCO  AND  GOLDMAN: 
STILL  FEUDING? 

RELATIONS     BETWEEN     TYCO 

International  and  Goldman 
Sachs  have  been  rockv  ever 


HEADLINER:   DAVID    DORMAN 


OPPORTUNITY  RINGS  AT  AT&T 


Orderly  transitions  in  the 
scandal-plagued  telecom  in 
dustry  are  still  possible,  it 
turns  out.  After  sever 
al  rocky  weeks  at 
WorldCom  and 
Qwest,  both  of 
which  pushed  out 
their  embattled 
CEOs,  a  new  lead-  . 
er  has  been  calmly 
appointed  at  AT&T. 

The  telecommuni 
cations  giant  an- 
nounced July  17  that  Presi- 
dent David  Dorman  will 
become  the  next  chairman 
and  chief  executive.  He  will 
succeed  Chairman  and  ceo 
C.  Michael  Armstrong,  64, 
who  is  scheduled  to  step 
down  when  AT&T  completes 
the  sale  of  its  cable-TV  unit 
to  Comcast  by  yearend, 
pending  regulatory  approv- 


al. Armstrong  will  becj 
chairman  of  AT&T  Com! 
Dorman,  48,  is  mov| 
up  to  the  job  at 
ical  juncture, 
industry  is  sti| 
fering  from 
network  cap^ 
put  in  place 
ing  the  boor 
years  of  the 
1990s,  and  priJ 
are  weak.  But  tl 
troubles  at  WorkM 
and  Qwest  create  an  oJ 
tunity  for  AT&T  to  boosl 
market  share.  Now  it's! 
to  Dorman,  who  previo 
ran  Pacific  Bell,  Intend 
startup  PointCast,  and  f 
now-defunct  AT&T-Briti 
Telecom  joint  venture  <| 
cert,  to  seize  the  momc 
By  Steve  Rosenbush  \ 
New  York 


since  Tyco  announced  a 
breakup  plan  earlier  this 
year — a  strategy  that  left  in- 
vestors cold  and  was  eventu- 
ally reversed.  Goldman  was 
Tyco's  financial  adviser  at  the 
time.  Now,  it  seems,  the  bad 
blood  is  worse  than  ever.  On 
July  16,  Goldman  analyst 
Jack  Kelly  declared  Tyco  "not 
rated,"  citing  "heightened 
concerns"  over  an  sec  probe 
into  the  company's  bookkeep- 
ing. Tyco  says  the  investiga- 
tion doesn't  involve  any  new 
issues  besides  the  ones  it  dis- 
closed in  June.  Goldman  says 
its  research  is  objective.  One 
thing  seems  sure:  These  two 
companies  will  not  be  work- 
ing together  anytime  soon. 

BIG  BROWNS  BIG 
DEAL  WITH  WORKERS 

THOSE   BROWN  TRUCKS  WILL 

keep  on  rolling.  Just  16  days 
before  their  contract  was  set 
to  expire,  United  Parcel  Ser- 
vice and  the  Teamsters  an- 


nounced on  July  15  a  i 
tive"  six-year  labor  pj 
hands  part-timers  a 
hour  raise,  gives   fu'| 
workers  a  $5-an-hour 
and  creates  20,000  new| 
jobs.  Given  economic 
tions,  it's  a  surprisinglj 
erous  settlement.  The| 
says  the  deal  will  cost 
billion  over  the  life  <| 
contract.  UPS  clearly  wal 
deal  because  the  corl 
was  starting  to  lose  bu| 
amid  growing  talk  of  a 


ET  CETERA . . . 

■  Intel,  IBM,  and  threJ 
corns  may  build  wirelesf 
Fi  hot  spots  around  thtl 

■  Apple  plans  to  starl 
ing  a  Windows  version! 
iPod  MP3  player  in  Augl 

■  Ford  Motor  moved  in  I 
black  in  the  second  qvl 
mostly  by  rebuilding  invtl 

■  A  grand  jury  is  pil 
United  Way's  Washington  I 
chapter  for  its  use  of  don.1 
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OULD 

HE  THREE  SCARIEST  WORDS 

OR  ANYONE  WITH  AN  ANNUIT 


lv\ 


want  is  to  look  back  on  a  missed  investment  opportunity. 
is  why  you  should  let  Fidelity1  help  you  get  the  most  out  of  your  annuity 
t  paying  more  than  you  have  to.  Call  1 .800.544.471 3  today  for  a  compli- 
y  consultation.  Because  you're  not  just  invested.  You're  personally  lnvested.SM 


FIDELITY'S  DEFERRED  ANNUITY 

GUIDANCES  TOOLS 
FROM  A  FIDELITY  SPECIALIST 

MORE  INVESTMENT  CHOICES 

LOW  FEES,  NO  SURRENDER  CHARGE 


TRANSFER2  YOUR  ANNUITY  TAX  FREE  TODAY,  CALL  1.800.544.4713 


100.544.4713 


FIDELITY.COM 


85  INVESTOR  CENTERS  Fidelity 


Investments 


lity  refers  to  Fidelity  Investments  Life  Insurance  Company  and  in  NY,  Empire  Fidelity  Investments  Life  Insurance  Company. 

ring,  check  with  your  current  annuity  provider  to  see  if  it  will  assess  a  surrender  charge. 

serves  has  a  0.80%  annual  annuity  charge.  Variable  annuity  values  and  investment  returns  will  fluctuate  and  you  may  have  a  gain 

noney  is  withdrawn. Taxable  amounts  withdrawn  prior  to  age  59^  may  be  subject  to  a  10%  penalty  tax.  For  more  information, 

larges  and  expenses,  call  1.800.544.4713  for  a  free  prospectus.  Please  read  it  carefully  before  investing  or  sending  money. 

nuity  Specialists  are  licensed  annuity  agents.  Fidelity  Retirement  Reserves  (policy  form  no.  NRR-96100,  et  al.)  is  issued  by 

ents  Life  Insurance  Co.  For  NY  residents,  Retirement  Reserves  is  issued  by  Empire  Fidelity  Investments  Life  Insurance  Co.,  NY,  NY. 

ge  Services,  Member  NYSE,  SIPC,  Fid^  mce  Agency,  Inc.  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc.  are 

157438 


More  than  a  plane  at  your  disposal, 
a  company  at  your  beck  and  call. 
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Were  ours  not  the  largest,  most 
impressive  fleet  in  the  sk\.  we'd  be 
tempted  to  sa\  that  airplanes  wore  beside 
the  point.  It  has.  in  fact,  taken  far  more 


mes  to  make  Net|ets  the  world's       <. 


most    sought-after    fr; 


On-staff 


experienced  pilots  ( 1 1 1  < 
any  in  the  industry),  ; 


o\\  nersliip  progn 


'More"  begins  with  dedicated  Owner       bleare; 


like  it  all  possi-  Everything  else  is  just  a  p 


Services  reams.  Supported  h\  onr  propri- 
etar\    Intellijet     flight  management 


onr  ()\\  ners'  satisfac  lion. 


etar\    Intellijet     flight  management  Learn  more  about  the  Netjets  ex  per 

system,  these  professionals  manage  and  ence.  Call  1-877-NRTJI  I  S  (i-cSyy-^^S -538^ 

meet   all   your   travel    needs   and    prefer-  or  visit  netjets.com.  We  are  at  your  bee 

!   and    ground  and  call . 


ashington  Outlook 


D  BY  RICHARD  S.  DUNHAM 


UG  PRICES!  JUST  WHEN  THE  GOP 
OUGHT  IT  WAS  SAFE... 


month,  when  the  Republican  House  approved  a  $350 
lion  drug  benefit  for  seniors,  GOP  strategists  thought 

y  had  inoculated  themselves  against  a  key  Democrat- 
paign  issue:  health  care.  And  with  Senate  Democrats 
3ling  to  agree  among  themselves  on  an  alternative 
ire  drug  plan,  Republicans  had  reason  to  feel  good. 
:  was  then.  As  the  Senate  kicked  off  a  health  debate  on 
J,  Democrats  came  up  with  a  new  strategy  that  caught 

off  balance  and  sent  a  chill  through  the  drug  industry, 
plan:  shift  the  focus  beyond  Medi- 
nd  push  measures  that  promise  to 
prescription  costs  for  all  consumers, 

t  seniors.  "If  we  just  attempt  to 

Medicare  without  dealing  with  the 
on  of  prices,  we  will  simply  break 
nk,"  says  Senator  Debbie  Stabenow 
h.).  "We  have  to  deal  with  both." 

as  corporate  scandals  unnerve  the 
id  embolden  Democrats,  Republi- 
lust  deal  with  both,  too.  A  number 
ate  Republicans,  especially  those 
g  for  reelection  this  fall,  may  em- 
ome  of  the  cost-cutting  drug  bills. 
are  all  searching  for  something  they 
Id  up  and  say,  *We  did  X,'"  says  a 
industry  lobbyist, 
ite  Dems,  joined  by  some  Republi-   STABENOW:  Canada 

ire  trotting  out  three  proposals  to  

to  voters  angry  at  high  drug  prices.  A  plan  by  Byron 
1  (D-N.  D.)  and  Stabenow  would  let  Americans  import 
from  Canada,  where  retail  prices  are  usually  lower, 
rs  Charles  Schumer  (D-N.Y.)  and  John  McCain  (R- 
would  make  it  easier  for  generic  drugmakers  to  bring 
:ost  products  to  market.  And  a  Stabenow7  plan  would 
ates  greater  authority  to  negotiate  directly  with  manu- 
re over  drug  prices  for  Medicaid  recipients  and  state 
'.-*  Lawmakers  like  the  proposals  because  they  could 


slash  the  feds'  own  drug  costs — in  sharp  contrast  to  a  Medicare 
bill,  W'hich  will  add  hundreds  of  billions  to  the  deficit. 

With  the  Medicare  debate  bogged  down  in  partisan  wran- 
gling over  costs  and  whether  the  plans  should  be  administered 
by  private  insurers  or  Uncle  Sam,  Democrats  think  they 
have  fresh  ammunition  for  Election  2002.  Their  new  claim: 
While  the  gop  may  back  a  new  drug  benefit  for  seniors,  only 
we  favor  lower  costs  for  everyone.  Democrats  are  test-mar- 
keting the  theme  in  Maine,  where  Senate  candidate  Chellie 
Pingree  has  chipped  away  at  gop  incum- 
bent Susan  Collins'  lead  by  hammering  at 
soaring  prescription  prices. 

While  there's  growing  support  on  Capi- 
tol Hill  for  the  generic-drug  bill  and  the 
Canadian  import  legislation,  the  powerful 
brand-name  drug  industry  is  fiercely  lob- 
bying against  both.  Drug-company  reps 
say  the  generics  bill,  which  would  limit 
Big  Pharma's  ability  to  block  low-cost  ri- 
vals, will  hurt  profits  and  innovation.  And 
the  industry  insists  the  import  bill  will 
expose  Americans  to  unsafe  drugs,  such  as 
gray-market  knockoffs.  Nonetheless,  it's 
on  the  defensive.  One  reason:  Some  big 
employers,  including  General  Motors  and 
Verizon,  back  the  generics  bill.  Says  one 
beleaguered  lobbyist:  "It  doesn't  look  pret- 
ty. There's  a  hell  of  a  lot  of  pressure  here." 
Capitol  Hill  handicappers  say  the  Canadian  import  bill  is 
the  most  likely  to  become  law  this  year.  That  may  be  little 
more  than  a  Band-Aid  for  cost-conscious  consumers.  But  it 
will  allow7  lawmakers  to  say  they  did  something,  especially  if 
a  Medicare  drug  bill  stalls.  Dems  could  win  either  w7ay:  They 
can  claim  they've  helped  consumers  or  they  can  campaign 
against  the  gop  for  thwarting  more  sweeping  change. 

By  Howard  Gleckman,  with  John  Carey  and  Lorraine 
Woeltert 


WPITALWRAPUP 


FED:  THE  MARKET  HITS  HOME 

stewards  of  the  economy,  Federal 
■ve  officials  shy  away  from  active- 
ying  and  selling  stocks.  But 

not  immune  to  bear  markets.  In 
most  monetary  mandarins  saw 
personal  wealth  shrink  last  year, 
ding  to  an  analysis  by  the  nonprof- 
lancial  Markets  Center, 
ice  Fed  officials  don't  disclose  pre- 
how  much  they're  worth — and  in- 
release  the  value  of  their  assets 
lges — it's  hard  to  know  exactly 
Tiuch  money  they  lost  last  year. 


Yet  even  if  the  central  bankers'  wealth 
is  near  the  low  end  of  the  ranges  pro- 
vided, the  officials  still  lost  out.  For  ex- 
ample, Fed  Chairman  Alan  Greenspan 
and  his  wife,  NBC  News  correspondent 
Andrea  Mitchell,  saw  their  combined 
holdings  of  between  $4.1  million  and  $8.7 
million  shrink  by  as  little  as  2.7%  or  as 
much  as  28%  in  2001.  While  Greenspan 
confines  his  holdings  to  savings  ac- 
counts, money-market  funds,  and  Trea- 
sury bills,  Mitchell  holds  some  stocks. 

Two  other  Fed  officials  also  got  hurt 
in  2001.  Fed  Vice-Chairman  Roger  Fer- 
guson saw  his  family's  assets  shrivel  by 


3%  to  4.2%.  And  Fed  Governor  Edward 
Gramlich's  family  holdings  fell  3.2%  to 
4.8%.  It's  not  known  how  much  Gover- 
nors Susan  Bies  and  Mark  Olson  lost: 
They  just  joined  the  Fed  and  did  not 
have  to  file  last  year 

While  most  Fed  officials  are  worth 
w7ell  over  $1  million,  losing  money  in 
the  markets  brings  "extremely  relevant 
personal  experiences  to  bear  on  an  oth- 
erwise abstract  policy  question"  of 
whether  the  Fed  should  target  stock 
prices,  the  analysis  concludes.  In  other 
words,  they  feel  your  pain. 

By  Laura  Colin 
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International  Business 


A  series  of  catastrophes  has  the  Swiss 
wondering  where  things  went  awry 


What's  the  matter  with 
Switzerland?  That's  the 
question  Blick,  a  mass  cir- 
culation tabloid,  has  been 
asking  the  country's  busi- 
ness leaders  in  recent  days. 

Like  most  of  its  readers,  the  gaudy 
Zurich  newspaper  is  reacting  to  the  cor- 
porate, political,  and  managerial  disas- 
ters that  have  shattered  the  compla- 
cency of  Europe's  most  prosperous 
nation.  The  grounding  of  Swissair  last 
fall,  corporate-governance  battles  at 


Zurich  Financial  Services  Group  and 
Credit  Suisse  Group  this  spring,  the 
July  11  arrest  of  the  ambassador  to 
Luxembourg  on  charges  of  money-laun- 
dering, and,  most  tragically,  the  air-traf- 
fic failures  that  contributed  to  the  July  1 
Uberlingen  crash  in  which  52  Russian 
children  and  19  adults  died,  have  forced 
the  Swiss  to  acknowledge  that  their 
landlocked  country  of  just  over  7  million 
people  is  no  longer  the  bastion  of  order 
and  efficiency  it  once  was.  "Swissair 
and  [those  other  calamities]  have  trig- 


gered a  massive  debate,"  says 
Schips,  the  head  of  the  Swiss  Iai 
for  Business  Cycle  Research.  "I 
were  astonished  that  such  things 
happen  here."  Now,  the  soul-seai 
has  started,  and  with  it  a  serious 
to  change  the  system. 

First,  though,  comes  the  task 
uring  out  why  things  went  awrj 
Swiss  are  coming  to  grips  with  th 
that  many  business  executives, 
cians,  and  investors  had  wronglj 
vinced  themselves  that  their  way 
ing  things  was  superior.  It's  easy 
why.  Switzerland  is  Europe's  mos 
cessful  economy,  with  gross  dor 
product  of  more  than  $31,000  per  ( 
an  unemployment  rate  of  just  2.19 
a  massive  balance-of-payments  si 


56  BusinessWeek  /  July  29,  2002 


"No  one  exerted  discipline  on  management.  No  one 
asked  uncomfortable  questions" 


equal  to  almost  10%  of  GDP. 
Switzerland  has  five  companies 
in  the  world's  top  100 — food 
processor  Nestle,  financial-serv- 
ices giants  UBS  and  Credit  Su- 
isse Group,  and  pharmaceutical 
companies  Novartis  and  Roche 
Holding — compared  with  just 
six  from  Germany,  which  has 
a  population  10  times  as  big. 

Yet  that  success  encouraged 
management  at  Swissair,  Zurich 
Financial  Services,  and  Credit 
Suisse  to  embark  on  ill-consid- 
ered expansion  programs  and 
to  press  ahead  with  them  even 
when  it  became  clear  that  they 
weren't  in  shareholders'  inter- 
ests. And  it  bred  the  compla- 
cency that  allowed  air-traffic 
control  to  run  a  third-rate  op- 
eration. The  malaise  cuts  across 
public  and  private  sectors.  "No 
one  exerted  discipline  on  man- 
agement. No  one  asked  uncom- 
fortable questions,"  says  Hans 
Geiger,  head  of  the  University 
of  Zurich's  Swiss  Banking  In- 
stitute and  a  former  Credit  Su- 
isse executive  board  member. 

The  boards  of  most  Swiss 
companies  are  often  little  more 
than  rubber  stamps,  made  up 
of  members  of  the  country's 
small,  conservative,  smug  Es- 
tablishment. Everyone  knows 
everyone  else  and  sits  on  each 
other's  boards.  So  Nestle  ceo 

I  Peter  Brabeck-Letmathe  is 
vice-chairman  of  Credit  Suisse's 
board,  while  Credit  Suisse  hon- 
orary Chairman  Rainer  E.  Gut 
airman  of  Nestle.  If  these  players 
t  members  of  the  same  political 
or  Zurich  guild,  they  often  know 
other  from  army  days:  Many  cap- 
of  industry  were  also  officers, 
ttnwhile,  Switzerland's  passion  for 
t  democracy  doesn't  extend  to  the 
)rate  sphere.  Institutional  investors 
been  far  too  passive.  For  example, 
didn't  challenge  former  Zurich  Fi- 
al  Chairman  and  ceo  Rolf  Hiippi 
after  his  rapid  expansion  program 
nto  difficulties  and  the  company's 
;  price  plummeted.  "This  is  a  coun- 
vhere  most  political  decisions  are 
;  by  the  people  through  referen- 
,"  says  Geiger.  "Yet  big  sharehold- 
lever  made  any  effort  to  exercise 
•ol  over  the  companies  they  own." 


The  string  of  recent  catastrophes  has 
unnerved  ordinary  Swiss.  "I  always 
thought  we  had  the  world's  best  sys- 
tem, but  now,  I  see  I  was  mistaken," 
says  Anne-Marie  Mudry,  a  retired 
banker  from  Bern,  the  federal  capital. 
The  anti-Establishment  Swiss  People's 
Party  is  exploiting  that  dismay.  It's  now 
the  country's  most  popular  political 
grouping,  with  more  than  20%  of  the 
vote,  according  to  pollsters.  "The  politi- 
cal class  and  some  people  in  Big  Busi- 
ness are  as  inefficient  as  they  are  self- 
important,"  says  the  party's  best 
campaigner,  Christoph  Blocher,  a  poor 
pastor's  son  who  built  up  a  huge  chem- 
icals empire  before  turning  to  politics. 

Voters  are  in  vengeful  mood,  increas- 
ingly distrustful  of  big  companies  and 
free  markets.  Last  month,  the  people  of 
Thurgau,  a  canton  northeast  of  Zurich, 
threw  out  plans  to  turn  the  cantonal 
bank,  currently  a  public  institution,  into  a 
joint  stock  company.  The  cantonal  gov- 
ernment can't  even  think  of  privatizing 
the  bank.  And  in  September,  voters  look 
set  to  veto  plans  to  open  the  electricity 
market  to  competition.  Individual  in- 
vestors are  restive,  too.  Thousands  sup- 


ported activist  Hans-Ja- 
cob Heitz's  bid  to  oust 
Credit  Suisse  Chairman 
and  ceo  Lukas  Muhle- 
mann  at  the  annual 
meeting  on  May  31. 
"Public  and  sharehold- 
ers' trust  in  large  com- 
panies has  begun  to 
erode  dangerously," 
Justice  Minister  Ruth 
Metzler-Arnold  told 
business  leaders  in  a 
speech  last  month. 
"Further  erosion  in 
that  trust  would  under- 
mine our  economy." 

Shocked  out  of  their 
complacency,  the  lead- 
ing lights  of  Swiss  in- 
dustry have  hammered 
out  a  new  corporate- 
governance  code.  Com- 
panies will  be  required 
to  publish  the  salary  of 
their  highest-paid  ex- 
ecutive and  disclose 
the  total  amount  of 
money  and  perks  given 
to  board  members. 
"This  is  the  first  time 
Switzerland   has   had 


THE  GOOD 
AND  THE  DAD 


WHAT  HAS  GONE  WRONG 


•  Corporate-governance 
problems  have  surfaced  at 
many  large  companies 

•  Too  many  politicians  sit  on 
company  boards 

•  Little  economic  growth  for 
much  of  the  past  decade 

•  Productivity  in  many  sectors 
of  the  economy  is  no  longer 
on  the  rise 

•  Assault  on  bank  secrecy 
could  hurt  the  banking  sector 


WHAT'S  STILL  RIGHT 


•  Lowest  corporate  taxes  in 
Europe 

•  Stable  political  system 

•  Highly  flexible  labor  market 

•  World-beating  infrastructure 

•  Lowest  level  of  tax  evasion 
in  Europe 

Data:  BusinessWeek 


this  sort  of  regulation,"  says  Dominique 
Biedermann,  the  director  of  Foundation 
Ethos,  a  shareholder  group  that  repre- 
sents pension  funds. 

Meanwhile,  overconfident  managers 
are  increasingly  being  brought  to  heel. 
At  Credit  Suisse,  Miihlemann  is  being 
forced  to  give  up  the  chairmanship  after 
next  year's  annual  meeting.  Huppi  has 
stepped  down  after  major  shareholders 
at  Zurich  Financial  finally  turned  against 
him.  And  politicians  are  no  longer  as 
keen  to  sit  on  company  boards,  fearing 
they  may  be  caught  up  in  a  corporate 
disaster.  That  will  put  some  much-need- 
ed distance  between  politics  and  busi- 
ness. "Switzerland  is  becoming  a  normal 
country,"  says  Rudolf  Ramsauer,  chair- 
man of  Economiesuisse,  the  Swiss  Busi- 
ness Federation. 

Plenty  more  needs  to  be  done, 
though.  Despite  Switzerland's  wealth, 
its  economic  growth  is  flat.  One  way  to 
boost  productivity  is  to  open  the  pro- 
tected areas  of  the  Swiss  economy — in- 
cluding agriculture,  construction,  and 
tourism — to  foreign  competition,  though 
that  would  be  hard  to  sell  to  voters  at 
this  point. 

Up  to  now,  the 
Swiss  model  has 
proved  remarkably  re- 
silient. The  watch  in- 
dustry successfully  re- 
structured after  being 
almost  crushed  by 
Japanese  competition 
in  the  1970s.  And  oth- 
er manufacturing  sec- 
tors did  likewise  in  the 
1990s  when  their  com- 
petitiveness was  erod- 
ed by  the  soaring 
Swiss  franc.  But  can 
the  country  as  a  whole 
renew  itself?  "Whether 
Switzerland  becomes 
Europe's  cow  patty  or 
its  jewel  is  still  an 
open  question,"  says 
David  Bosshart,  direc- 
tor of  Gottlieb 
Duttweiler  Institut  in 
Zurich,  which  analyzes 
the  retail  sector.  Well, 
before  change  comes 
the  jolt.  The  Swiss 
have  definitely  been 
jolted. 

By  David  Fairlamb 
in  Zurich 
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International  Business 


FRANCE 


A  TALK  WITH 
THE  GODFATHER' 

Claude  Bebear  on  what 
French  business  needs  now 

Claude  Bebear,  the  66-year-old 
founder  and  chairman  of  French  in- 
surance giant  Axa,  is  the  most  influen- 
tial financier  in  the  country — so  much 
so  that  the  French  press  calls  him  the 
"godfather  of  French  capitalism."  His 
key  role  in  the  recent  palace  coup 
against  Vivendi  Universal  ceo  Jean- 
Marie  Messier  is  a  reminder  of  just 
how  powerful  Bebear  remains.  That 
power  could  now  increase:  Bebear  clear- 
ly has  the  ear  of  France's  new  center- 
right  government.  And  he  has  set  up 
the  Institut  Montaigne,  an  informal 
group  of  top  executives  and  academics 
who  are  developing  free-market  solu- 
tions for  France's  problems.  In  mid- 
July,  BusinessWeek's  John  Rossant  and 
Carol  Matlock  dropped  by  Bebear's  lux- 
urious Paris  office  near  the  Presidential 
Palace  for  a  chat. 


IN  AXA'S  GARDEN: 

played  a  major  ro 
Messier's  ouster 


bers  understood  the  t: 
was  a  serious  pi  ill 
But  while  the  Am  ics 
wanted  to  get  rid  I 
right  away,  the  er 
wanted  to  find  a  r  la 
ment  first.  They  as  i 
if  I  wanted  the  job  m 
said:  No,  but  I  ca  si 
gest  someone — Jea  I 
Fourtou.  [The  form*  vi 
chairman  of  drug  a; 
Aventis  was  named  p 
di's  ceo  on  July  3.] 


auditors  who  are  part  of  the  corporate 
hierarchy.  We  need  to  have  independent 
auditors,  hired  not  by  the  hierarchy  but 
by  the  audit  committee. 


How  concerned  are  you  about  the  current 
turmoil  in  the  financial  markets? 

It's  very  worrying.  It's  totally  irra- 
tional. The  American  economy  and  the 
European  economies  are  generally  do- 
ing well.  Yet  there  is  a  total  loss  of 
confidence  in  the  financial  markets. 
There  is  no  justification  for  this  ex- 
traordinary crash. 

We  need  an  interven- 
tion   by    the    central 
banks.  They  must  deci- 
sively show  their  confi- 
dence in  the  economy.   .  .       - 
And  we  need  concerted   li&VQ  lndepeiL- 
action  to  limit  the  ca-     .  , , 
pacity  of  hedge  funds  to   deilt  aUUllOrS, 
borrow.  They  create  a  .    ,         ,  . 

hired  not  by 


OVERSIGHT 

"We  need  to 


What  should  be  done  to  improve  corpo- 
rate governance? 

I  distrust  government  regulation.  It 
always  backfires.  There  are  other,  more 
efficient  and  flexible  means.  For  exam- 
ple, ratings  agencies  can  evaluate  cor- 
porate governance.  In  fact,  they're  al- 
ready starting  to  do 
this. 


volatility    that's    irra 
tional — even  immoral. 


the  hierarchy" 


Isn't  poor  corporate  gov- 
ernance to  blame,  too? 

Incontestably,  the 
companies  that  are  in 
trouble  generally  are  those  where  the 
board  has  not  done  its  job.  The  board  is 
there  to  define  the  strategy,  to  name 
top  management,  and  to  verify  the  exe- 
cution of  the  strategy — and,  if  the  strat- 
egy is  not  executed,  to  replace  the  man- 
agement. Too  often,  boards'  audit 
committees  review  the  accounts  with 


CLAUDE  BEBEAR 


Why  did  you  get  involved 
in  the  Vivendi  Universal 
controversy? 

I  didn't  choose  to  get 
involved.  It  started 
when  I  had  a  private 
conversation  with  three 
people  about  the  strate- 
gy of  Vivendi  and  the 
personal  strategy  of 
Messier.  It  was  leaked 
to  Le  Monde,  [which] 
presented  it  as  a  con- 
spiracy, which  was  ab- 
solutely false.  As  the  pressure  on 
Messier  began  to  mount,  everyone  be- 
gan to  contact  me.  The  Americans  [on 
the  board]  asked  me  to  take  Messier's 
place,  but  I  said  no.  Leaders  in  the 
French  financial  community  also  talked 
to  me  and  said  something  had  to  be 
done.  Finally,  a  majority  of  board  mem- 


How  bad  was  the  firfc 
situation? 

If  the  decision 
place  Messier]  hadn 
made  when  it  was, 
di  would  have  run 
money  within  day 
banks  were  suppo 
extend    $400    milli 
credit,  but  they  d- 
not  to.  They  would  have  pulled  t 
out  from  under  Vivendi.  We  ma 
decision  on  a  Sunday  [June  30].  \ 
had  just  been  downgraded  by  tl 
ings  agencies.  On  Tuesday,  the 
would  have  cut  off  credit. 

The  reason  I  agreed  to  jo 
board,  and  the  reason  Fourtou  ac( 
was  that  if  Vivendi  collapsed, 
could  have  been  a  systemic  eff 
loss  of  confidence  in  the  French 
ket.  We  had  to  prevent  this.  No 
are  taking  the  situation  in  nan 
have  secured  new  lines  of  credit,  a 
are  evaluating  which  holdings  sho 
sold  to  reduce  debt,  which  is 
unsustainable  level. 

Are  you  hopeful  that  France's  new 
ernment  will  enact  such  free-marke 
forms  as  privatization  and  deregulat 

I'm  optimistic.  Chirac  doesn't 
to  run  again,  and  if  he  wants  to  a 
his  place  in  history,  he  has  to  r 
now.  Will  the  new  government  ha\ 
courage  of  Thatcher  and  Reagan? 
see.  The  real  test  will  come  when 
face  the  first  conflict.  A  lot  will  d< 
on  explaining  what  they  want  to  d 
doing  things  at  the  right  time,  no 
ing  to  do  everything  at  once. 


BusinessWeek  online 


For  a  full  interview  with  Claude  Bebe 
go  to  the  July  29  issue  online  at 
www.businessweek.com 
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International  Business 


HONG  KONG 


SINKING  PRICES 

OUGHT  TO  BE  A  BLESSING,  RIGHT? 

But  in  Hong  Kong,  deflation  is  wreaking  economic  havoc 


Earlier  this  month,  more  than  30,000 
people  marched  in  Hong  Kong's 
biggest  protest  since  the  1989 
Tiananmen  Square  crackdown.  These 
weren't  pro-democracy  marchers  taking 
to  the  streets  but  civil  servants  protest- 
ing the  government's  decision  to  cut 
their  pay  by  as  much  as  4.4%  this  year. 
It  was  just  the  latest  sign  of  how  Hong 
Kong  is  grappling  with  a  problem  that 
has  battered  its  economy  for  nearly  four 
years:  chronic  deflation. 

Odd  as  it  may  be  to  a  New  Yorker  or 
a  Londoner  conditioned  to  expect  steadi- 
ly rising  prices,  each  and  every  month 
since  October,  1998,  prices  in  Hong  Kong 
have  fallen.  That  may  seem  like  good 
news  for  this  notoriously  expensive  city, 
but  instead  it  has  been  a  double  blow. 
Prices  haven't  fallen  enough  to  fully  re- 
vive Hong  Kong's  competitiveness,  but 
they  have  dropped  enough  to  help  grind 
down  the  economy.  Property  prices  have 
fallen  the  most,  plunging  60%  and  leaving 
as  many  as  100,000  homeowners  owing 
the  banks  more  than  their  apartments 
are  worth.  Unemployment  has  reached 
7.7%,  the  highest  since  the  government 
began  keeping  records  in  1981.  That's 
helping  to  push  down  retail  sales — they 
were  off  4.1%  in  the  first  five  months  of 
the  year,  compared  with  the  same  period 


last  year.  "We  have  a  very  defensive 
consumer  mindset,"  says  hsbc  Holdings 
PLC's  chief  economist  for  Greater  China, 
George  Leung. 

What's  more,  short  of  breaking  the 
Hong  Kong  dollar's  peg  to  the  U.  S.  dol- 
lar, there's  nothing  much  the  govern- 
ment can  do  about  deflation — except 
waiting  until  the  glob-  m_| 
al  economy  recovers 
and  demand  for  the 
city's  goods  and  serv- 
ices picks  up.  The  peg 
ties  the  government's 
hands  when  it  comes 
to  easing  monetary 
policy.  So  prices  must 
adjust  instead,  as  the 
architects  of  the  peg 
envisioned.  Hong 
Kong's  price  index  has 
dropped  nearly  11% 
since  the  deflation  be- 
gan, and  wages  have 
fallen  by  almost  as  much. 

Trouble  is,  other  Asian  currencies  de- 
preciated sharply  with  the  1997-98  fi- 
nancial turmoil.  That  means  Hong  Kong 
is  still  expensive  compared  with  much  of 
the  region.  Hong  Kong  remains  Asia's 
priciest  port,  for  example.  Its  handling 
charges  range  between  $100  and  $200  a 


BIG  MARCH 

Civil  servants 
protesting  a  wage 
cut  imposed  by 
the  government 


GETTING  CHEAPER 


HONG  KONG' 

CONSUMER 
PRICE  INDEX 
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Data:  Bloomberg  Financial  Markets 


ton,  nearly 
those  in  Sinj 
while  the  p<] 
southern 
charge  as  t | 
$35  a  ton. 
So    the 
ment  isn't  over  yet:  The  gover 
forecasts  that  prices  will  fall  2.8| 
year  and  that  GDP  will  grow  jul 
The  U.S.  dollar's  recent  fall  ma| 
Hong  Kong  regain  its  balance, 
city  probably  faces  at  least  12 
more  of  falling  prices.  "It  will  be 
grind  back  up,"  says  Standard 
tered  Bank  economist  Mike  Mord 
Nonetheless,  Hong  Kong  Chief  | 
utive  Tung  Chee  Hwa  reaffirme 
month  that  the  government  has 
to  change  the  19-year-old  peg.  All) 
delinking  would  make  deflation 
overnight  by  weakening  the 
and  driving  up  import  prices,  that  I 
pose  a  huge  risk  to  a  city  with  a 
nance  sector  that  depends  on  invJ 
confidence.  "We've  gone  throul 
much  pain  already,"  says  Ian 
chief  economist  for  the  Hong  Kong 
eral  Chamber  of  Commerce.  "If 
away  with  the  peg,  it  would  be 
very,  very  difficult  situation." 
priming  isn't  much  of  an  option, 
The  budget  deficit  is  already  n 
at  3.3%  of  gross  domestic  productl 
high  for  a  city  used  to  surpluses. " 
Signs  of  suffering  are  easy  t| 
Banks,  which  once  thrived  on  fat 
from  mortgages,  now  face  shrinkin| 
portfolios.  Lending  was  down  9.79 
on-year  during  the  first  five 
while  personal  and  corporate  be 
cies  tripled.  In  March,  banks 
m^gm  an  average  of 
their  credit-card 
compared  with 
year  earlier. 

Even  solvent| 
sumers  are  not 
ested  in  borrcl 
more  moneyl 
when  they're  sil 
on  a  piece  of  neg\ 
equity.  Just  ask 
Lau.  Back  in  li 
paid  $307,000 
500-square-foot  fl 
Sheung  Shui  neal 
Chinese  border.  II 
his  flat  is  worth  25%  less  tharl 
$200,000  he  still  owes  the  bank,  "if 
a  very  silly  purchase,"  laments  thl 
year-old  sales  manager  for  a  buill 
materials  company.  "But  if  you 
stuck,  you  just  have  to  dig  yourself  | 
Listen  up,  Hong  Kong. 

By  Frederik  Balfour  in  Hong 
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I , 


WHAT  KIND  OF  DECISIONS  DO  YOU 

MAKE  IN  HOLLYWOOD? 

IF  YOU'RE  FOX,  ENTERTAINING  ONES. 


jou  need  the  right  information 
Filmed  Entertainment 
lis.  That's  how  they've 
one  of  the  most 
creators  and  distributors 
uster  films  in  the  world. 


And  that's  why  they  chose 
Crystal  Decisions".  Our  web- 
based  reporting,  analysis  and 
information  delivery  technology 
helps  Fox  track  critical  business 
information  through  distribution 


channels  and  leverage  that 
information  to  make  smarter 
decisions.  With  over  10  million 
licenses  shipped,  and  partners 
including  SAP'  and  Microsoft , 
we've  proven  our  solutions 


deliver  information,  cut  costs 
and  improve  productivity. 
Want  to  learn  more?  Visit:  www. 
crystaldecisions.com/ent/005/, 
or  call  1-866-821-3525. 


Analyze.  Report.  Share. 


crystal  decisions 


Government 


COMMENTARY 


By  Paul  Magnusson 


A  U.S.  TRADE  PLOY  THAT  IS  STARTING  TO  BOOMERANG 


You're  the  CEO  of  a  widget  compa- 
ny. The  economy  is  sputtering, 
demand  is  down,  and  your  ware- 
house is  full  of  widgets  approaching 
their  expiration  date.  You  rule  out 
layoffs  to  slow  production  and  in- 
stead slash  prices  to  empty  those 
shelves.  Next  Fourth  of  July,  you'll 
be  cheered  at  the  company  picnic. 
But  if  you're  a  widget  exporter 
and  you  cut  prices 
to  clear  out  your 
inventory,  a  differ- 
ent fate  awaits 
you.  By  merely 
discounting  prices 
on  goods  that  you 
sell  abroad,  you 
may  be  "dumping." 
So  future  exports 
could  face  high- 
penalty  tariffs  col- 
lected by  foreign 
governments.  As 
many  a  U.S.  com- 
pany has  discov- 
ered, it's  that  easy 
to  run  afoul  of  in- 
ternational anti- 
dumping rules. 

Welcome  to  the 
curious  and  contra- 
dictory world  of 
anti-dumping  laws,  cloaked  in  obscuri- 
ty and  illogic  and  administered  by  a 
cabal  of  highly  specialized  lawyers, 
consultants,  accountants,  and  govern- 
ment customs  agents.  In  the  next  few 
weeks,  expect  to  hear  more  about  this 
arcane  issue.  Why?  On  July  17,  House 
and  Senate  jockeying  began  over  a 
fast -track  bill  that 
would  let  President 
George  W  Bush 


B.  Zoellick,  who  already  acceded  to 
demands  from  developing  nations  to 
put  the  contentious  anti-dumping  is- 
sue on  the  bargaining  table,  insists 
that  no  trade  bill  is  preferable  to  one 
with  that  prohibition. 

Instead  of  tying  the  President's 
hands,  Congress  ought  to  be  encour- 
aging reform.  "Most  economists  think 
the  anti-dumping  laws  are  completely 


negotiate  trade 
treaties  with  mini- 
mum involvement 
by  Congress.  But 
there's  one  major 
exception  to  the 
Senate  version:  He 
cannot  negotiate 
any  reforms  of 
America's  anti- 
dumping laws. 

U.  S.  Trade  Rep- 
resentative Robert 


A  SPIKE  IN 
DUMPING  CASES 


Countries  are  increasingly  levying 
fines  against  one  another 


'95         '96        '97        '98         99 
Data:  World  Trade  Organization.  Cato  Institute 


nuts,  but  I  suspect  that  very  few 
lawmakers  even  understand  how 
they  work,"  says  Robert  E.  Litan, 
director  of  economic  studies  at  the 
Brookings  Institution.  "And  now,  the 
developing  world  is  picking  up  on 
our  bad  example." 

Indeed,  India  and  China  have  re- 
cently taken  up  the 
anti-dumping  cudgel 
with  a  vengeance, 
and  the  U.  S.  has  be- 
come a  top  target. 
Some  of  the  U.S. 
companies  now  in 
the  sights  of  trade 
protectionists  abroad 
include  Amana,  In- 
ternational Paper, 
Dow  Chemical,  3M, 
and  Bristol-Myers 
Squibb.  Developing 
countries  filed  only  a 
handful  of  cases  in 


the  1980s,  but  they  brought  700 
es  overall  in  the  second  half  of  tlj 
1990s,  according  to  figures  compi) 
by  the  Cato  Institute  in  Washing 
Today,  U.  S.  exporters  face  about| 
active  investigations  and  89  pena 
tariffs,  according  to  the  U.  S.  Cor 
merce  Dept. 

Long  the  target  of  U.  S.,  Ce 
and  European  dumping  laws,  poc| 
nations  are  lea 
ing  that  dumpi 
duties  can  be  a 
convenient  wa; 
protecting  fa 
domestic  indus 
tries.  China's  n(| 
membership  in 
World  Trade 
nization  has  "ap 
peared  to  ampl 
[its]  new  intere 
in  bringing  anti 
dumping  cases 
against  the  U.l 
behalf  of  uncor 
itive  state-run  ( I 
terprises,  accor  I 
to  a  2002  repon  j 
from  the  U.  S. 
Trade  Represer 
tive's  office.  Del 
spite  its  late  st<  j 
India  is  levying 
more  dumping 
penalties  (9) 
against  U.  S.  pn  | 
ucts  than  is  the  [ 
tire  15-nation  E| 

ropean  Union  (2 

The  danger:  As  more  developing  il 
tions  reduce  tariffs  to  comply  wit!  I 
wto  agreements,  they'll  switch  to  [ 
anti-dumping  penalties  to  keep  ho| 
industries  cosseted. 

U.  S.  anti-dumping  statutes  we 
written  80  years  ago  to  protect 
against  predatory  pricing  by  foreij| 
exporters.  Theoretically,  dumping 
curs  when  a  company  sells  goods 
overseas  at  prices  below  the  cost 
production  or  below  the  home-marl 
ket  price.  But  import-sensitive  cor| 
panies,  particularly  in  the  steel  in- 
dustry, which  files  nearly  half  of  all 
U.  S.  dumping  petitions,  "captured  f 
the  process  and  dictated  the  rules 


ZOELLICK: 

No  fast-track 
trade  bill 
would  be 
better  than  the 
Senate  version 
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#1  in  BusinessWeek's  2001  Buying  Guide 
Evo  Notebook  N600c 

Mobile  Intel*  Pentium*  III  Processor  1.20GHz-M 
Designed  to  meet  the  needs  of  professional 
road  warriors 


What  makes  a  best  buy?  Integrated  wireless  capability,  lightweight 
durability  and,  as  always,  responsive  technical  support.  Those  are  just 
a  few  of  the  features  that  put  this  product  at  the  top  of  every  well 
equipped  road  warrior's  list. 


For  latest  pricing  and  availability,  call  toll  free 

Buy  direct  from  Compaq  at  888-349-5704, 
compaq.com/awardwinning/bw,  or  visit  your  local  reseller. 


COMPAQ 


brought  to  you  by  hp 


paq  PCs  use  genuine  Microsoft®  Windows® 
v.microsoft.com/piracy/howtotell 

lewlett-Packard  Company.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Intel,  the  Intel  Inside  logo  and  Pentium 
smarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Other  products  mentioned  herein  may  be  trademarks  or  registered 
ks  of  their  respective  companies.  HP  shall  not  be  liable  for  editorial,  typographical  or  pictorial  errors  or  omissions  contained  herein. 


assessing  dumping,  according  to 
Michael  S.  Knoll,  a  University  of 
Pennsylvania  law  professor.  "The 
system  has  been  rigged  so  that  it's 
easy  to  persuade  the  Commerce 
Dept.  that  there  has  been  dump- 
ing," says  Knoll. 

Given  the  various  plaintiff- 
friendly  methods  of  calculating 
"fair"  prices,  it's  easy  to  see  why. 
An  example:  If  a  foreign  manufac- 
turer doesn't  respond  to  a  detailed 
Commerce  Dept.  questionnaire 
about  its  pricing  policies,  the  de- 
partment can  just  accept  the  alle- 
gations of  the  U.  S.  plaintiff.  In 
calculating  whether  an  exporter  is 
charging  a  "fair"  price,  Commerce 
can  determine  the  theoretical  cost 
of  production  in  the  home  country 
and  add  10%  overhead  and  8% 
profit.  Anything  under  that  price 
points  to  dumping. 

That's  not  to  say  that  anti- 
dumping laws  have  no  place.  But 
they  need  to  meet  a  more  con- 
sumer-friendly test.  For  example, 
are  exports  being  priced  to  dam- 
age a  U.  S.  industry  in  order  to 


New  WTO  members 

seem  to  be  using 

dumping  duties  to 

replace  tariffs 


seize  monopoly  control?  Are  other 
nations  restricting  their  own  mar- 
kets to  only  domestic  producers  in 
order  to  generate  high  profits  and 
subsidize  exports?  In  those  cases, 
dumping  penalties  are  clearly  war- 
ranted. As  with  antitrust  laws, 
anti-dumping  cases  should  rest  on 
whether  an  exporter  is  undermin- 
ing competition  in  order  to  hike 
prices  later. 

International  talks  to  reform  the 
process  have  precedents.  The  1994 
Uruguay  Round  required  wto 
members  to  review  dumping 
penalties  every  five  years  and  to 
drop  duties  that  are  no  longer  jus- 
tified. That's  sensible.  Next,  the 
WTO  nations  need  to  get  back  to 
the  basics  of  defining  unfair 
pricing.  Exporters  shouldn't  be  pe- 
nalized just  for  following  sound 
business  practices. 

Magnusson  covers  international 
trade  from  Washington. 


The  Corporation 


DEFENSE 


NORTHROP'S  RISKY 
FLIGHT  PATH 

Buying  TRW  is  a  coup,  but  will  it  pay  off  for  sharehold* 


If  Kent  Kresa  were  a  fighter  pilot,  he 
would  certainly  qualify  as  an  ace  af- 
ter his  performance  over  the  past 
year  and  a  half.  The  low-key  chair- 
man and  ceo  of  Northrop  Grumman 
Corp.  completed  two  big  mergers  in 
2001,  adding  Litton  Industries  Inc.  and 
Newport  News  Shipbuilding  to 
Northrop's  lineup.  In  the  past  nine 
months,  Northrop  has  also  shared  in 
such  big  new  contract  awards  as  the 
$225  billion  Joint  Strike  Fighter,  a  new 
jet  fighter  that  will  replace  older  planes 
in  the  Air  Force,  Marines,  and  Navy, 
and  a  $17  billion  modernization  of  the 
U.  S.  Coast  Guard  fleet. 

Then,  on  July  1,  Kresa  scored  again, 


TRW  brings  long-term  expertise  I 
veloping  spy  and  military  cor 
tions  satellites.  It  supplies  criticalj 
for  the  Milstar  satellites,  for  insj 
the  military's  main  method  for 
critical  data  from  remote  regior 
as  Afghanistan.  Northrop  is  all 
strong  in  radar  systems,  intellijj 
gathering  aircraft,  and  battlefielc 
agement  computer  systems.  Per 
spending  on  missile  defense  syj 
alone  is  projected  to  climb  to  $11 
by  2007,  from  $7.8  billion  today. 

At  the  same  time,  Northrop  i| 
working  to  supply  the  Navy  and 
Guard  with  a  new  generation  of  i 
faster,  and  more  technologically  s  ! 


NORTHROP'S  DEALS 
PILE  ON  THE  DEBT 


*ORTHRi 


iumman 


C  s| 


55%  DEBT  AS  A  L 
PERCENTA6E  OF  T 

-  45%  DEBT  AS  A 
PERCENTA6E  OF 
TOTAL  CAPITAL 

TOTAL  CAPITAL  |_ 

DEBT  — 

HE     FUT 


'99  '00 

,  BILLIONS  OF  DOLLARS 


■02* 


•ESTIMATE  INCLUDES  TRW  AND  ITS  AUTO  UNIT 

Data:  Company  reports.  Bloomberg  Financial  Markets. 

ENP  Paribas 


NORTHROP'S 
KRESA  AND 
TRWS 
ODEEN 


announcing  that  Northrop  had  won  a 
bruising  five-month  battle  to  acquire 
TRW  Inc.  When  Kresa  and  trw  Chair- 
man Philip  A.  Odeen  finally  shook  hands 
on  the  deal,  Northrop  was  poised  to  be- 
come the  second-largest  defense  con- 
tractor in  the  U.S. — after  Lockheed 
Martin  Corp. — with  sales  estimated  at 
$26  billion  next  year. 

In  theory,  trw,  with  its  information- 
and  space-based  technology  businesses, 
should  give  Kresa's  outfit  a  big  boost. 
Northrop  is  projecting  a  23%  rise  in 
profits  in  2003,  from  2002's  estimated 
$750  miUion.  Kresa  believes  the  acquisi- 
tion, scheduled  to  close  before  yearend, 
will  make  Northrop  even  more  of  a 
player  in  space  and  mis- 
sile-defense sys- 
tems. 


ticated  ships.  Next  year,  its  shipbu 
expertise  will  be  on  display  whei 
Navy  accepts  its  latest  aircraft  ca 
the  uss  Ronald  W.  Reagan,  from 
port  News.  "While  Kresa  keeps  a 
sonably  low  profile,  he's  been  one  ( 
industry's  bigger  forward  thinkers," 
Jon  B.  Kutler,  a  defense  industr 
vestment  banker  at  Quarterdecl 
vestment  Partners  LLC. 

If  Kresa's  grand  strategy  w 
Northrop  will  emerge  as  a  well-rou 
defense  contractor,  capable  of  supp 
high-tech  armaments  or  componer 
most  of  the  military.  That's  a 
key  reason 
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■op  fought  so  hard  to  obtain  New- 
s  and  TRW.  But  Kresa  will  need 

skill  he  can  muster  to  make  this 
r  r  pay  off.  It's  full  of  potential  pit- 
(  he  TRW  debt  Northrop  is  likely  to 
t  ,  the  acquisition's  potentially  dilu- 
?  "feet  on  Northrop  stock,  an^ 

ssibility  that  Congress 
Relays,  or  elimi- 
i  funding 

.   con- 

■rst  case:  Kre- 

yio  is  expected  to  re- 

i  March,  could  repeat  the  expe- 
of   former    Lockheed    Martin 
i  nan  Norman  R.  Augustine.  He 
i  (1  that  company  through  a  series 
Liisitions,  but  earnings  tumbled  af- 
■  retired  in  1997.  Kresa  and  all 
»  Northrop  executives  declined  to 
r  'nt  for  this  article.  Exit  Kresa  has 
i  vat  Northrop's  well-honed  merger 
tation  process  will  let  it  continue 
Lord  of  successful  acquisitions. 
|i  ■  reason  Northrop  shares  have  fall- 
ce  mid-June  from  $132  to  about 
I -following  a  50%  rise  over  the  pre- 
118  months — is  the  potential  for  di- 
i  Later  this  year,  Northrop  will  is- 
jw  71     million     shares     to     trw 
lolders,  more  than  half  the  current 
;r  of  outstanding  Northrop  shares, 
on  estimates  from  Deutsche  Bank 
ities  Inc.  analyst  Christopher  H. 
y,  Kresa  is  paying  about  8.7  times 
sash  flow  for  the  two  TRW  busi- 
he  plans  to  keep,  space  electronics 
formation  technology.  Northrop  as 
>le  trades  for  7.8  times  cash  flow, 
analysts  had  cut  their  earnings  es- 
s  to  reflect  that.  But  the  company's 
of  strong  second-quarter  earnings 
ush  up  the  2003  consensus,  which 
at  $7.49  per  share,  according  to 
gs  tracker  Multex.com. 
hough  the  TRW  merger  is  a  stock 
Northrop's  debt  has  steadily  risen 
esult  of  its  earlier  buys  (chart)  to 
>illion.  trw  has  a  similar  amount, 
to  the  merger  deal,  TRW  said  it 
sell  its  aeronautical  systems  unit 
.5  billion.  The  proceeds  would  be 
o  pay  down  debt,  leaving  a  corn- 
debt  of  about  $9  billion.  Kresa 
opes  to  sell  trw's  auto-parts  busi- 
Analysts  say  that  could  raise  $5 
i  to  retire  debt. 
)nly  it  were  that  easy,  trw's  auto- 


SBIRS  LOW  SATELLITE: 

It  tracks  enemy 
missiles 


parts  business,  j 
which  has  $10  bil-,1 
lion  in  annual  sales,  has  been  in* 
play  since  Northrop  made  its  first 
hostile  offer  in  February — with  no  tak- 
ers. That's  because  parts  companies  are 
being  squeezed  unmercifully  by  car- 
makers trying  to  cut  costs.  If  Kresa 
can't  find  a  buyer  at  close  to  $5  billion, 
he  may  have  to  spin  off  the  unit  to 
shareholders  in  a  manner  that  could 
leave  Northrop  holding  $1  billion  or 
more  in  additional  trw  debt.  That  pos- 
sibility led  Moody's  Investors  Service 
to  put  Northrop  on  credit  watch  for  a 
possible  rating  downgrade  when  the 
deal  was  first  proposed. 

Kresa  gets  lots  of  credit  for  spotting 
a  potential  boom  in  space  spending  by 
the  Pentagon,  and  trw's  satellite  busi- 
ness was  one  of  the  prime  targets  in 
the  deal.  But  the  space  unit  has  fal- 
tered recently.  Last  year  it  earned  $117 
million  before  special  charges,  on  sales 
of  $2  billion.  That's  less  than  half  of 
what  it  earned  in  1999.  Sources  familiar 
with  Northrop's  plans  say  trw  had  been 
investing  in  unprofitable  commercial 
communications  programs  that  Kresa 
will  cut.  Still,  trw's  space  and  info-tech 
units  together  earned  about  6.3%  on 
sales  last  year.  That  is  below  Northrop's 
7.4%  overall  margin,  suggesting  that  if 
Kresa  can't  boost  profits  at  the  acquired 
units,  Northrop's  margins  could  tumble. 

Even  though  regulators  are  expected 
to  clear  the  trw  merger,  the  Pentagon 
still  figures  to  have  a  say  in  how  it 
comes  together.  Unless  the  military 
brass  feels  comfortable  that  certain  sec- 
tors of  the  industry  remain  competitive, 
it  has  the  ability  to  quash  the  deal. 


PITFALLS 


Some  mili- 
tary contractors  are 
already  fretting  that  a  more 

integrated  Northrop  will  be  able  to 
squeeze  out  smaller  contractors  in  criti- 
cal new  programs  such  as  the  Space- 
Based  Infra-Red  System  (sbirs)  Low, 

which  uses  low-orbiting  satellites  to 
track  incoming  enemy  missiles  and 
tarelay  the  information  to  a  defen- 
sive missile  or  even  a  laser 
f  weapon.  Northrop  is  discussing 
remedies  that  would  ensure  com- 
petitor access  to  future  missile  con- 
tracts, say  sources  close  to  the  company. 

Moreover,  even  though  funding  for 
space  and  missile  programs  is  expected 
to  climb,  Northrop  runs  the  risk  that 
financial  pressures  could  force  Congress 
to  cut  some  of  its  bread-and-butter  air- 
craft programs.  "There  will  have  to  be 
trade-offs  in  the  Pentagon  budget,"  says 
William  Hartung,  a  defense  industry  an- 
alyst at  the  World  Policy  Institute,  a 
foreign  policy  think  tank  in  New  York 
City.  "[Northrop]  could  easily  find  that 
this  isn't  all  gravy."  The  U.  S.  Navy  is  al- 
ready weighing  cuts  in  the  Joint  Strike 
Fighter,  which  Northrop  is  building  with 
Lockheed  Martin.  Northrop  also  faces 
trouble  with  its  high-profile  Global  Hawk 
reconnaissance  plane,  the  unmanned  jet 
that  will  replace  the  U-2  spy  plane. 
Higher  costs  have  prompted  the  Air 
Force  to  request  a  50%  cut  in  the 
plane's  $48  million  per-unit  price  tag. 

Kresa  so  far  has  done  an  outstanding 
job  of  piloting  Northrop  through  the 
defense  industry's  troubled  skies.  Next 
March,  he  reaches  Northrop's  manda- 
tory retirement  age  of  65.  His  expected 
replacement,  Northrop  President  Ronald 
D.  Sugar,  is  himself  a  20-year  veteran  of 
trw,  where  he  once  served  as  chief  fi- 
nancial officer.  Sugar  is  by  all  accounts  a 
credible  leader  whose  time  at  trw 
should  prove  helpful.  But  if  things  don't 
go  according  to  plan,  Kresa  could  find 
himself  retiring  as  an  ace  but  leaving  his 
wingman  in  a  tight  spot. 

By  Christopher  Palmeri  in  Los  Ange- 
les, with  Stan  Crock  in  Washington,  D.  C. 


Northrop  should  be  a  stronger 
player  with  TRW,  but  Kresa  needs  to 

shed  some  of  its  troubled 
^assets 


Information  Technology 


SEMICONDUCTORS 


NVIDIA: 

DODGING  A  HAIL 
OF  BULLETS 

Can  the  chip  wizard  fight  off  rivals  and  the  SEC? 


In  the  shoot-'em-up  business  of  graph- 
ics chips,  Nvidia  Corp.  has  rocketed 
from  obscurity  in  just  four  years  to 
become  the  fastest  gunslinger  in  town. 
To  the  delight  of  gamers  worldwide,  the 
company  has  consistently  delivered  tech- 
nology that  brings  dazzling,  movielike 
digital  graphics  to  computers  and  game 
consoles.  That  helped  Nvidia  rank  as 
the  best-performing  stock  in  the  Stan- 
dard &  Poor's  500-stock  index  last  year, 
with  its  shares  up  308%,  to  $66.90. 

Now,  however,  the  Santa  Clara  (Calif.) 
company  is  dodging  a  hail  of  bullets  en- 
graved with  its  name.  PC  sales  are  stag- 
nating. Competition  from  rivals  such  as 
ATI  Technologies  Inc.  and  Intel  Corp.  is 
intensifying.  Manufacturing  problems  are 
threatening  to  delay  Nvidia's  next-gen- 
eration chip.  Just  to  top  things  off,  the 
Securities  &  Exchange  Commission  is 
digging  into  the  company's  accounting 
practices.  No  wonder  Nvidia  stock  is 
down  68%,  to  $21  this  year.  "For  the 
first  time  in  a  long  time,  Nvidia  is  being 
challenged,"  says  analyst  Joseph  Osha 
of  Merrill  Lynch  &  Co. 

Chief  Executive  Jen-Hsun  Huang  is 


A  HIGHFLIER  COMES  DOWH  TO  EARTH 

The  stock  of  graphics-chip  maker  Nvidia  is  down  68%  this 
year  after  rising  308%  in  2001.  Here's  its  turnaround  plan 


trying  to  beat  back 
the  challenges.  As 
sales  slow  in  the  com- 
pany's core  desktop-PC 
market,  he's  pushing 
into  new  markets,  in- 
cluding graphics  chips 
for  high-end  notebooks 
and  such  low-end 
products  as  set-top  HARD  PUSH: 
boxes.  On  July  16,  Huang  has 
Nvidia  released  a  new  new  chips 
set  of  chips  aimed  at  for  set-top 
low-end  PCs  and  set-  boxes  and 
top  boxes.  And  Huang  notebook 
is  striving  to  make  computers 
sure  Nvidia's  next-gen- 
eration  chip,  code-named  NV30,  hits  the 
market  later  this  year,  right  on  time. 
"We're  gaining  traction  in  every  single 
market  we're  serving,"  Huang  says. 

Still,  Nvidia's  problems  look  like 
they're  going  to  get  worse  before  they 
get  better.  The  company  is  having  a 
tough  time  penetrating  the  new  mar- 
kets it  has  targeted.  In  low-end  graphics 
chips,  for  example,  Intel  is  pricing  so 
aggressively  that  it  is  expected  to  grab 
40%  of  the  mar- 
ket by  mid-2003, 
up  from  17% 
now.  Worse,  ATI 
introduced      its 


new  Radeon  graphics  chip  on  Jt| 
and  industry  analysts  say  it's 
ahead    of    Nvidia's    current    " 
GeForce4  chip  in  speed  and 
quality.  Losing  its  title  as  the  pe^ 
ance  king  in  graphics  chips  will  pr 
cause  a  slowdown  in  Nvidia's 
growth  this  year.  Merrill  Lynch'sl 
estimates  Nvidia's  revenues  will 
54%,  to  $2.1  billion,  in  the  fisc 
ending  in  January,  with  net  incol 
$275  million.  That's  a  hefty  retreatf 
last  year's  87%  revenue  growth. 

How  Nvidia  fares  in  the  long  J 
will  depend  on  the  NV30.  If  the  con 
can  get  the  chip  out  in  volume  lat 


FIGHT  OFF  COMPETITION 

Nvidia  holds  42%  of  the  graph- 
ics-chip market,  but  on  July  17, 
a  reinvigorated  rival,  ATI 
Technologies,  launched  a  new 
high-end  chip.  Analysts  predict 
Nvidia's  market  share  will  fall  to 
37%  byyearend. 

Nvidia  released  new  chips  for 
the  low-end  PC  market  in  July, 
and  by  yearend  it  will  release  its 
high-end  NV30,  to  compete 
with  ATI's  new  product. 


GRADE 


#- 


MAINTAIN  GROWTH 

Analysts  say  Nvidia's  sales  will 
rise  54%,  to  $2.1  billion,  this 
year,  down  from  87%  growth 
last  year.  With  sluggish  PC 
growth,  bearish  Wall  Street  firms 
are  forecasting  growth  will  slow 
to  7%  in  2003. 

Nvidia  is  moving  into  markets 
such  as  integrated  graphics 
chips  for  cheap  PCs.  Nvidia  has 
grabbed  4%  of  that  market,  up 
from  zilch  last  summer. 
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MEET  DEADLINE  FOR  NEW  CHIP 

Nvidia  sent  the  NV30  design  to 
Taiwan  Semiconductor  Manufac- 
turing, its  chipmaker,  several 
weeks  late.  A  new  factory 
process  that  Taiwan  is  using 
could  delay  volume  shipments 
until  after  Christmas. 

Nvidia  has  sent  engineers  to 
Taiwan  to  work  out  glitches 
at  the  plant.  And  it  has 
simplified  the  chip's  design  to 
smooth  production. 


RESTORE  INVESTOR  C0NFIDEi| 
Last  year,  the  SEC  charged 
Nvidia  employees  with  insidil 
trading.  In  January,  the  SEC  | 
opened  an  inquiry  into  whe 
Nvidia  double-booked  expenl 
and  improperly  logged  resen| 
The  inquiry  remains  open. 

Nvidia  fired  some  of  the  acci| 
employees.  And  an  internal 
audit  resulted  in  the  comparl 
slightly  boosting  its  earning:| 
the  past  three  years. 
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year,  Nvidia  will  recover  its  performance 
advantage  over  ATI  and  should  do  well 
next  year.  If,  however,  the  NV30  is  de- 
layed several  months,  the  company's  for- 
tunes could  spiral  downward.  Its  profits 
could  fall,  forcing  cuts  in  critical  research 
and  development.  "It's  going  to  be  a 
tremendous  squeaker,  and  in  this  busi- 
ness, you  don't  like  squeakers,"  says  Osha, 
one  of  six  analysts  who  recently  down- 
graded the  company's  stock.  For  the  fiscal 
year  ending  in  January  of  2004,  Osha 
predicts  revenues  will  climb  only  7%. 

Why  the  squeaker?  In  trying  to  out- 
perform ATI's  new  chip,  analysts  and  ri- 
vals say  Nvidia  was  several  weeks  late 
in  sending  its  design  specifications  to 
Taiwan  Semiconductor  Manufacturing 
Co.  (tsmc),  its  manufacturing  partner. 
Complicating  matters,  tsmc  is  having 
problems  with  the  new  process  Nvidia 
is  switching  to  for  its  high-power  chip. 
Nvidia  is  working  on  the  problems,  but 
it  won't  guarantee  full  production  vol- 
umes for  the  holiday  shopping  season. 

The  sudden  pessimism  is  a  far  cry 
from  last  year's  glory  days,  when  Nvidia 
was  enjoying  the  gamer's  equivalent  of  a 
bonus  round.  Last  fall,  Nvidia's  shares 
rose  on  expectations  of  a  strong  launch 
for  Microsoft  Corp.'s  Xbox,  because  it 
supplies  graphics  chips  for  the  game 
player.  In  the  latest  quarter,  Xbox  ac- 
counted for  22%  of  Nvidia's  revenues. 
But  Xbox  also  marked  the  starting 
point  of  the  company's  troubles.  In  No- 
vember, 11  company  engineers  were 
charged  by  the  sec  with  trading  on 
knowledge  of  the  Xbox  deal  before  it 
was  formally  announced.  Nvidia  says 
some  employees  were  fired,  but  a 
spokesman  declined  to  say  how  many 
were  fired  and  what  disciplinary  action, 
if  any,  was  taken  against  others. 

During  that  investigation,  the  sec  un- 
covered the  potential  accounting  trou- 
bles. The  commission  is  looking  into 
whether  the  company  double-booked 
revenues  and  improperly  accounted  for 
reserves.  To  preempt  any  sec  action, 
Nvidia  restated  its  financials,  boosting 
profits  by  $1.3  million,  and  removed  its 
chief  financial  officer,  Christine  B. 
Hoberg.  Hoberg,  who  is  expected  to 
take  another  position  with  the  company, 
could  not  be  reached  for  comment.  The 
sec  inquiry  is  still  open. 

For  now,  Nvidia  has  a  little  breathing 
room.  The  expense  and  engineering  ex- 
pertise required  to  develop  new  chips 
are  stiff  barriers  for  potential  new  en- 
trants. But  to  beat  back  reinvigorated 
rivals,  Nvidia  must  restore  its  focus  on 
the  high-end  markets  that  elevated  the 
company  to  its  previous  heights.  Other- 
wise, Nvidia  will  find  its  pistol  empty  in 
the  most  important  shootout  of  its  life. 
By  Cliff  Edwards 
in  Santa  Clara,  Calif. 


It  may  drop  plans  to  build 
the  speedy  Sonic  Cruiser- 
although  that  could  mean 
losing  ground  to  Airbus 

Plans  for  Boeing  Co.'s  Sonic  Cruis- 
er dazzled  the  airline  world  when 
the  Chicago  company  unveiled 
them  more  than  a  year  ago.  It 
was  a  bold  stroke:  a  jet  that  promised 
to  transport  250  passengers  at  nearly 
supersonic  speeds  without  burning  up 
profits  in  higher  fuel  costs.  Chairman 
and  ceo  Philip  M.  Condit  said  as  re- 
cently as  a  month  ago  that  things  were 
going  so  smoothly  that  Boeing  might 
begin  to  take  orders  next  year  for  2008 
delivery. 

Behind  the  scenes,  though,  the  Sonic 
Cruiser  is  moving  at  anything  but  the 
speed  of  sound.  Executives  at  many  ma- 
jor carriers,  including  American  Air- 
lines, Delta,  United,  British  Airways, 
and  Japan  Air  Lines,  say  they  don't 
plan  on  buying  it.  Only  Continental  Air- 
lines Inc.  still  expresses  interest.  With 
even  business  travelers  now  scrambling 
for  deeply  discounted  fares,  a  key  idea 
behind  the  Sonic  Cruiser — that  passen- 
gers would  be  walling  to  pay  a  steep 


premium  for  quick  nights — seen 
a  quaint  vestige  of  the  '90s.  "G  t 
present  flying  environment,"  says 
don  McKenzie,  United  Airlines  In< 
rector  of  new  aircraft  program? 
Sonic  Cruiser  might  be  somethi 
our  distant  future,  but  not  somt 
we'll  see  in  the  next  10  years." 

The  weak  prospects  have  B 
hedging  its  bets.  Boeing  engineei 
considering  two  alternative  desi£ 
the  Sonic  Cruiser,  according  to 
sources  and  Boeing  insiders.  Ont 
conventional  jetliner  that  would  be 
fuel-efficient  and  cheaper  to  build 
the  slowr-selling  767.  The  second 
another  radical  new  design:  a 
wing  shaped  like  the  B-2  bomber, 
ing's  board  is  expected  to  choose  a 
the  three  designs  this  fall.  With  Br 
Farnborough  Air  Show,  a  global 
ering  of  aerospace  executives,  t 
ning  on  Sunday,  July  21,  Boeing  w 
under  pressure  to  clarify  its  plans 

Odds  are,  the  board  will  abando 
Sonic  Cruiser  and  go  the  consen 
route,  according  to  former  Boeing 
utives  and  industry  leaders.  The 
pany  says  it  can  make  the  convenl 
250-seat  jet  up  to  30%  more  effl 
to  operate  and  cheaper  to  buy  thij 
day's  airplanes.  That's  a  huge  atl 
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SONIC  CRUISER: 
A  PRICEY  RIDE  IN 
LEAN  TIMES 


or  cost-conscious  airlines.  It  would 
ghtly  faster  and  incorporate  light- 
t  composites  in  the  fuselage  and 
-along  with  other  advanced  avion- 
ing  developed  for  the  Sonic  Cruis- 
nd  Boeing  could  probably  sell  a 
jplacement  much  more  cheaply  be- 
of  big  efficiency  gains  made  in 
facturing  the  767  itself, 
conventional  jet,  delivered  in  about 
ars,  would  give  airlines  more  bang 
e  buck  at  a  time  when  they  need 
;t.  Executives  from  American  and 
d  say  they're  interested  in  this  al- 
ive principally  because  of  its  low- 
erating  costs — although  no  orders 
been  placed,  since  it's  just  a  pre- 
ry  design.  Another  advantage:  Be- 
an update  of  the  250-passenger 
ntional  jet  design  would  cost  much 
han  the  $10  billion  required  to  de- 
an all-new  airplane,  Boeing  could 
taneously  do  early  development 
on  a  more  radical  design, 
en  though  shelving  the  Sonic 
er  would  be  a  black  eye  for  Boe- 
:hoosing  a  design  that  doesn't  fit 
larket  would  be  much  worse.  It 
losing  its  market-leading  position 
le  first  time  to  archrival  Airbus 
>trie.  Airbus  already  is  gaining 
et  share  fast:  Since  1994,  it  has 


upped  its  total  share  from  30%  to  near- 
ly 50%.  The  European  company  has  be- 
gun manufacturing  its  next-generation 
jumbo  jet,  the  555-seat  A380,  a  double- 
decker  flying  behemoth.  It  has  sold 
more  than  100  of  the  jets  and  plans  to 
deliver  the  first  airplane  in  four  years. 
The  A380  is  expected  to  take  more  sales 
away  from  Boeing's  aging  747,  which 
carries  420  passengers.  That  leaves  Boe- 
ing's 300-passenger  777  as  its  one  major 
success.  Boeing  needs  another  hit  jet 
to  regain  a  decisive  market  lead. 

Boeing  officials  insist  that  the  Sonic 
Cruiser  is  still  their  first  choice,  though 
Condit  acknowledged  during  an  earn- 
ings announcement  on  July  17  that 
there  were  questions  about  its  viability. 
"We  want  to  understand  the  market  be- 
fore we  commit  to  [the  Sonic  Cruiser]," 
he  said.  Boeing  believes  the  jet  would 
cut  air-travel  trips  by  about  one  hour 
for  every  3,000  miles  flown,  shaving 
nearly  two  hours  from  the  flying  time 
between  New  York  and  Tokyo.  The 
company  thinks  passengers  are  prepared 
to  pay  a  premium — not  just  to  fly  faster, 
but  to  avoid  congested  hubs  and  fly  di- 
rectly from  city  to  city. 

At  least  one  major  airline  chief  exec- 
utive agrees  with  Boeing.  Gordon 
Bethune,  Continental's  ceo,  insists  that 
business  travelers  are 
still  willing  to  pay  extra 
for  faster  service,  but 
they  haven't  had  to  do 
so  lately  because  of  all 
the  bargain  fares  avail- 
able, with  all  the  indus- 
try's excess  capacity. 
He  believes  Boeing 
should  stick  with  the 
Cruiser,  and  he's  inter- 
ested in  buying  some  if 
Boeing  can  offer  oper- 
ating costs  comparable 
to  those  of  the  767. 
"They  know  that  is  the 


execs.  "The  Sonic  Cruiser  caters  to  the 
rapidly  evaporating  premium  market,'" 
says  Richard  Aboulafia,  a  Teal  Group 
aerospace  analyst.  "Now,  more  than 
ever,  the  bus-travel  theory  of  air  trans- 
port seems  to  be  the  right  one." 

Market  conditions  can  change,  of 
course.  But,  if  Boeing  decides  to  put  its 
chips  on  a  more  radical  design,  analysts 
say  it  might  be  better  off  picking  the 
wing  jet,  known  as  the  "blended  wing." 
Such  an  aircraft  would  be  substantially 
lighter  than  a  conventional  tube-and-wing 
design.  The  480-seat  version  would  burn 
32%  less  fuel  than  the  A380,  according  to 
Boeing.  That's  a  huge  cost  advantage. 
The  blended  wing  can  fly  faster  and  be 
built  more  cheaply  than  conventional  jets 
because  of  its  unusual  design.  There's 
one  major  drawback:  no  windows  for 
passengers.  But  Boeing  engineers  may 
be  able  to  deal  with  that  by  providing 
video  views  of  what's  going  on  outside.  A 
handful  of  airlines  are  interested  in  the 
design,  though  they  wouldn't  be  ready  to 
buy  it  for  perhaps  a  decade. 

For  now,  Boeing  executives  have  to 
decide  which  direction  they're  going 
with  their  next  jet.  Until  they  do,  it 
will  be  investors  who  are  flying  blind. 

By  Stayiley  Holmes  in  Seattle,  with 
Wendy  Zellner  in  Dallas 

TOUGH  CHOICE 

Boeing  must  pick  one  of  three  designs 
for  its  next  airliner: 

SONIC  CRUISER  An  all-new  jet  design  promises  to 
transport  250  passengers  at  nearly  supersonic 
speeds.  Problem  is,  business  fliers  might  be 
reluctant  to  pay  the  premium  prices  that  airlines 
would  need  to  charge  for  flights  on  this  jet. 


CONVENTIONAL  UPDATE  A  new,  nonradical  de- 
sign that  would  replace  the  slow-selling  767.  The 
company  says  it  could  make  this  250-passenger  jet 
up  to  30%  more  efficient  than  its  predecessor. 

only  thing  they  can  d£      Dow^sideLRivaLAirbusJndustrilCOulcl..rr,atch.it: 
ferentiate  themselves     WING  JET  The  "blended  wing"  (below),  shaped  like 

the  B-2  bomber,  would  be  much  lighter  than  a  con- 
ventional airliner.  It  could  be  built  more  cheaply 
and  would  burn  less  fuel.  The  drawback:  There  are 
no  windows  for  passengers. 


with,"  Bethune  says. 

But  the  Sonic  Cruis- 
er requires  leaps  in  en- 
gine and  aerodynamic 
technology  to  make  it 
competitive.  Flying  just 
below  the  sound  barri- 
er, the  ride  tends  to  be 
bumpy  and  unpre- 
dictable because  shock 
waves  form  around  the 
airplane  as  it  approach- 
es Mach  1.  The  turbu- 
lence also  drives  up  fuel 
costs.  So  far,  Boeing's 
engineers  haven't 
shown  the  airlines  a  de- 
sign that  solves  these 
problems,   say   airline 
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COMMENTARY 


By  John  Carey  and  Amy  Barrett 


THE  BEST  PREVENTIVE  MEDICINE  MAY  BE  NONE  AT  ALL. 


The  news  that  hormone-replacement 
therapy  causes  harm  raises  a  dis- 
turbing larger  question:  What  other 
drugs  have  health  authorities  been 
wrong  about? 

The  truth  is,  the  hormone-replace- 
ment debacle  "has  underlined  that  we 
don't  know  a  lot,"  says  Dr.  Lonny 
Reisman,  ceo  of  Active  Health  Man- 
agement Inc.  And  ignorance  could  be 
dangerous:  Many  doctors  harbor  con- 
cerns about  everything  from  block- 
buster cholesterol-lowering  drugs  to 
painkillers. 

This  doesn't  mean  that  people  should 
empty  out  their  medicine  cabinets. 
Even  hormone  replace- 
ment therapies  have 
their  place — relieving 
symptoms  of 
menopause.  And  other 
newer  drugs  have 
been  proven  to  work, 
at  least  in  short-term 
clinical  trials.  More- 
over, vague  risks  of 
cancer  many  years 
hence  are  irrelevant  to 
sick  patients  who  need 
drugs  today. 

But  what  worries 
many  doctors  is  the 
growing  trend  of 
healthy  people  taking 
medicines  to  ward  off 
future  ills.  "Most 
drugs  do  have  a  num- 
ber of  effects,  both 
good  and  bad,"  ex- 
plains Dr.  Stephen  B.  Hulley,  chair  of 
Epidemiology  &  Biostatistics  at  the 
University  of  California  at  San  Fran- 
cisco. "We  should  be  cautious  about 
preventive  medicine  treatments  that 
last  decades." 

Many  women  who  were  taking  hor- 
mones to  prevent  osteoporosis,  for  ex- 
ample, might  now  turn  instead  to 
blockbuster  bone-building  drugs,  such 
as  Merck  &  Co.'s  Fosamax.  "The  prob- 
lem is  that  these  drugs  are  incorporat- 
ed into  the  bone,  which  is  right  next  to 
the  bone  marrow,"  says  Jim  Carlson, 
assistant  director  of  pharmacy  adminis- 
tration at  the  Group  Health  Coopera- 
tive, a  Seattle  health-care  provider. 
"The  question  is  whether  they  are  po- 
tentially toxic  to  the  marrow."  Merck 


says  a  decade  of  clinical  studies  and 
more  than  4  million  patients  treated 
show  that  Fosamax  has  no  effect  on 
bone  marrow.  Carlson  continues  to 
have  questions. 

Potential  red  flags  wave  over  other 
long-term-use  drugs.  Take  antidepres- 
sants. "We  don't  know  what  happens 
to  people  who  are  on  [them]  for  five 
years."  says  Dr.  Karen  E.  Lasser  of 
Harvard  University  Medical  School. 
Meanwhile,  popular — and  relatively 
new — drugs  for  rheumatoid  arthritis 
work  by  inhibiting  an  immune-system 
protein  called  tumor  necrosis  factor. 
But  messing  with  the  immune  system 


News  on  hormone-replacement  therapy 
hoists  a  red  flag  over  long-term-use  drugs 


could  have  unintended  consequences, 
doctors  warn. 

One  huge  success  story  has  been  a 
class  of  drugs  called  statins,  including 
Pfizer  Inc.'s  blockbuster,  Lipitor.  Statins 
not  only  lower  cholesterol  but  have  also 
been  proved  to  reduce  the  risk  of  heart 
attacks  and  stroke.  But  in  rodents,  the 
drugs  cause  cancer.  "The  biggest  ques- 
tion with  the  statins  is  what  happens  if 
you  have  been  on  them  for  20  or  30 
years.  Nobody  knows  that — and  the  an- 
imal data  are  a  cause  for  concern  for 
younger  people,"  says  Dr.  Thomas  B. 
Newman,  professor  of  epidemiology  and 
pediatrics  at  UCSF.  Pfizer  says  the  ben- 
efits outweigh  this  theoretical  risk. 

Another  popular  class  of  drugs — 
acid-reducing  medicines  such  as  Astra- 


Zeneca  PLC's  Prilosec — can  inc 
els  of  a  hormone  called  gastrin, 
has  been  linked  with  a  higher  ril 
cancer.  AstraZeneca  says  that  si] 
up  to  12  years  long  show  no  evi  J 
of  cancer.  But  Dr.  M.  Michael  Wei 
chief  of  gastroenterology  at  Bostj 
University  School  of  Medicine,  ii| 
convinced.  "The  issue  needs  to 
amined,"  he  says. 

Indeed,  the  list  of  issues  is  al  | 
as  long  as  the  list  of  drugs.  Do 
blockbuster  painkillers  Vioxx 
brex  cause  heart  problems?  Thej 
is  still  out.  Do  blood-pressure-lo] 
calcium-channel  blockers  do  mor 
than  good? 
And  such  wo 
will  increase 
tors  try  to  pi 
cancer  with  c 
If  otherwise 
people  are  trv 
for  many  yea 
"who  knows 
side  effects  w 
come  up?"  as 
Bert  Vogelste 
oncologist  at 
Hopkins  Unh 
The  only  d 
tive  answers 
safety  come  f 
big,  expensive 
such  as  the  hoi 
study  that  spa 
the  latest  cone 
Yet  drug  comp 
will  almost  ne\ 
such  studies.  By  the  time  a  trial 
rived  at  an  answer,  the  drug  in 
tion  would  be  long  off  patent,  an 
company  couldn't  benefit  fromM 
result.  And  government  agencies 
typically  undertaken  such  resear 
only  in  response  to  emotional  de 
and  political  pressure. 

It's  clear  that  more  large  studi 
need  to  be  done.  And  drugmaken 
regulators  must  do  a  far  better  jc 
spotting  problems  with  drugs  tha 
current  flawed  system.  A  far  mor 
orous  system  might  provide  hints 
where  larger  studies  are  needed, 
then,  Americans  should  take  the  1 
mone  debacle  to  heart,  and  appro: 
their  medicine  cabinets  with  a  pre 
measure  of  caution. 
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COMMENTARY 

By  Catherine  Arnst 


. .  BUT  DON'T  RUN  SCREAMING  FROM  HORMONE  THERAPY 


iiue  and  cry  over  hormones 
ws  no  signs  of  abating.  Anti- 
•ogen  crusaders  are  crowing 
luge  study  on  hormone  replace- 
ierapy  (hkt)  proves  the  drugs 
e  risks  of  breast  cancer  and 
isease.  Beleaguered  women  who 
?lief  from  the  torments  of 
use  through  hrt  say  the  dan- 
■  overblown.  In  the  end,  the 

rotlights  an  underappreciated 
axiom:  There  is  no  such  thing 
ment  without  risk.  And  patients 
jure  out  for  themselves 
sk  is  worth  taking. 
i  assume  your  doctor 

answer.  Physicians 
/  to  "First,  do  no 
but  those  are  difficult 
o  practice  by,  given 
V  two  doctors  may 
1/  disagree  on  exactly 
iuses  harm.  Where 
lat  leave  the  patient? 
lother  set  of  words  to 

"Know  thyself." 
y  medical  study  pro- 
tatistics  that  can 
;ry  different  implica- 
r  the  many  than  for 
-,  and  a  public  health 
tesed  on  a  nationwide 
hefit  analysis  may  ill 

particular  individual. 
/  knowing  one's  own 
■tors  can  a  patient  de- 
i  medical  procedure  is 
Even  then,  the  deci- 
often  an  educated  guess 
lot  just  menopausal 
who  must  guess.  It 
ike  common  sense,  for 

that  everyone  should  be  test- 
y  and  often  for  cancer.  But  a 
analysis  of  data  on  prostate- 
screening  found  that  35%  of 
er  65  who  underwent  the  stan- 
A  test  ended  up  being  treated 
Ssarily.  If  left  alone,  it  is  unlike- 
s  men  would  ever  have  experi- 
ymptoms.  Given  that  the  treat- 
in  cause  impotence  and 
lence,  that  sounds  like  a  case 

widespread  psa  testing — unless 
3ne  of  the  individuals  whose  life 
/ed  by  early  detection, 
nilar  calculation  must  be  made 
',  which  many  women  have  tak- 


en for  decades  to  prevent  osteoporosis 
and  heart  disease,  as  well  as  to  relieve 
the  often  severe  symptoms  of 
menopause.  The  large  hrt  study,  con- 
ducted by  the  National  Institutes  of 
Health,  came  up  with  some  scary- 
sounding  figures.  After  observing 
160,000  postmenopausal  women  for  five 
years,  researchers  said  those  taking  a 
combination  hormone  drug  from 
Wyeth  Pharmaceuticals  called  Prempro 
had  a  29%  higher  risk  of  heart  attack 
than  those  in  the  control  group.  They 


A  woman  can  choose  wisely  only 
by  knowing  her  own  risk  factors 


also  had  a  41%  higher  risk  of  stroke 
and  a  26%  increase  in  breast  cancer 
risk. 

However,  the  absolute  risk  of  a 
woman  developing  these  diseases  in 
her  lifetime  increases  only  very  slight- 
ly on  hrt — and  there  is  no  increased 
risk  in  the  first  four  years  of  the  treat- 
ment. The  study  found  that  8  more 
women  per  10,000  per  year  developed 
breast  cancer  if  they  took  the  drug,  an 
increased  risk  of  less  than  0.1%.  Seven 
more  women  per  10,000  had  heart  at- 
tacks, and  8  more  had  strokes.  On  the 
plus  side,  there  were  5  fewer  hip  frac- 
tures per  10,000  in  the  Prempro  group 


and  6  fewer  cases  of  colon  cancer. 

Those  tiny  percentage  increases  on 
heart  and  breast  disease  can  add  up  to 
tens  of  thousands  of  additional  cases 
when  spread  across  the  6  million  U.  S. 
women  taking  Prempro.  Still,  "there  is 
no  need  to  panic,"  says  Dr.  Daniel  E. 
Stein,  a  gynecologist  at  St.  Luke's- 
Roosevelt  Hospital  Center  in  New 
York.  "Every  woman  should  realize 
that  the  absolute  risks  are  very  small, 
and  speak  to  her  physician." 

Figuring  out  one's  own  risk  is  com- 
plicated but  doable.  Healthy 
women  have  a  l-in-8 
chance  of  developing 
breast  cancer  in  their  life- 
time. To  calculate  the  odds 
for  a  particular  woman, 
doctors  can  take  a  detailed 
family  and  lifestyle  history, 
punch  each  factor  into  a 
computer  program  called  a 
Gail  model,  and  come  up 
with  a  statistical  ranking 
of  the  patient's  chances. 
There  are  also  ways  to  de- 
termine the  risk  of  heart 
disease,  osteoporosis,  and 
colon  cancer.  However,  no 
one  can  say  "yes,  you  will 
develop  breast  cancer"  or 
"no,  you  won't." 

This  lack  of  certainty 
will  become  more  of  an  is- 
sue as  new  preventive 
therapies  are  developed. 
Researchers  are  testing  a 
number  of  drugs  meant  to 
be  taken  for  years  by 
healthy  people  to  prevent 
a  range  of  diseases,  includ- 
ing Alzheimer's,  diabetes,  and  can- 
cer— although  they  may  never  devel- 
op these  conditions  if  left  alone.  "It  is 
unrealistic  to  think  we  will  come  up 
with  a  medical  treatment  that  will 
have  no  side  effects,"  warns  Dr. 
Freya  R.  Schnabel,  chief  of  the 
Breast  Surgery  Div.  at  Columbia- 
Presbyterian  Medical  Center  in  New 
York.  "We  need  to  grow  up  a  little  bit 
about  this." 

Often,  the  benefits  outweigh  the 
risks.  But  only  the  person  swallowing 
the  pill  can  make  that  determination — 
not  a  doctor,  not  society,  and  not  some 
stranger  quoted  on  TV.  ■ 
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COMMENTARY 


By  Amy  Barrett 


BIG  PHARMA:  GETTING  TOO  BIG  FOR  ITS  OWN  GOOD? 


There  are  two  forces 
driving  drugmakers 
Pfizer  Inc.  and  Pharma- 
cia Corp.  into  each  other's 
arms — one  readily  appar- 
ent, the  other  less  obvious. 
First,  there  are  the  cost 
savings  from  the  deal, 
which  Pfizer  Chairman  and 
Chief  Executive  Officer 
Henry  A.  McKinnell  figures 
could  hit  $2.5  billion  by 
2005.  Over  the  next  few 
years,  that  should  propel 
Pfizer's  compound  annual 
earnings  growth  to  nearly 
20%.  But  secondly,  as  polit- 
ical pressure  mounts — par- 
ticularly in  states  like 
Michigan,  where  laws  have  been 
passed  to  bring  down  drug  costs — 
companies  with  a  broad  array  of  im- 
portant products  may  have  more 
leverage  in  fighting  off  requests  for 
discounts.  "This  is  one  big  power 
play  on  Pfizer's  part,"  says  Jon  M. 
Fisher,  head  of  equity  research  at 
Fifth  Third  Bank. 

The  problem  is,  while  the  rush  to 
get  bigger  may  help  in  the  near 
term,  it  is  the  wrong  remedy  for 
what  is  really  ailing  Big  Pharma 
these  days.  The  new  Pfizer  will  have 
nearly  $50  billion  in  annual  sales. 
More  than  ever,  this  behemoth  will 
need  blockbuster  drugs  like  Viagra  to 
generate  earnings  growth.  But  there 
is  no  evidence  that  bigger  research 
and  development  operations  produce 
more  valuable  drugs.  On  the  con- 
trary, Pfizer-size  companies  run  the 
risk  of  giantism.  ''Without  real  man- 
agement diligence,  they  can  get  slow, 
ineffective,  and  infrastructure-bound," 
says  David  L.  Blumberg,  a  pharma- 
ceutical industry  managing  partner  at 
consulting  firm  Accenture  Ltd. 

Certainly,  the  evidence  on  drug 
R&D  offers  no  support  for  megamerg- 
ers.  A  study  by  McKinsey  &  Co.  ear- 
lier this  year  looked  at  the  net  pres- 
ent value  of  products  out  of  research 
vs.  the  spending  on  R&D  for  the  top 
pharma  players  over  the  last  decade. 
It  found  no  correlation  between  the 
return  on  investment  and  a  compa- 
ny's size.  And  according  to  London- 
based  market  research  firm  Data- 


MERGER:  Pharmacia  will  help  earnings  growth — -for  now 


will  transform  Pfizer 
the  largest  drugmake| 
nearly  every  major 
ket  around  the  world  .| 

But  even  on  the 
side,  analysts  warn  th 
giants  like  Pfizer  may  | 
garner  little  payoff : 
expanding  their  alrea 
swollen  armies  of  sale;| 
reps.  The  top  40  drug ; 
companies  have  addedj 
more  than  40,000  new] 
U.S.  salespeople  over 
last  decade,  notes  re- 
search firm  Verispan 
Scott-Levin.  "The  m 
ber  of  doctors  hasn't 
risen  as  fast  as  the  ni 
monitor,  midsize  player  AstraZeneca       ber  of  reps,"  says  Barrie  G.  James,  | 
PLC  has  the  best  pipeline  currently,         president  of  Pharma  Strategy  Con- 
with  potential  sales  of  $7.2  billion  suiting.  "We  are  getting  to  the  poir 

from  three  new  products  by  2008.  of  dimimshing  returns." 

That's  well  ahead  of  giants  Pfizer  and         So  if  big  mergers  aren't  the  picfc| 
GlaxoSmithKline  PLC,  which  have  me-up  the  industry  requires,  what 

R&D  budgets  that  exceed  can  big  drugmakers  do  to  improve 

AstraZeneca's  $3  billion  operation  by      growth  rates?  Accenture's  Blumber| 
$1  billion  or  more.  says  one  important  step  may  be  to 

What's  more,  companies  like  Pfizer     rethink  the  blockbuster  business  nu| 
run  the  risk  of  becoming  addicted  to       el.  Many  big  companies  tend  to  let 
mergers.  Already,  SG  Cowen  Securi-        small-to-midsize  products  languish 
ties  Corp.  analyst  Stephen  M.  Scala        with  little  management  attention,  fcl 
warns  that  Pfizer's  earnings  growth        cusing  exclusively  on  the  billion-doll| 
will  slow  considerably  in  2006  wThen        drugs.  Blumberg  argues  that,  with 
patents  expire  on  ^^^^^^^^^^^^^^^^^^^_    pipelines  so  learl 

some  big  drugs,  includ-  I  TADDIIt  IIDIIf*  drugmakers  canj 

ing  $2.4  billion  antide-  TOnHID  DRUG  m  afford  to  let 

pressant  Zoloft.  Scala  SPENDING  COOLS  those  products 

says  he  wouldn't  be  2o      wither.  Instead,  | 

surprised  if  McKinnell  ^^^^^^^  he  says,  they 

did  another  deal  ahead   ^H. .^^^ T^^^^l         need  to  focus 

of  those  patent  expira-  1  ^r^  ^*?      more  on  ms 

tions  to  boost  earn-         ^H-  -M- I       ing  the  potenti 

ings.  But  with  each  ^^     GROWTH  IN  PRESCRIPTION  °f  sucn  medicine 

successive  deal,  Pfiz-  »- DRUG  EXPENDITURES 1       striking  deals  to 

er's  top  fine  becomes  outsource  the 

larger — upping  the  ^t^i^^^^__^^^^A       marketing  of 

need  for  new  products.  I    A  percent  l  est-"  those  drugs,  or  1 

It's  true  that  Scale  Data  Centers  tor  Medicare  4  Medicaid  Slices  Censing  them  to 

brings  some  benefits.  smaller  outfits. 

Larger  companies  can    iBHlM  ^i^i^il    That  sort  of  innt 

support  bigger  sales  ^k  vation,  not  a  wa1 

forces  and  afford  to  buy      JH  of  megamergers,  ma? 

more  consumer  advertis-  i  be  a  better  prescrip- 

ing — key  drivers  of  rev-  A  "  I   tion  for  wThat  ails  the 

enue  growth.  And  £  ]  drug  industry, 

adding  Pharmacia's         ££  ±zL&&&ML  ^  ^  Kerry  Capell 

sales  force  to  its  own  ^^g^j/Stm^KKB^    *  London 
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Media 


COMMENTARY 

By  Tom  Lowry  and  David  Henry 

IT'S  NOT  TIME 
TO  JETTISON  AOL-YET 


The  mere  mention  of  America  On- 
line in  the  corridors  of  aol  Time 
Warner  Inc.  these  days  is  certain 
to  stir  up  vitriol.  The  grand  vision  for 
the  marriage  of  Old  and  New  Media 
has  been  a  bust  for  months,  but  dis- 
appointments in  AOL  continue  to  drag 
down  all  of  aol  Time  Warner. 

Now,  there's  talk  that  one  of  the 
deal's  most  vocal  salesmen,  Chief  Op- 
erating Officer  and  former  AOLer 
Robert  W  Pittman,  may  soon  be  leav- 
ing the  company.  For  some,  Pittman's 
departure  could  certainly  serve  as  a 
rallying  cry  to  jettison  aol,  too.  The 
company's  cable,  entertainment,  and 
publishing  businesses  by  themselves 
should  be  fetching  around  $17  a  share 
in  today's  stock  market,  based  on 
shareholder  and  analyst  estimates. 
But  thanks  to  the  cloud  over  aol,  the 
stock  was  worth  $13  on  July  16,  a 
72%  drop  from  when  the  merger 
closed  19  months  ago. 

So  why  not  undo  the  deal  and  un- 
leash the  value  of  the  old  Time 
Warner?  After  all,  the  concept  of 
media  convergence  is  as  discredited 
as  former  Vivendi  Universal  ceo 
Jean-Marie  Messier,  whose  empire- 
building  ended  abruptly  with  his  dis- 
missal last  month.  Announcing  a  di- 
vorce would  surely  provide  relief  for 
Richard  D.  Parsons,  the  new  aol 
Time  Warner  chief  executive  who  is 
nowadays  spending  countless  hours 
trying  to  buck  up  dispirited  employ- 
ees and  investors. 

But  is  aol  the  albatross  it  seems? 
Maybe  not.  It  makes  money.  It  helps 
sell  Time  and  People  magazine  sub- 
scriptions and  generates  buzz  for 
Warner  Bros,  movies,  such  as  the 
coming  sequel  to  the 
Harry  Potter  block- 
buster. It  also  holds 
the  promise  of  fu- 
ture profits  if  media 
content  is  one  day 
delivered  primarily 
via  the  Internet. 

Perhaps  more  sig- 
nificant, there  is  no 
attractive  way  to  cut 
aol  loose.  The  unit 
isn't  going  to  fetch  a 


good  price  in  today's  market, 'a  cou- 
ple of  bucks  a  share  at  best. 
Nor  is  it  clear  that  in- 
vestors would  want  shares 
in  a  newly  orphaned 
business.  "Time  Warn- 
er got  taken  at  the 
top  by  selling  to 
aol,"  says  Gordon 
Hodge,  analyst  at 
Thomas  Weisel 
Partners.  "But 
selling  aol  now 
would  just  be 
mis-timing  things 
twice.  They  need 
to  gut  it  out." 

That  won't  be 
as  hard  as  it  looks, 
considering  aol's  assets,  aol  has  26 
milhon  U.  S.  subscribers,  more  than 
the  next  nine  largest  Internet  serv- 
ice providers  combined.  Subscribers 
pay  nearly  $6  billion  a  year  in  fees. 
Online  advertising  this  year  is  ex- 
pected to  bring  in  $1.8  billion  in  rev- 
enues even  after  plunging  31%  from 
last  year.  After  marketing,  product 
development,  depreciation,  and  other 
expenses,  operating  income  should 
still  be  about  $1.5  billion  from  the 
U.S.  If  aol  were  charged  for,  say, 
one-fourth  of  the  corporation's  total 
interest  expense  and  corporate  over- 
head— and  even  an  extra  $100  mil- 
lion if  it  joined  the  new  bandwagon 
and  expensed  stock  options — it 
would  still  make  nearly  $900  million 
this  year  in  the  U.  S.  before  taxes. 
Compared  with  the  company's  cable 
systems,  the  aol  business  requires 
little  capital  spending  to  keep  going. 
Kiki  Li,  an  analyst  at  Sound  View 


WHY  AOL 
SHOULD  STAY 
IH  THE  FAMILY 

•  It  makes  money. 
Operating  income 
for  2002  is 
expected  to  be 
$1.5  billion  in  the 
U.S. 


•  The  world's 
largest  ISP,  with 
34  million-plus 
subscribers,  it 
would  score  big  if 
Net  ads  recover. 


Technology  Group,  says  the 
sidiary  still  has  "value," 
worth  at  least  $4  a  share. 

All  bets  are  off,  of  course,  if 
reported  numbers  turn  out  to 
wrong,  aol  has  a  history  of 
ty  problems  with  its  financial 
ports,  which  itself  is  a  drag  on 
Time  Warner's  stock  price.  In 
2000,  the  company  agreed  to 
$3.5  million  fine  to  settle 
by  the  Securities  &  Exchange 
mission  that  it  had  capitalized 
keting  costs  instead  of  counting 
expense  against  earnings.  More 
cently,  the  reliability  of  its  tally  j 
34.6  million  worldwide  aol  sub- 1 
scribers  has  been  questioned.  A 
counts  free-trial  subscribers 
its  numbers,  pumping  up  apj 
growth. 

Parsons  won't  soon  be  don 
ing  jittery  and  restless  invest 
pecially  in  these  roiling  market 
true,  aol  may 
live  up  to  the 
hype.  But  the 
ceo  should  be 
make  the  cas 
the  Internet 
is  a  keeper. 


•  It  would  be  a 
hard  sell  in  the 
post-dot-com 
environment. 


•  AOL  would  allow 
Time  Warner 
companies  to  cash 
in  when  the  long- 
awaited  broadband 
payoff  finally  arrives. 

•  Spinning  off  AOL 
would  leave  investors 
with  another  dot- 
com orphan. 


Lowry  covers  \ 
Time  Warner,  an\ 
Henry  unites 
finance,  from  Ne 
York. 
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WEIL  BE 'HERE 


is  the  kind  of  inde- 
dsrector  who  helps  share- 
at  night.  He's  a  pro- 
corporate      watchdog 


I  m  to  serve  on  the  boards 
companies.  His  most  re- 
Si—fliwest  Royalties  Inc.,  a 
(Tes-Mosed  oil  and  gas  provider 
Dnd  Cmmmications  Inc.,  a  1am- 
pay  phone  operator.  After  doing 
this  fir  seven  years,  he's  getting  nervous. 
As  revelations  of  corporate  misdeeds 
n— n,  ii'giirtiBii,  legislators,  and  titi- 
gioae  nvestors  are  blaming  directors  for 
letting  so  much  shp  by. 

The  pressure  keeps  mounting:  Start- 
ing from  Aug.  14,  chief  executives  and  fi- 
nancial officers  of  almost  1,000  of  the 
largest  public  companies  will  have  to 
state  under  oath  that  their  books  are 
accurate.  Although  the  onus  is  mostly 
on  cut  pot  ate  execs,  some  directors  are 
concerned  they  might  also  become  more 
exposed.  That's  because  books  must  first 
with  the  directors  on  their 
committees.  Other  new  rules  pro- 
posed by  the  New  York  Stock  Exchange 
would  require  directors  to  meet  regu- 
larly without  management. 

All  this  means  much  more  work  and 
potential  personal  habflity  for  people  like 
Chapman.  His  lawyer  recently  told  him 
he  should  have  his  "head  examined"  for 
sitting  on  six  boards.  For  now,  Chapman 
has  no  plans  to  resign  from  any  of  them. 
But  as  lawsuits  against  board  members 
pile  up,  he  is  reviewing  his  director  and 
officer  insurance  policy.  "It  makes  you 
think:  Why  would  you  ever  want  to  be  a 
director?"  he  says. 


If s  a  treacherous  new  era.  Until  now, 
top  executives  and  professionals  gladly 
accepted  prestigious  directorships.  "It 
was  not  too  long  ago  that  when  you  got 
an  invitation  from  a  ceo  you  said, 
'Sounds  terrific  It  would  be  a  pleasure 
to  serve,'"  says  Michael  A.  Miles,  the 
retired  former  chairman  of  Philip  Morris 
Cos.,  who  sits  on  the  boards  of  Morgan 
Stanley,  Dell  Computer,  and  AOL  Time 
Warner,  among  others.  But  with  a  rising 
threat  of  lawsuits  or  criminal  prosecution 
if  things  go  bad  at  a  company,  people  are 
thinking  twice  before  signing  on.  Says 
Miles:  "Now  you  say,  Td  like  to  consid- 
er it.  Would  it  be  all  right  if  I  spoke  to  a 
couple  of  other  directors,  the  outside 
auditors,  and  your  general  counselT " 

Some  directors  are  even  heading  for 
the  exits.  Right  now,  a  major  concern  of 
directors  is  the  liability  coverage  they 
get  through  their  companies.  The  trouble 
is  most  policies  are  void  if  the  company 
commits  fraud — leaving  directors  unin- 
sured even  if  they  had  no  role  in  the 
misbehavior.  A  May,  2002,  McKinsey  & 


Co.  survey  of  nearly  200  direc 
sit  on  almost  500  boards  shows 
turned  down  a  new  offer  or  qt 
past  year,  at  least  in  part  for 
reasons.  More  than  80%  of  tl 
there  is  a  "significant"  threat  o 
and  that  it  has  increased  in  the  \ 
Says  Robert  F.  Felton,  a  McK 
rector.  "A  lot  more  directors 
'I  don't  want  to  do  this  anymor 

The  pressure  could  become  e 
great  on  chief  executives:  Th 
boards  want  them  to  focus  fully 
day  jobs.  Besides,  say  experts, 
growing  feeling  that  some  peop 
too  many  boards  to  be  effective 
tives  are  "being  advised  not  tc 
themselves  too  thin"  and  to  we 
they're  comfortable  with  any  c 
on  whose  board  they  serve,  says 
J.  Sandler,  a  partner  and  eo-hea 
capital  markets  group  at  law  fin 
PoDc  &  WardwelL 

The  comfort  factor  has  nev« 
more  important.  In  the  past,  d 
rarely  faced  serious  consequences 


BUT  WHAT  I 
REALLY  DON'T 
WANT  TO  DO 
IS  DIRECT 

■ 


Class  actions  against  companies  and  dirj 
have  skyrocketed 

Company  coverage  hasn't  kept  pace  with 
creased  risks,  while  individual  policies  a 
prohibitively  expensive 

Proposed  SEC  and  NYSE  rules  gives 
directors  much  more  responsibility 
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!  failures.  Now,  the  Securities  & 
ige  Commission  is -on  a  tear:  In 
;t  nine  months  of  fiscal  2002,  it 
ed  federal  courts  to  bar  71  officers 
rectors  from  ever  serving  on  a 
company  board  again,  vs.  51  re- 
in 2001.  And  the  afl-cio  has 
he  sec  to  add  Enron  Corp.'s  di- 
to  the  list, 
ine  could  blame  potential  direc- 
>r  shying  away.  However,  that 
mpanies  in  a  major  bind:  To  sat- 
#  regulations,  they  need  qualified 
financial  experts  to  serve  on  au- 
imittees.  Some  headhunters  re- 
spike  of  as  much  as  25%  in 
•s  this  year  from  companies  seek- 
•eplace  insiders  with  independent 
rs.  But  few  are  biting.  "It's  more 
,  than  ever  to  find  candidates  be- 
f  the  corporate  governance  envi- 
lt,"  says  Thomas  J.  Neff,  U.S. 
n  of  the  executive  search  firm 
r  Stuart, 
way  to  attract  quality  directors 
!  to  pay  them  more  for  the  risks 
running.  Outside  directors  of 
ompanies  on  average  earn  about 

0  in  cash  and  stock.  That's  up  75% 
996,  according  to  pay  consultant 
Meyer  &  Partners,  §till,  if  a  di- 
wants  an  individual  insurance  pol- 
top  of  the  company's,  it  could  cost 
lan  $100,000  for  up  to  $2  million  in 
ije.  "Currently,  the  expectations 
ng  up  faster  than  the  compensa- 
;ays  Charles  D.  Ellis,  senior  ad- 
to  consulting  firm  Greenwich 
ites. 

lehow  or  other,  Corporate  America 

1  to  have  to  make  an  increasingly 
ss  job  appealing.  "Most  directors  I 
work  extremely  hard  for  their 
>lders — far  beyond  what  they  are 
isated  [for],"  says  Daniel  W.  Di- 

restructuring  specialist  at  cibc 
Markets  who  sits  on  the  board  of 
Vlanagement  Inc. 

cutives  need  only  look  at  their 
rices  to  know  what  investors  think 

But  they  need  good,  aggressive 
rs  to  help  restore  their  credibility. 
s  a  seller's  market. 
'mily  Thornton  and  Louis  Lavelle 

York 

:EE  YOU  IN  COURT! 

dre  bringing  more  class-action  suits  against 
s  and  their  directors  for  securities  fraud 


NUMBER  OF  SUITS 

^^_ 

n      i 

'97          '98          '99          '00          '01 
d  Law  School  Securities  Class  Action  Clearinghouse, 
Cornerstone  Research 

VENTURE  CAPITAL 


THE  VCS  DON'T  WANT 
YOUR  MONEY  ANYMORE 

With  the  outlook  bleak,  they're  returning  clients'  investments 


Venture  capitalists  have  a  problem 
that  most  anyone  would  envy:  too 
much  money.  During  the  boom 
times,  vc  funds,  which  finance  startup 
companies,  reaped  staggering  profits, 
and  an  embarrassment  of  riches  from 
grateful  investors. 

What  a  difference  a  bear  market 
makes.  Now,  most  vc  funds  are  under- 
water and  quality  investment  pickings 
are  slim.  Foundations,  pension  funds, 
and  endowments — the  limited  partners, 
or  clients,  of  vc  funds — are  getting 
really  edgy.  What's  more,  nobody  is  in 
the  mood  to  tie  up  money  for  the  five 
years  or  more  it  takes  typically  for  a 
high-risk  venture  to  bear  fruit. 

That  has  set  in  motion  an  unprece- 
dented retreat  by  the  vcs.  They  are 
shrinking  their  billion-dollar  funds,  giv- 
ing back  money  and  forfeiting  manage- 
ment fees.  It's  not  that  they're  cutting 
refund  checks,  but  rather  releasing  in- 
vestors from  their  contractual  commit- 
ments to  fork  over  more  money  for  fu- 


ture investments.  "It's  the  moral  equiv- 
alent of  a  refund  check,"  says  Kirk 
Walden,  national  director  of  venture- 
capital  research  at  Pricewaterhouse- 
Coopers. 

Through  June,  the  givebacks  have 
totaled  at  least  $3  billion.  And  that's  a 
fraction  of  what's  to  come,  observers 
say.  In  fact,  vcs  may  end  up  returning 
about  $50  billion  to  investors  in  the 
next  year.  That's  roughly  equal  to  what 
the  global  venture  community  laid  out 
in  investments  in  the  four  years 
through  1998,  before  the  floodgates 
broke  in  2000  and  a  record-breaking 
$105  billion  was  invested.  Why  are  the 
vcs  handing  back  cash  that  they  nor- 
mally scramble  to  attract?  "The  issue 
here  is  the  return  that  you  can  expect 
to  get  on  the  money  two  years  from 
now,"  says  Robert  C.  Roeper,  managing 
director  of  Boston  vc  Venture  Invest- 
ment Management  Co.  "It  might  just 
be  negative." 

Judging  by  vcs'  recent  performance, 
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"The  issue  here  is  the  return  you  can  expect  two  yeai 
from  now ...  It  might  just  be  negative,"  says  one  VCI 


» 


TO 


he  could  be  right.  When  first-quarter 
performance  figures  are  published  be- 
fore the  end  of  July,  they're  expected  to 
show  losses.  Last  year,  vc  funds  posted 
a  collective  loss  of  28% — the  first  since 
1970,  when  the  numbers  were  first 
tracked.  It's  a  blemish  on  an  otherwise 
stellar  record:  The  funds  have  earned 
26.4%  a  year  for  the  last  decade 
and  18%  a  year  since  1980. 

Marquee  names  are  leading 
the  charge  to  hand  back  cash. 
Texas-based  Austin  Ventures    i 
Texas  returned  $670  million    J 
from  a  $1.5  billion  fund  in 
June.  Charles  River  Ventures    | 
cut  its  latest  $1.2  billion  fund 
by  more  than  60%  just  weeks 
earlier.  They  followed  a  slew  of 
venerable  Silicon  Valley  firms — 
Kleiner  Perkins  Caufield  &  Byers, 
Accel  Partners,  and  Mohr,  Davidow 
Ventures — that  had  cut  their  bil- 
lion-dollar funds  by  up  to  32%.  Cut- 
backs at  those  three  firms  alone 
took  a  total  of  $800  million  out  of 
the  investment  pool. 

To  be  sure,  the  refunds  aren't 
about  altruism.  A  firm  that  gives 
back  money  now  will  likely  have 
an   easier  time   of  raising 
when  the  going  gets  good  again.      ACCEL  PARTNERS 
Meantime,  they're  forfeiting  future      WALDEN  INTERNATIONAL 
fees — of  about  2%  a  year  on  col- 


their  shares.  Investors  couldn't 
fast  enough.  "In  the  old  days,  yo 
worry  too  much  about  the  fun^ 
tals  of  the  business.  The  arroj 
unbelievable,"  says  Peter  B. 
managing  partner  of  New  York 
politan  Venture  Partners.  "The  vj 
raised  a  lot  of  money  during  the 
days,  to  put  it  bluntly,  have  n«| 
formed  well." 

As  a  result,  vc  funds  are  now 
less  than  their  initial  targets  I 
first  time  in  memory.  In  June, 
ample,  Murphree  Venture  Parti 
venture-capital  firm  based  in  Htl 
closed  its  fifth  fund  at  $28  millio| 
below  its  $100  million  goal.  Othe 
scuttling  their  plans  altogether 
One  Corp.'s  private-equity  arm 
a  $200  million  fund  of  funds, 
lack  of  interest  among  hie 
worth  clients. 

Although   painful   in   the- 
term,  the  current  shakeup 
help  the  market,  say  fund 
"Our  portfolio  companies  are| 
to  have  to  use  less  cash  t 
profitability,"  says  Robert  P. 
who  is  chief  operating  officer 

more      »UST,N  VENTURES iX«"3 


of     Price  waterhouseCoopers. 
The  ves'  conundrum  is  the  lack  of 
exit  strategies.  Even  when  they  find 
entrepreneurs  worthy  of  funding,  ves 
are  no  longer  able  to  unload  their  up- 
starts quickly  and  reap  easy  profits. 
The  stock  market  is  sour  on  both  initial 
public  offerings  and  mergers,  and  the 
outlook  is  worsening:  Ac- 
cording   to    Thomson 
Financial     Venture 
Economics,       ves 
raised  $1.96  bil- 
lion through  IPOs 
and        mergers 
and  acquisitions 
in      the      first 
quarter         this 
year — a  40%  drop 


NOTHING  VENTURED 


VC  funds  are  returning  cash 
to  backers  because  of  a  lack  of 
good  investment  opportunities 

INITIAL  AFTER 

FUND  SIZE    GIVE  BACKS 

MILLIONS 

CHARLES  RIVER  VENTURES  $1,200        $450 


lected  funds,  plus  a  cut  of  any  prof-      *?MYMJ.^  1'000         750...-     the  Atlas  Fund  VI,  by  12%,  b 


its — they  would  have  earned  had 
they  called  in  the  money,  though 
they're  still  getting  paid  for  idle 
funds  they  have  in  hand.  "We're 
walking  away  from  several  million 
dollars  to  make  a  statement  that 
this  business  has  way  too  much 
money,"  says  Ted  R.  Dintersmith,  gen- 
eral partner  of  the  32-year-old  Charles 
River  Ventures,  whose  clients  include 
Notre  Dame  University,  Hewlett- 
Packard,  and  Memorial  Sloan-Ketter- 
ing  Cancer  Center.  "It's  the  right  thing 
to  do,  but  it's  a  painful  thing  to  do." 

Even  with  the  downsizing,  there's 
still  too  much  money  in  the  pipeline.  In 
the  first  quarter — the  most  recent 
data  available — ves  invested  $6  billion, 
equivalent  to  a  more  typical  annual 
investment  of  $25  billion.  But 
there's  still  an  $80  billion  overhang  of 
uninvested  capital  from  the  1999-2001 
banner  years.  "There's  enough  money 
in  the  bank  to  last  the  industry 
for  several  more  years."  says  Walden 


MERITECH  CAPITAL  PARTNERS 
KLEINER  PERKINS  CAUFIELD  &  BYERS 
MOHR,  DAVIDOW  VENTURES 

ATLAS  VENTURE 
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back  into  the  model."  Atlas, ' 
has  $2.4  billion  of  committed 
tal.  cut  the  size  of  its  sixth 
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470 
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from   the   final   quarter   of  2001. 

The  meteoric  growth  in  assets  during 
the  bull  market  sowed  the  seeds  of  the 
ves'  current  problems.  Too  much  money 
chased  a  lot  of  bad  business  models. 
And  those  bad  deals  are  still  on  the 
books.  Dintersmith  notes  that  few  of 
the  300-odd  private  optical-networking 
companies  that  got  financing  have  any 
hope  of  survival.  "I  don't  think  you're 
going  to  see  298  become  successful,"  he 
says.  "It's  going  to  be  a  bloodbath." 

Not  so  long  ago,  any  entrepreneur 
with  a  half-baked  idea  could  raise  mil- 
lions from  ves.  Follow-on  financing  deals 
were  a  cinch.  For  a  fast  payoff,  VCa 
pushed  companies  out  assembly-line 
fashion  to  frenzied  markets  that  bid  up 


million,  in  June. 

New    vc  financing   round 
about  half  the  size  they  wt 
boom  times — from  $10  milli 
$15  million  for  each  startup, 
seasoned  entrepreneurs  and 
twentysomethings  are  makin 
grade.  "A  year  from  now  you'll 
stronger  investing  climate,  and  vc 
be  more  aggressive  in  competin 
companies  with  a  strong  opera 
focus,"  Yunich  says.  "Innovation  d 
stop  just  because  the  Nasdaq  is  d 
Venture  capitalists,  who  kep 
champagne  flowing  during  the 
bubble,  are  now  nursing  their 
hangover.  They'll  continue  to  attr 
trickle  of  money,  even  during  t 
times,  because  they're  an  importai 
set  class  to  big  pension  funds  and 
dations.  But  to  persuade  investo 
return  in  force,  they'll  have  to 
sight  of  the  lessons  of  the  bust. 
By  Mara  Der  Horan 
in  } 


82  BusinessWeek  /  July  29,  2002 


ffiflnwmiiisgg 


The  wireless  office  for  less 


Toshiba  Pod 


$1,349 


$599 


tatolltto  Pro*  61( 


$2,099 


iped  with:  Intel   Celeron    processor  at 

1  20GHz.  14.1"  TFT  active  matrix  display. 

hOM  drive.  20GB  hard  drive.  Ethernet. 

integrated    Wi-Fi    and  Microsoft 

iws   XP  Professional. 


The  perfect  companion  to  your  notebook. 
Equipped  with:  Intel1  PXA250  Applications 
Processor.  Integrated  Wi-Fi,  dual  integrated 
Secure  Digital'"  and  Compact  Flash  II 
expansion  slots.  3.5"  diagonal  TFT  color 
reflective  display,  built-in  voice  recorder, 
speaker.  Microsoft  Pocket  PC  2002  and  more. 


Equipped  with:  Mobile  Intel  Pentium  4 
Processor  1.70GHz  -  M.  14.1"  XGA  active 
matrix  display.  NVIDIA  GeForce4'"  420  Go 
graphics  controller.  DVD-ROM/CD-RW  drive. 
40GB'  hard  drive.  Ethernet,  modem, 
integrated  Wi-Fi  and  Microsoft  Windows 
XP  Professional. 
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I    SI     699  Equipped  with:  Intel   Celeron   processor  566MHz  with  128MB  cache. 

VPN.  firewall,  intranet.  Wi-Fi  (IEEE  802.11b)  wireless  network 
interfaces  for  local  connections,  two  15GB'  smart  drives.  7-port 
switch,  Ethernet  or  56K  modem  to  connect  to  the  Internet.  Toshiba's 
Digital  Central"'  Software  and  other  premstalled  applications. 

jmnect  your  office  wirelessly  -  and  affordably  -  via  the  Magnia   SG20  Wireless  Mobility  Server.  It's  easier  than  ever  to  give  your  employees  access  to  all  their 
lata  -  even  while  on  the  road.a  With  secure  data  backup,  centralized  storage,  a  built-in  intranet.  VPN  and  firewall  you  can  truly  set  your  business  on  roam. 


FREE. 


You  can  buy  or  lease  the  Satellite*  1200  wireless  notebook  at  a 
great  low  rate.  Or  bundle  it  with  the  Toshiba  Pocket  PC  e740  and 
the  Magnia*  SG20  server  for  $3,599  and  get  a  free  Toshiba 
PDR-T10  digital  camera  -  a  $299  value. 

SMBWLAN01  ^^Q^^^H 

0%  Business  Lease  $120/ mo.1 

with  0%  down,  0  payments 
for  30  days 


(a  $299  value) 


You  can  buy  or  lease  the  Satellite  Pro5  6100  wireless  notebook  at 
a  great  low  rate.  Or  bundle  it  with  the  Toshiba  Pocket  PC  e740 
and  the  Magnia*  SG20  server  for  $4,399  and  get  a  free  Toshiba 
PDR-T10  digital  camera  -  a  $299  value. 

SMBWLAN02  Mu^s^A^B 

0%  Business  Lease  S147/mo.' 

with  0%  down.  0  payments 

for  30  days 


TOSHIBA 

The  world's  best  selling  notebooks. 

1-800-TOSHIBA  I  shoptoshiba.com 

Buy  direct  from  Toshiba  or  from  your  local  reseller.  Code  2BA1. 

Three  months  of  AOL  membership  included  with  the  purchase  of  a  Toshiba  Satellite8  or  Satellite  Pro?2 

Toshiba  PCs  use  genuine  Microsoft®  Windows®  Operating  Systems 
www.microsoft.com/piracy/howtotell 

offer  with  fair  market  value  end-of-term  purchase  option  available  through  Toshiba  to  qualified  commercial  business  customers  only.  Each  lease  subiect  to  credit  approval,  acceptable  documentation.  10%  soft  cost  limit  &  order 
computer  products  of  $1 .500  up  to  $100,000  (exclusive  ot  taxes,  tees  &  shipping).  Rates  quoted  do  not  include  taxes  or  shipping.  Otter  available  in  the  United  States  only,  valid  only  until  9/30/02  and  may  be  withdrawn  or  changed  at 
thout  notice  or  obligation  Other  terms  and  conditions  apply   For  full  descnption  of  terms  and  conditions  call  1  -800-207-8362  or  go  to  www.zerolease.toshiba  com.  'AOL  OFFER  DETAILS.  Availability  may  be  limited  especially  during 

TO  AVOID  BEING  CHARGED  A  MONTHLY  MEMBERSHIP  FEE.  SIMPLY  CANCEL  BEFORE  THREE-MONTH  PROMOTIONAL  PERIOD  ENDS  Premium  services  carry  surcharges,  and  communication  surcharges  may  apply. 

C.  even  dunng  promotional  period.  Members  may  incur  telephone  charges  on  their  phone  bill,  depending  on  their  location  and  calling  plan,  even  during  promotional  period.  Available  to  new  AOL  members  in  the  United  States,  age  18 
napr  credit  card  or  checking  account  is  required  "GB  means  one  billion  bytes  'Access  requires  remote  Internet  access  and  may  require  additional  software,  hardware  and/or  services.  Additional  phone,  connection  or  airtime  charges 
Mred  to  achieve  the  functionality  as  advertised  ©  2002  Toshiba  America  Information  Systems,  Inc.  Magnia.  Satellite  and  Satellite  Pro  are  registered  trademarks  and  Digital  Central  is  a  trademark  of  Toshiba  Amenca  Information 

:  Intel,  the  Intel  Logo.  Celeron  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidianes  in  the  United  States  or  other  countnes.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft 

in  the  United  States  and/or  other  countries.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners.  All  pncing,  offers,  software  and  specifications  subiect  to  change.  All  rights  reserved 


For  all  of  America 


For  over  50  years,  our  retirement  and  savings  products  have  helped  those  who  worked  inj 
not-for-profit  world  turn  their  dreams  into  reality. 

Now  we're  doing  the  same  for  the  rest  of  America. 


403(b) 

TDA 

RETIREMENT   PLANS 
I   III     IN  SURA  NCI 


Individuals  and  groups,  companies  and  partnerships  -  big  and  small  -  receive  the  same  quality  se 
and  care.  The  same  freedom  of  choice.  The  same  retirement  and  savings  products  offering  a  variei 
investment  options.  All  with  a  single  phone  call.  All  without  front-end  charges,  withdrawal  fee 
transfer  charges*  from  a  local  salaried  consultant  you  get  to  know  by  name  and  who  has  a  pers 
and  professional  interest  in  the  financial  well  being  of  those  we  serve.  For  more  information  call  i 
1-800-468-3785  or  visit  our  web  site  at  www.mutualofamerica.com 

It's  our  way  of  helping  to  keep  their  dream  alive  for  anyone  who  wants  their  future  to  go  further. 


Mutual  of  AmerhI 

the  spirit  of  Amer\ 


320  Park  Avenue,  New  York,  NY  10022-6839  1  800  468  3785  www.mutuebfameria.com  Mutual  of  America  Life  Insurance  Company  is  a  Registered  Brc>      I 

'For  complete  information  on  our  variable  accumulation  annuity  products,  including  all  charges  and  expenses,  please  refer  to  the  applicable  prospectuses  w         I 

obtained  from  Mutual  of  America  by  calling  1-800-468-3785  and  should  be  read  carefulfy  before  investing. 


BusinessWeek 


MAKING   LIFE   RICHER 


veraging  Your 
teal  Estate 

l  Money-Back 
nvestment  Plans 

I  Should  You 
\nnuitize  Your 
Dension? 

I  Plus  Much 
wore 


**:  • 


&h 


A  Special 
Report  with 


•USA 


BusinessWeek  Investor 


-! 


Retirement:  Avoidi 


1 

$  fc               r  $ 

86  BusinessWeek  /  July  29,  2002 


ILLUSTRATIONS  BY  STUART  BRIER 


Panic  Attack 


B 


M 


M 


M 


These  are  bleak  times  if  you're  thinking  about  re- 
tirement. With  major  stock  indexes  back  to  their 
1998  levels,  the  gains  of  that  heady  boom — or  was  it 
a  bubble? — have  vanished.  Executives  who  grabbed 
the  brass  ring  while  their  portfolios  were  fat  are 
brushing  up  on  their  consultant  buzz  words.  The 
few  workers  who  can  stand  to  face  their  shrinking 
401(k)  balances  are  recalculating  their  retirement 
projections  to  grapple  with  new  realities:  later  re- 
tirement, a  part-time  job  after  they  accept  the  gold 
watch,  stingier  plans  for  travel,  second  homes,  or  leisure. 

In  this  era  of  reduced  expectations,  BusinessWeek  is  here  to  help. 
We  can't  make  the  markets  go  up  or  the  crisis  of  confidence  in  Cor- 
porate America  go  away.  But  our  Annual  Retirement  Guide,  produced 
this  year  in  association  with  USA  Today,  can  help  you  make  the  best  of 
these  harsher  times — with  advice  on  everything  from  adjusting  your 


retirement  plans  to  withstand  pay  cuts  to  making 
the  most  of  one  asset  that  has  shrugged  off  the 
bear  market:  your  home.  Whether  you're  looking 
for  direction  while  you  build  up  your  401(k)  or  fig- 
uring out  a  strategy  to  cash  out,  you'll  find  the  ex- 
pert tips  you  need. 

The  vast  psychological  gulf  between  yesteryear's 
bull  market  and  today's  reduced  expectations  shows 
up  clearly  in  a  new  Business  Week  /Harris  Poll  (chart, 
page  88).  In  a  reprise  of  our  1998  retirement  survey 
of  high-income  respondents  45  and  up,  we  found 
that  both  current  retirees  and  those  thinking  about  it 
are  feeling  the  pinch:  Workers  expect  to  be  on  the 
job  longer,  retirees  are  taking  more  part-time  jobs, 
and  they  all  expect  to  earn  less  from  then-  portfolios. 

The  poll  shows  retirees  are  bearing  the  brunt  of 
the  market's  fall.  They're  far  less  confident  that  then- 
assets  and  earnings  will  support  them  in  their  gold- 
en years:  85%  say  they're  somewhat  or  very  confi- 
dent, down  from  95%  in  1998.  Little  wonder,  since 
56%  of  retirees  say  their  investments  have  lost  near- 
ly one-quarter  of  their  value  in  the  past  two  years. 

While  fewer  retirees  are  working  for  post-retire- 
ment pay  than  in  1998,  those  with  jobs  are  working 
harder.  And  they're  more  likely  to  say  they're  work- 
ing because  they  need  the  money  (37%  give  that 
reason  now,  vs.  25%  in  1998).  The  bottom  line:  As 
market  returns  drop,  Social  Security  and  employment 
earnings  loom  larger  in  the  income  of  retirees,  ac- 
counting for  26%,  up  from  22%  in  1998. 

By  contrast,  today's  workers  portray  a  mix  of  re- 
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As  portfolios 
shrink,  more 
workers  are 
planning  on 

delaying 

retirement. 

They're  also 

rethinking 

travel,  second 

homes,  and 

leisure 


Workers'  expectations  for 
investment  returns  have  fallen 
sharply  since  1998,  according 
to  the  BW/Harris  Poll.  In  1998, 
workers  expected  a  balanced 
portfolio*  to  return  13.88%  a 
year;  in  2002,  they  expected 
only  10.05%.  For  workers  who 
start  out  with  $100,000  in  a 
401(k)  and  contribute  10%  of 
their  salary  each  year**, 
that  difference  in  return 
amounts  to  more  than 
$1  million  after  20  years. 


alism  and  optimism  in 
the  BW/Harris  Poll.  Re- 
spondents admit  they're 
likely  to  stay  on  the  job 
longer:  Their  average 
expected  retirement  age 
rose  to  65  this  year,  up 
from  63  years  and  1 
month  in  the  1998  poll. 
(That's  higher  than  the 
age  at  which  current 
retirees  say  they  quit — 
an  average  of  54  years 
and  6  months.)  Today's 
workers  see  a  stock 
crash  as  the  second- 
largest  threat  to  their 
retirement  security, 
trailing  only  catastroph- 
ic medical  expenses. 

And,  like  retirees,  workers  report  much  re- 
duced hopes  for  what  their  investments  will 
earn.  Their  expectation  for  long-term  stock  re- 
turns fell  from  16%  a  year  in  1998  to  a  more  re- 
alistic (but  perhaps  still  unachievable)  11%  in 
the  latest  survey. 

Yet  today's  workers  are  still  upbeat.  There's 
no  real  change  in  the  share  of  workers  who 
say  they're  somewhat  or  very  confident  that 
their  benefits,  savings,  and  work  will  support 
them  throughout  retirement.  In  sharp  contrast 
to  current  retirees,  fewer  of  today's  workers 
think  they'll  be  working  for  pay  after  retire- 
ment (65%  predict  that  now,  vs.  75%  in  1998). 
About  one-third  say  they'll  work  in  retirement 
because  they'll  need  the  money,  down  from  43% 
in  1998. 

Are  today's  workers  deluding  themselves? 
Unfortunately,  there's  plenty  of  evidence  that 
too  many  investors  are  caught  like  deer  in  the 
headlights — of  a  market  that's  thundering  south 
(table).  For  the  first  two  years  of  the  markets' 
tumble,  most  401(k)  participants  sat  on  the  side- 
lines, according  to  data  from  plan  manager 
Hewitt  Associates.  "People  just  don't  know  what 


WHAT  A  DIFFERENCE  A  BEAR  MARKET  MAKES 
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Data:  BusinessWeek 


to  do,"  says  Lori  Lucas,  a  pension 
at  Hewitt. 

As  a  result,  many  employees  are  lettil 
401(k)s  bounce  about  in  today's  volatile  it 
rather  than  actively  managing  the  alloc  I 
assets  in  the  accounts.  Take  the  share  ojf 
invested  in  stocks:  It  rose  with  the  m«| 
74%  in  late  2000,  only  to  fall  to  65%  n| 
most  workers,  having  three-quarters  of  i 
sets  in  stocks  was  probably  too  high, 
more,  a  worker  who  had  maintained  todil 
stock  allocation  during  the  boom — byj 
enough  appreciated  stocks  to  keep  the 
tion  in  line — could  have  avoided  thousl 
dollars  in  losses. 

Most  worrisome:  Even  after  the  colli 
Enron  and  its  401(k)  plan,  workers  are  s| 
gerously  overexposed  to  employer  stock 
up  three-quarters  or  more  of  account  vs| 
29%  of  the  401(k)  accounts  Hewitt  ma 
and  that  figure  rose  to  33%  for  employe^ 
are  60  or  older. 

Not  all  investors  are  paralyzed.  Web  s: 
fie  at  Diversified  Investment  Advisors  [ 
manages  $50  billion  in  pension  and  401(k)| 
was  65%  higher  in  2002's  second  quarter  [ 
the  same  period  last  year,  according 


The  bear  market  has  slashed  the  portfolios 
of  workers  and  retirees  alike — but  it's 
retirees  who  are  bearing  the  brunt.  To  gauge 
the  market's  impact,  BusinessWeek  asked 
Harris  Interactive  Inc.  to  repeat  our  1998 
survey  on  attitudes  about  retirement  and  in- 
vesting among  affluent  adults — 1,022  re- 
spondents 45  and  older  with  incomes  of 
$85,000  or  more.  The  1998  poll  was  con- 
ducted in  late  June,  when  the  Standard  & 
Poor's  500-stock  index  was  coming  off  a 
JA-year,  150%  climb;  the  2002  poll  was 
done  between  June  28  and  July  2,  with  the 
S&P  500  down  nearly  40%  in  the  previous 
2  years.  Selected  findings: 


MOST  ADULTS  SAY  THEY'RE  HURTING. 

In  the  last  two  years,  has  the  value  of  your 

savings  for  retirement... 

RETIREES       WORKERS 

Increased 30% 33% 

Decreased 56 50 

Remained  the  same 14 16 

HOW  MUCH? 

RETIREES       WORKERS 

For  those  with 
increases +19% +15% 

For  those  with 
decreases -25 -26 


RETIREES  ARE  FEELING 

How  confident  are  you  that  you 

enough  income  to  retire  on? 


Very  confident 6J 

Somewhat  confident 32 

Somewhat  worried 

Very  worried 1 


SO  THEY'RE  WORKING  HARDER.. 

Among  retirees  who  work,  the : 
retirement  earnings  they're  eai 

1998 

2002 
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ice-president  at  the  firm.  Financial  plan- 
iort  that  it's  easier  to  convince  clients  of 
s  of  diversifying  their  portfolios  and  to 
iwer  projected  rates  of  return.  "From  '95 
I  ran  a  projection  that  only  had  10%  re- 
om  equities,  the  client  would  say:  'Get 
jtter  investment,'"  says  Ian  Bishop,  a 
dviser  at  American  Express  Financial 
s  in  Upland,  Calif.  (While  stocks  re- 
2.2%  from  1946  to  1997—7.5%  after  in- 
many  market  pros  predict  returns  will 
2  points  lower  over  the  next  20  years  or 
reason:  They  don't  think  stock  prices 
inue  to  grow  2.5  times  as  fast  as  corpo- 
rnings.) 

of  course,  want  to  be  among  the  awake 
— and  to  take  the  necessary  steps  to 
our  portfolio,  your  expectations,  or  both, 
aow: 

tarted.  Think  hard  about  what  you  want 
■etirement.  New  research  from  mutual- 
npany  aig  SunAmerica  shows 
ay's  happiest  retirees  aren't 
ring  out  a  dream  of  leisure, 
they're  the  seniors  who  work 
nteer  and  stay  engaged  in 
mmunities.  These  "ageless  explorers" 
be  "the  people  who've  thought  and 
the  longest  for  their  retirement — they're 
pared  mentally  and  psychologically,  as 
financially,"  says  Jay  Wintrob,  ceo  of  aig 
>rica.  If  you  wait  until  you're  55  to  start 
;  about  retirement,  you  may  not  have 
develop  a  second  career,  make  contacts 
rt-time  consulting  business,  or  get  active 
tiunity  affairs. 

Help.  More  employers  are  offering  401(k) 
usually  a  mix  of  online  and  telephone 
Workers  who  are  motivated  enough  to 
leir  retirement  outlook  usually  end  up 
their  savings  substantially — from  6% 
to  10% — says  Christopher  Jones,  a  vice- 
t  at  Financial  Engines,  which  offers  such 
If  you  need  a  push  to  get  moving  or  are 
with  $200,000-plus  in  assets,  personal 
Tom  a  financial  planner  may  be  worth 
•a  expense. 
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■  Expand  your  Horizons.  Even 
after  the  hammering  that  stocks 
have  taken,  most  investment 
pros  think  long-term  investors 
still  need  to  be  heavily  weight- 
ed in  stocks.  "Equities  are  at 
bargain  prices,"  argues  Roy  Ko- 
mack,  owner  of  Family  Finan- 
cial Architects,  an  advisory  firm 
in  Natick,  Mass.  But  investors 
will  need  to  look  beyond  the 
Dow  Jones  industrial  average 
and  the  Standard  &  Poor's 
500-stock  index.  Small-  and  mid- 
cap  stocks  are  outperforming 
the  large-cap  darlings  of  the 
'90s,  and  bonds  have  the  poten- 
tial to  deliver  good  returns  at 
far  less  risk  over  the  next 
decade  or  two. 

■  Mind  the  Basics.  Whatever 
your  asset  mix,  it's 
not  working  if  you 
let  it  drift  along  with 
the  market.  Schedule 
reviews  once  a  year, 

at  a  minimum,  for  your  portfo- 
lio. Rebalancing — selling  invest- 
ments that  have  risen  to  lock 
in  gains  and  buy  cheaper  as- 
sets— adds  precious  percentage 
points  to  your  return.  And  when  gains  are 
smaller,  you  can't  be  sloppy  about  monitoring 
such  investment  expenses  as  commissions  and 
mutual-fund  fees.  For  a  $100,000  mutual-fund 
portfolio  with  a  gross  return  of  11%,  the  dif- 
ference between  a  1.5%  expense  ratio  and  a 
0.5%  charge  over  20  years  is  $122,460 — not 
small  change. 

After  the  beating  they've  taken,  investors 
may  feel  like  small  change  is  what  they're 
scrounging  for.  You  can't  do  anything  to  turn 
the  market  around.  But  you  can  take  steps  to 
plan  your  retirement  and  position  your  portfolio 
so  that  your  dreams  and  your  means  will  inter- 
sect. In  an  era  of  reduced  expectations,  it's  up  to 
you  to  make  the  best  of  your  plans.  ■ 


401  (k)s:  GOING  NOWHERE 


As  account  balances  shrink. 


AVERAGE  ASSETS  PER  401  (k) 
PARTICIPANT  AT  YEAREND 

1999 

$45,681 

2000 

$40,918 

2001 

$36,390 

Data:  Cerulli  Associates 

. . .  Savers  seem  frozen  and 
unable  to  adjust    - 

►  Only  19.5%  of  plan  participants 
adjusted  their  investment  mix  in  2001 
(down  from  30%  in  2000) 

►  401(k)  investors  are  drifting  with 
the  market:  Stocks'  share  of  401(k) 
assets  has  fallen  to  65%  (down  from 
74%  in  2000),  making  accounts  more 
conservative 

►  But  savers  are  still  over-exposed  to 
their  employers'  stock:  29%  have 
three-quarters  or  more  of  their  funds 
in  company  stock 

Data:  Hewitt  Associates 
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For  the  complete 
results  of  the  retirement 
poll  and  more,  go  to  the 

July  29  issue  at 
www.businessweek.com 


NEED  THE  MONEY. 
tfirees  who  have  continued 

1998  2002 

ley 25% 37% 

challenged 

ed 92 83 

y  close  to 

issociates 13 9 

allowed 

ECT  TO  RETIRE  LATER... 
D  you  plan  to  retire? 

63.1  years 

65.0  years 


BUT  DON'T  THINK  THEY'LL  NEE0  TO  WORK... 
What  are  your  employment  expectations 
after  retiring? 

1998  2002 

Do  not  expect  to  work  for  pay. ..25% 35% 

Continue  working  in  my  current  occupation, 

at  reduced  hours  and  pay 15 20 

Work  full-time  in  a  different 

occupation 2 2 

Work  part-time  in  a  different 

occupation 28 20 

Consult  within  my  current 

industry 19 16 

Start  a  new  business 10 6 


EVEN  THOUGH  THEY'RE  EXPECTING  LESS 
FROM  THEIR  INVESTMENTS. 

What  annual  rate  of  return  do  you  expect 
from  your  investment  in: 

1998  2002 

Investment  real  estate ..13% 15% 

Bonds 13 8 

Stocks 16 11 

Mutual  funds .';'.. 15 11 

Money-market  funds 10 7 

Data:  BusinessWeek/Hams  Poll 

Results  are  based  on  a  survey  of  1.022  adults  aged  45  or  over  with 
incomes  of  $85,000  or  more.  Of  the  respondents,  312  are  retired. 
Interviews  conducted  online  between  June  28  and  July  2,  2002. 
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Where  Should  You  Turn? 

Here's  how  to  get  advice  for  your  401(k) 


SANDRA  BLOCK  USA   TODAY  AMD  LEWIS  BRAHAM  BUSINES 


Green  at 
home  with 
her  son: "In 
this  type  of 
market,  I 
don't  know 
what  to  do" 


i: 


•M 


If  you  just  need 

to  retool 
allocations,  a 
Web  site  can 
help  you.  For 

trickier 

questions,  hire 

someone 


aggie  Green,  a 
computer  soft- 
ware specialist  in 
Oklahoma  City, 
has  a  401(k)  plan 
many  workers 
would  envy.  It  offers  at  least  15  investment  op- 
tions, ranging  from  aggressive  stock  mutual 
funds  to  low-risk  bond  funds.  But  Green,  44, 
says  she's  confounded  by  the  choices.  "In  this 
type  of  market,  I  don't  know  what  to  do,"  she 
says.  After  watching  the  bear  market  consume  a 
big  chunk  of  her  savings,  she  would  like  more  in- 
dividual attention — a  financial  adviser  who  will 
examine  her  portfolio  and  tell  her  "where  I  am 
and  where  I  want  to  be." 

There's  help  for  bewildered  investors  like 
Green,  some  free  and  some  that  costs  thousands. 
Before  you  do  anything,  think  about  what  you 
want  from  an  adviser.  No  one's  going  to  recover 
a  50%  drop  in  your  account  overnight.  If  all  you 
need  is  to  retool  your  asset  allocation  and  choose 
different  funds,  there's  a  lot  of  help  at  Web  sites 
such  as  ClearFuture.com  or  mPower.com  (table). 
You  probably  need  a  flesh  -and-blood  adviser 
when  things  get  more 
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complicated.  If  your 
plan  matches  all  of  your 
contributions  in  shares 
of  company  stock,  if 
your  401(k)  makes  up 
the  bulk  of  your  sav- 
ings, or  if  your  plan  has 
too  many  investment 
options  or  too  few,  an 
adviser  can  help. 

Perhaps  the  best 
reason  to  seek  advice 
is  the  fear  factor. 
"Some  investors  are  so 
scared  when  they  lose 
money,  they  pull  out  of 
the  stock  market  alto- 
gether and  stop  contributing  to  their  401(k) 
plan,"  says  Gary  Schatsky,  a  New  York  financial 
planner.  "That's  the  worst  thing  you  can  do." 
An  adviser  can  hold  your  hand  through  the 
rough  times — and  help  you  let  go  of  the  dogs  in 
your  portfolio.  "If  your  investment  has  lost  40%, 
it's  already  lost,"  says  Michael  Scarborough,  an 
Annapolis  (Md.)  financial  adviser.  "The  only  thing 
you  can  think  of  is:  'From  today  forward,  how 
can  I  make  money  and  limit  my  volatility?'" 

What  if  your  plan  has  only  three  mutual  funds, 


FINDING  ANSWERS 


and  all  of  them  are  dogs?  An  adviser  may 
velop  a  "holistic"  asset  allocation  plan,  v 
corporates  investments  outside  your  4< 
compensate  for  its  weaknesses.  For  instan 
companies  allow  for  an  "in-service  withdrc 
lowing  employees  to  move  as  much  as 
their  assets  into  an  individual  retirement 
which  will  have  a  better  selection  of  fun 

If  such  a  withdrawal  is  not  available, 
viser  can  use  nonretirement  assets  as  a 
Schatsky  will  often  invest  the  majori| 
client's  assets  in  her 
401(k)'s  bond  fund,  which 
typically  has  lower  ex- 
penses than  the  other  plan 
funds  and  pays  income 
that  would  be  taxed  outside  of  a  401(k).  • 
taxable  accounts  he  buys  equity  funds 
have  better  track  records  and  lower  e 
than  the  plan  funds. 

Another  common  problem  arises  W 
ployees  owning  too  much  company  stock, 
viser  will  usually  limit  the  company-sto 
cation  to  no  more  than  10%  of  assets.  Bt 
companies  match  employee  401(k)  contn 

with    company 


RETIRE* 


G      U      I 


CLEARFUTURE.COM  Analyzes  your  risk  tolerance  and 
401(k)  portfolio  allocation  and  recommends  funds. 

FPANET.ORG/PLANNERSEARCH  Finds  a  certified 
financial  planner  in  your  neighborhood. 

INVEST0RTREE.COM  IntelligentMatch  system  helps 
you  find  a  planner  who  meets  your  specific  needs. 

MP0WER.COM  Analyzes  risk  tolerance  and  portfolio 
allocations  for  all  of  your  assets. 

NAPFA.ORG  Search  for  advisers  whom  you  pay  with 
fees,  not  by  commissions. 


and  force  them 
the  shares  till 
ment.  "Buying 
option  is  the  be 
tion  for  these  t 
situations,"  say 
borough.  A  put 
is  a  financial 
that  acts  as  a 
against  decline 
stock's  value, 
stock  falls,  the 
tion's  value  rise 

Finding  an 
takes  work, 
such  as  Charles  I 
and  Fidelity  Brc 
Services  offer  a  free  one-time  portfolio 
and  for  some  people,  that  may  be  enough 
tailed  financial  plan  will  cost  you  upwards 
If  you  want  someone  to  manage  your 
Web  sites  can  locate  advisers  in  your  ne 
hood.  Some  don't  charge  fees  but  take  c 
sions  on  the  investments  they  sell  you.  M( 
more  advisers,  however,  are  going  the  f 
route,  charging  1%  or  more  of  your  asset 
ally.  Advice  isn't  cheap — but  in  a  bear 
may  be  your  best  investment. 
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Congratulations,X 


(sign  here) 

You  just  rolled  over  your  old  401  (k)  in  one  step. 


With  the  newT.  Rowe  Price  Rollover  Advantage,  rolling  over  your 
401(k)  to  an  IRA  is  as  easy  as  signing  your  name.  Just  call  one  of 
our  Rollover  Specialists  and  they'll  take  care  of  the  rest,  including 
working  with  your  former  employer  to  coordinate  the  rollover 
process.  Choose  from  over  1,000  no-load  mutual  funds  with  no 
commissions.  Or  select  from  the  well-respected  T.  Rowe  Price 
mutual  funds  that  Morningstar  says  "let  you  sleep  at  night"  Now 
you  no  longer  have  an  excuse  to  neglect  your  old  401  (k). 

To  open  your  account  and  receive  a  prospectus,  call  us  or  visit 
our  Web  site. 


1-800-541-5760 

www.troweprice.com/rolloveradvantage 


T.RoweRice 


INVEST    WITH    CONFIDENCE 

*  Morningstar  Fund  Family  Report  March  31 .  2002.  For  more  information,  including  risks,  lees,  and  expenses,  read  the  fund 
profile  or  prospeclus  carelully  before  investing.  I.  Rowe  Price  Investment  Services.  Inc..  Distributor.  ROA06477 1 
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Playing  Catch-up 
When  Your  Salary  Stalls 

Gauge  the  impact  on  your  nest  egg,  then  save  more 


BY        ANNE         TERGESEN 

The  bear  market  has  inflicted  enough  pain 
on  retirement  savings.  But  if  you're 
among  those  whose  salaries  have  stag- 
nated, declined,  or  failed  to  keep  pace 
with  expectations  this  year,  your  retire- 
ment plan  may  be  even  further  from 
your  goals.  Since  salary  levels  play  a  key  role  in 
retirement  payouts,  you  may  have  to  "save  more 
and  work  longer"  to  compensate  for  these  lean 
years,  says  Olivia  Mitchell,  a  professor  at  the 
University  of  Pennsylvania's  Wharton  School. 

So  you  didn't  get  a  3%  raise  this  year.  This 
may  seem  like  no  big  deal,  but  because  of  the 
power  of  compounding,  losing  even  a  small  salary 


HOW  PAY  FREEZES  CAN  COOL  RETIREMENT  SAVINGS 

Suppose  a  45-year-old  earns 
$150,000  a  year,  expects  3%  annual 
salary  increases,  and  puts  away  10% 
of  the  income  in  a  pretax  and  aftertax 
401(k)  plan  in  which  the  average  an- 
nual return  will  be  7.5%.  What's  the 
impact  of  a  pay  freeze  at  age  45? 

AGE 

VALUE  OF  401(10 

WITHOUT 
FREEZE 

WITH 
FREEZE 

55 
60 
65 

Data:  Jack  V 
Fox  School  ol 

$277,125 

$269,953 

525,362          511,353 
902,048          877,631 

inDerhei,  professor  at  Temple  University's 
Business  &  Management 

hike  can  produce  big  differences  in  ben 
year,  salary  shortfalls  are  sure  to  be 
painful,  since  most  people  won't  be  able 
up  for  lost  ground  in  the  stock  market. 

Consider  a  45-year-old  man  whose 
mains  at  $150,000  this  year,  instead  of 
to  $154,500.  At  65,  his  401(k)  will  hoi. 
less,  assuming  he  saves  10%  of  his  sal; 
year  and  earns  an  annual  return  of 
cording  to  Jack  VanDerhei,  a  professor  a 
University's  Fox  School  of  Business  & 
ment.  If  he  has  a  traditional  pension  pi; 
by  company  contributions,  the  salary  fr> 
his  future  benefits  by  almost  $3,000  a 
suming  he  works  for  20  years  and  the 
pays  40%  of  his  preretirement  earnings 

Whether  your  salary  falls  or  simply 
keep  up  with  expectations,  it's  impo: 
gauge  the  impact  on  your  retirement 
That  way,  you  can  take  steps  to  recou 

Luckily,  tax  laws  that  went  into  e: 
year  make  it  easier  to  play  catch-u 
401(k)s,  the  maximum  pretax  contribut: 
to  $15,000  in  2006.  Those  over  50  can 
an  extra  $1,000  now,  and  that  rises  to 
2006.  And  most  plans  allow  aftertax  c 
tions  once  you've  hit  your  limit.  Defin 
pension  plans  offer  no  way  to  recover 
lost  because  of  stingier-than-expected  p; 
Still,  you  can  compensate  by  increasi 
other  savings. 

With  401(k)s,  it's  relatively  easy  to  fij 
how  to  make  up  for  a  salary  shortfal 
pare  what  you  expected  to  earn  this  ye 
what  you  are  actually  getting.  The  45-^ 
making  $150,000  is  being  paid  $4,500  le 
he  expected.  Then,  calculate  how  much  1 
are  contributing  to  your  401(k)  as  a  ri 
the  man  puts  10%  of  his  pay  into  a  401( 
year,  his  contribution  will  be  $450  less 
would've  been  had  his  pay  risen.  To  vr 
for  that  deficit,  he  can  increase  his 
contribution. 

For  traditional  pensions,  the  catch-up 
tion  involves  more  guesswork.  To  find 
mula  for  calculating  benefits,  consult  you 
fits  department  or  "summary  plan  descr 
Most  plans  use  years  of  service,  salary 
specified  percentage.  Take  a  woman  who 
to  stay  with  a  company  for  20  years.  If  h 
pany  formula's  percentage  is  2%,  she 
ceive  40%  of  her  final  pay  in  retirem* 
years  times  2%  equals  40%). 

When  determining  what  salary  to  pi 
the  formula,  most  plans  use  an  average  of 
ployee's  highest  five  years.  So,  to  figure  c 
lower  pay  affects  benefits,  it's  necessary 
mate  future  pay  raises.  Since  this  is  c 
you  might  fall  back  on  a  simple  rule 
most  retirement  payouts  rest  on  an  emf 
highest  salary,  don't  worry  if  you  are  far  fi 
tirement — you  have  time  to  make  up  for 
falls.  But  if  you  are  close  to  retiring,  crui 
numbers,  funnel  catch-up  cash  into  anotl 
hide,  and  hope  your  company  is  among 
forecasting  salary  increases  of  4%  for  20X 
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iking  the  Downside 
it  of  Investing 


ml  need  a  pricey  fund  to  preserve  your principal 


REMENT 


3IPAL  PROTECTION 


)  $100,000,  you  put 
of  it  in  zero-coupon 
nment  bonds  that  will 
th  $100,000  when  they 
in  five  years.  The  rest 
nto  stocks.  Five  years 
me  s  how  the  strategy 
have  performed,  vs.  an 
[equity  investment. 

PORTFOLIO 
VALUE 


80%  BONDS/ 
20%  STOCKS 

100% 
STOCKS 

$100,000 

$90,000 

100,000 

100,000 

122,000 

110,000 

123,000 

115,000 

124,000 

120,000 

126,000 

130,000 

128,000 

140,000 

130,000     150,000 


BY        ANNE         TERGESEN 

Who  wouldn't  like  an  investment  that 
allows  you  to  participate  in  a  stock 
market  recovery  while  guaran- 
teeing that  you'll  get  your 
money  back  if  the  market 
continues  to  fall?  That's 
exactly  what  a  small  but  growing  num- 
ber of  mutual  funds,  generally  known  as 
principal  protected  funds,  promise  if  you 
leave  your  money  with  them  for  a  set  pe- 
riod, usually  5  or  10  years.  These  vehicles  let 
you  "sleep  at  night,"  says  Bob  Williams,  a  fi- 
nancial adviser  at  Delta  Trust  Investments  in 
Little  Rock,  who  moved  about  $2  million  of  client 
money  into  a  principal  protected  fund  as  the 
market  started  falling  in  early  2000. 

If  you're  tempted  to  put  your  retirement  stash 
into  one  of  these  funds — which  work  their  mag- 
ic by  blending  stocks  and  bonds — think  carefully 
about  it.  Many  funds  levy  sales  charges  as  high 
as  5.5%  when  you  go  in  or  exit,  and  ongoing 
annual  expenses  average  1.5%.  That's 
nearly  half  a  percentage  point  more  than 
balanced  mutual  funds,  which  also  mix 
stocks  and  bonds.  "They  offer  a  very  ex- 
pensive guarantee,"  says  David  Bugen, 
a  financial  adviser  at  RegentAtlantic  Cap- 
ital in  Chatham,  N.J. 

But  you  don't  need  investment  man- 
agers Scudder  or  ing — two  firms  that  of- 
fer these  funds — to  have  a  principal  pro- 
tected plan.  You  can  do  it  yourself  and 
save  on  fees  and  sales  charges. 

Most  principal  protected  funds  safe- 
guard shareholders'  principal  by  investing 
a  large  chunk  of  the  investment  in  zero- 
coupon  bonds.  Such  bonds  don't  make 
regular  interest  payments.  Instead, 
they're  purchased  at  a  discount  to  then- 
face  value,  pay  off  in  full  at  maturity — 
and  the  difference  is  the  interest. 

To  cover  a  $100,000  investment,  for 
example,  an  investor  could  buy  100  zero- 
coupon  U.S.  Treasury  bonds  that  pay 
$1,000  each  upon  maturity.  Because  zeros 
are  sold  at  deep  discounts,  it  might  cost 
only  $80,000  to  buy  bonds  today  that  will 
deliver  $100,000  in  five  years.  With  the 
remaining  $20,000,  you  can  buy  stock  mu- 
tual funds — preferably  no-load,  low-ex- 
pense index  funds — thus  positioning  your- 
self to  gain  if  the  market  rises. 


Whether  you  undertake  this  strategy  your- 
self or  buy  a  principal  protected  fund,  you're 
going  to  end  up  heavily  in  bonds.  That's  because 
with  interest  rates  low,  bond  prices  are  rela- 
tively high,  leaving  little  left  over  for  stocks.  If 
stocks  recover  and  make  modest  gains — say,  30% 
over  the  next  five  years — the  stocks  and  bonds 
together  will  be  worth  $126,000,  a  26%  return. 
Had  you  invested  the  entire  amount  in  stocks, 
you  would  only  have  a  little  bit  more,  $130,000 
(table).  You  can  consider  the  $4,000  difference  the 
price  of  the  principal  protected  strategy's  guar- 
antee. If  the  market  rebounds  strongly,  that  cost 
goes  up.  With  a  50%  gain  in  stocks,  the  principal 
protected  strategy  would  only  deliver  30% — not 
much  more  than  the  return  in  the  first  example. 

Principal  protection  has  other  drawbacks.  To 
get  a  guarantee,  it's  necessary  to  lock  up  your 
money  for  a  long  time.  If  you  invest  on  your 
own,  you'll  need  to  wait  until  your  zero-coupon 
bonds  mature  before  recouping  your  principal. 
Scudder's  funds  require  you  to  put  your  money 
away  for  a  decade,  while  ing's  eight  funds  issue 
five-year  guarantees.  You  can  sell  your  fund 
shares  before  they  mature.  But  you'll  receive 
the  price  at  which  they  trade  on  that  day — 
which  may  be  more  or  less  than  what  you  paid. 

Nor  is  this  investment  strategy  tax-friendly, 
notes  Eric  Jacobson,  senior  analyst  at  fund  track- 
er Morningstar.  Unless  you  buy  zero-coupon 
bonds  in  a  tax-deferred  retirement  account,  you 
must  pay  income  tax  on  the  interest  they  earn 
annually  even  though  you  are  not  getting  the 
cash.  Many  funds  allow  you  to  take  out  your 
dividends  and  taxable  distributions  in  the  year  in 
which  they  accrue.  However,  the  funds  also  re- 
duce your  guaranteed  principal  by  the  amount  of 
these  distributions. 

So  if  a  principal  protected  investment  plan 
appeals  to  you,  take  this  advice:  Build  it  yourself.  ■ 
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Peace-of-Mind  Portfolios 

Life-cycle  funds  shift  your  asset  mix  as  you  age 


Over  the  past 

five  years, 

these  funds 

have  beaten 

the  average 

stock  fund.  For 

2002,  they're 

down  only  half 

as  much 


BY       SUSAN       SCHERREIK 

Life-cycle  funds,  which  offer  investors 
pre-mixed  portfolios  of  stocks,  bonds, 
and  cash  according  to  their  age,  have 
been  around  for  about  a  decade.  The 
diversified  approach  they  take  is  a 
smart  way  to  save  for  retirement,  but 
youll  rarely  hear  a  financial  planner  or  broker 
recommend  them.  "They  wouldn't  be  good  for 
business,"  confides  Dee  Lee,  a  Boston  financial 
planner  and  co-author  of  The  Complete  Idiot's 
Guide  to  Retiring  Early  (Alpha  Press,  $19.95). 

Why?  These  mutual  funds  make  practically 
all  the  investment  decisions  for  you.  They're 
designed  to  get  you  from  an  aggressive  stock- 
heavy  portfolio  to  a  more  conservative  invest- 
ment mix  the  closer  you  get  to  retiring.  Once 
you  retire,  they're  also  a  handy  way  to  stay  in- 
vested partially  in  stocks  while  drawing  a  steady 
income  from  bonds  and  cash. 

At  a  time  when  the  stock  market  is  sagging, 
the  strategy  of  these  funds  looks  wise.  Over  the 
past  five  years  through  June  30,  the  typical  life-cy- 
cle fund  has  gained  an  annualized  420%,  vs.  3.89% 
for  the  average  stock  fund,  according  to  invest- 
ment-research firm  Morningstar.  This  year,  life-cy- 
cle funds  are  off  6.42%,  but  that's  a  better  show- 
ing than  the  11.70%  loss  racked  up  by 
the  average  stock  fund. 

Life-cycle  funds  operate  in  one  of 
two  ways.  The  first  type  is  a  fund 
with  a  targeted  retirement  date.  If 
you  invest  in  Fidelity  Freedom  2030,  for  exam- 
ple, 84%  of  your  money  will  currently  be  in 
large-,  medium-,  and  small-company  stocks,  in- 
cluding nearly  9%  in  international  equities.  Over 
the  next  28  years,  the  mix  will  move  toward 
more  bonds  and  cash. 

The  second  and  more  common  life-cycle  in- 
vestment is  a  series  of  funds  with  preset  asset 
allocations.  It's  not  as  hands-off  as  the  first  type: 
You  must  move  the  money  from  one  fund  to  an- 
other, perhaps  once  a  decade,  to  ensure  that  you 


A  SAMPLING  OF  LIFE-CYCLE  FUNDS 

FUND/SYMBOL 

TOTAL  RETUM 

* 

1-YEAR 

3-YEAR 

5-YEAR 

FIDELITY  FREEDOM  2020  FFFDX 

-12.17% 

-2.68% 

5.68% 

SCHWAB  MARKETTRACK  CONSERVATIVE  SWCGX 

-2.45 

1.94 

5.28 

SCUDDER  TARGET  2010  KRFAX 

-0.14 

3.04 

7.31 

VANGUARD  LIFESTRATEGY  CONSERVATIVE  GROWTH  VSCGX 

-2.90 

1.26 

5.97 

•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes.  Returns  are 
Multiyear  returns  are  annualized 

through  June  28. 

Data:  Morningstar  Inc. 

have  the  right  portfolio  for  your  age 
pie:  Vanguard's  LifeStrategy  series, 
that  go  from  growth  to  moderate  growth 
servative  growth  and  finally,  income. 

Although  Charles  Schwab  and  other 
permarkets  offer  life-cycle  funds  to  indi 
401(k)  plans  are  their  biggest  market.  B 
Lucas,  a  defined-contribution  consultant 
ployee-benefits  firm  Hewitt  Associati 
many  workers  don't  use  them  property 
put  equal  amounts  in  a  life-cycle  fund, 
fund,  a  money  market  fund,  and  maybe 
fund,  so  all  told,  they're  overloaded  with  f 
come  investments. 

You  should  use  a  life-cycle  fund  as 
holding  and  add  other  funds 
sify  your  overall  portfolio, 
stance,  Vanguards  LifeS 
Growth  keeps  only  5.9%  of 
small-company  stocks.  So 
owned  that  fund,  you  might  also  want  t 
small-cap  fund.  Fidelity  Freedom  2000  (for 
who  are  about  to  retire,  or  just  did)  kee; 
of  its  assets  in  assorted  large-,  mediun 
small-cap  stocks.  But  financial  planner  I 
vises  that  retirees  hold  closer  to  40%  of  tl 
vestments  in  equities.  In  that  case,  you 
also  want  to  own  a  broad  stock  fund,  such: 
that  invests  in  the  Wilshire  5000  stock  in 
Many  life-cycle  funds  are  "funds  of  funds3 
prised  of  various  stock  and  bond  funds 
means  you  really  have  to  wat 
fees.  Franklin  Templeton  Consei 
Target  A,  for  instance,  charges 
nual  expense  ratio  of  0.54%,  cal< 
from  the  12  individual  funds  it 
as  well  as  its  own  0.92%  on  top  ( 
An  exception:  With  Vanguard,  y 
for  the  underlying  funds,  but  the 
fee  for  managing  the  mix. 

A  life-cycle  fund  will  never 
hottest  fund  of  the  year.  But  w 
funds,  you  have  to  know  when 
With  life-cycle  funds,  you  can  juj 
them  right  into  retirement. 
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TOMORROW 

Reduce  actual 
crash  injuries 


He  can't  talk,  he  can't  walk,  he  can't  drive 
a  car.  Yet  he  could  be  the  most  important 
"person"  in  the  world  of  automotive 
safety  testing  today.  He's  THUMS,  the 
world's  first  virtual  human  for  crash  testing. 

Developed  by  Toyota  engineers,  THUMS 
can  provide  a  microscopic  look  at  the 
injuries  real  people  are  likely  to  sustain  in 
a  car  accident.  By  analyzing  data  from 
THUMS'  80,000  cyberparts,  engineers  can 
now  zero  in  on  skin,  bones,  ligaments  and 
tendons  —  something  they  were  never 
able  to  do  before. 

Although  currently  only  an  experiment, 
technologies  like  THUMS  may  one  day  be 
used  to  supplement  Toyota's  existing 
safety  programs,  to  make  our  cars  even 
safer  for  real  human  beings.  Safer  cars  — 
thanks  to  one  very  smart  dummy. 

www.toyota.com/tomorrow 
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home  netted 
h  Rubenstein  and 

Bassi  $350,000 
-  -.         tax-free 
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Stock  Shocked? 
Your  House  Can  Help 

Lock  in  gains  now  from  the  hot  real  estate  market 


BY       SUSAN       SCHERREIK 

Herb  Rubenstein  and  Laurie  Bassi 
are  in  their  late  40s  and  won't  retire 
for  years.  The  couple  also  has  no 
interest  in  leaving  the  Washington 
(D.C.)  area  anytime  soon.  Yet 
Rubenstein,  an  attorney,  and  Bassi, 
an  economist  and  investment  con- 
sultant, rushed  to  sell  the  five-bed- 
room house  in  Chevy  Chase,  Md.,  where  they 
raised  two  children  as  soon  as  their  youngest 
graduated  from  high  school  in  June.  The  house, 
which  the  couple  bought  nine  years  ago  for 
$500,000,  fetched  around  $850,000.  "The  hot  real 
estate    market    had    a    lot    to    do    with    our 


decision,"   says   Rub^ 
So  did  a  federal  tax 
acted  in  1997,  that  lej 
ried  homeowners  skip  J 
taxes    on    gains    of 
$500,000  ($250,000  for 
when  they  sell  a  pr 
idence.  Homeowners 
that  exemption  as  oi 
they  like — as  long  as  tJ 
in  a  house  for  at  least! 
the  most  recent  fivel 
Rubenstein  and  Bassi 
moved  to  a  three-stoil 
house  in  Washington 
bought  when  they  we 
married  but  had  rentl 
when  they  moved  to  t\ 
urbs.  Their  long-term 
retire  to  San  Diego  oi 
der,  Colo.  They  plan  tcl 
the  bulk  of  their  hor| 
profits  in  the  stock  ma 
At    a    time    when  I 
prices    continue   to   1 
while   the    stock   rru 
leaden,  investors  are 
real  estate  holdings  in  I 
ety  of  creative  ways 
them  bolster  retiremei 
ings.  In  some  cases,  il 
empty-nesters  such  as 
stein  and  Bassi  who 
sizing  so  they  can  reap : 
tax-free  profits  on  the 
ily    home.    In    other 
they're  people  in  their  c\ 
40s  who  are  taking  ad\ 
of  low  mortgage  rates 
a  second  home  in  a  de 
vacation  spot  and  rem 
out  until  they  retire. 

Meanwhile,  a  popula 
egy  for  the  recently  retij 
to  finance  a  home  pu:[ 
even  if  they  have  caj 
hand.  The  appeal:  Yol 
shave  your  tax  bill  wij 
mortgage-interest  dedl 
while  using  your  cash  il 
ing  expenses.  That  wa| 
can  delay  withdrawing  from  tax-defemiM 
ment  accounts  when  stock  investments! 
plunged  to  their  lowest  levels  in  years.  Of  <l 
this  plan  works  only  if  you  believe  futi 
gains  will  outweigh  mortgage  costs. 

Financial  planners  say  one  of  the  sml 
things  homeowners  approaching  retiremej 
do  is  to  decamp  to  a  smaller  house  or 
"In  today's  red-hot  real  estate  markell 
shouldn't  hesitate"  to  lock  in  profits  befo 
bubble  bursts,  says  Christopher  Cord:( 
Chatham  (N.J.)  financial  planner. 

Cordaro  urged  a  recently  retired  client  al 
wife,  who  are  having  a  home  built  in  Sanl 
N.M.,  to  sell  their  NewT  Jersey  house  irr| 


96  BusinessWeek  /  July  29,  2002 


ther  than  wait  until  the  new  house  is 

several  months  from  now.  The  couple 

rent  an  apartment  until  the  new  home  is 

'It's  risky  to  own  two  homes  if  your  goal 

et  down  to  one,"  Cordaro  says.  "If  the 

\   falls,  you  could  have  problems  selling." 

■  her  reason  to  trade  down  is  that  Uncle 

ows  you  to  keep  more,  if  not  all,  of  your 

I  Before  the  1997  tax-law  change,  home- 

I ,  married  or  single,  were  allowed  a  one- 

x  exemption  of  $125,000  from  the  sale  of 

i  residence,  and  only  if  the 

ivner  (or  one  spouse)  was  at 

»5.  Homeowners  of  any  age 

Iso  allowed  to  roll  over  profits 

home  sale  into  a  new  house  of 

greater  value  as  often  as  they  liked. 
Bars  ago,  that  tax-free  rollover  was  elim- 
and  the  repeatable  $500,000  exemption 
fito  play. 

needn't  be  an  empty-nester  to  take  ad- 
;  of  the  new  rules.  Michael  Beriss,  a  fi- 
adviser  for  American  Express  in  Bethes- 
,  has  a  45-year-old  client  who  inherited  a 
(vhen  her  mother  died.  Initially,  the  client 
|1  on  renting  out  her  own  home  while  she 
into  her  mother's  house  and  renovated  it 
ale.  But  Beriss  advised  her  to  sell  her 
[  home  to  obtain  the  tax-free  profit,  live  in 
ther's  home  for  two  years,  and  repeat 
fcess. 

caveat:  Your  tax-free  profit  might  be  low- 
you  expected.  That's  because  any  profits 
before  1997  and  rolled  into  subsequent 
>urchases  must  be  added  to  your  gain, 
ay  you  bought  a  house  in  1996  for 
),  paying  for  it  in  part 
ng  over  the  $100,000 
•ned  on  the  home  you 
bday,  your  house  is 
$1  million,  so  you'll 
500,000  on  the  sale, 
the  eyes  of  the  Inter- 
venue  Service,  your 
$600,000,  so  you'll 
to  pay  taxes  on 
0,  says  David  Rhine. 
1  director  of  family 
planning  at  Sagemark 
;ing. 

t  if  you  want  to  ex- 
our  real  estate  hold- 
jOu  Stanasolovich,  a  financial  planner  in 
rgh,  says  a  common  strategy  for  home- 
who  are  buying  a  third  residence  is  to  fi- 
he  property  with  home-equity  loans  tied 
first  two  homes.  The  reason:  You  are 
owed  to  deduct  mortgage  interest  on  the 
o  properties  you  own.  But  you  can  write 
interest  on  home-equity  loans  of  up  to 
0  on  both  residences,  says  Rhine. 
;her  way  to  tap  your  home  equity  is  to 
ce  your  mortgage.  To  qualify  for  tax-de- 
interest,  you  can  refinance  up  to  the 
-  amount  of  the  mortgage,  plus  $100,000. 
er,  your  home  loans  can't  exceed  the 


property's  value  in  order  for  the  interest  to  be 
tax-deductible. 

Home-equity  loans  can  also  provide  the  need- 
ed cash  to  help  finance  a  retirement-home  pur- 
chase— as  long  as  you  plan  on  moving  within 
two  to  three  years.  Robert  Reby,  a  Danbury 
(Conn.)  financial  planner,  says  a  client  and  his 
wife  are  building  a  retirement  home  in  South 
Carolina,  but  they  don't  want  to  move  or  sell 
their  New  York  home  for  two  more  years.  So  in- 
stead of  taking  out  a  construction  loan  that  can 
carry  fees  of  several  thousand  dollars 
and  require  lots  of  paperwork,  the 
couple  got  a  home-equity  loan.  "It's  a 
temporary,  low-risk  strategy,"  he  says. 
The  danger,  of  course,  is  that  rates 
will  rise — which  means  the  variable-rate  home- 
equity  loan  will  become  more  costly.  That's  why 
Reby  says  this  strategy  is  best  when  used  to 
cover  a  relatively  short  period. 

A  popular  strategy  for  people  in  their  30s  and 
40s  is  to  buy  a  home  in  a  desirable  retirement 
community  and  rent  it  out.  That's  what  Rayetta 
and  Steve  McCuiston,  both  43,  are  doing.  The 
Chicago  couple  bought  a  Sanibel  Island  (Fla.) 
condominium  five  years  ago  for  $260,000  and 
sold  it  nearly  two  years  later  for  $100,000  more 
than  they  paid  for  it.  The  McCuistons  then  up- 
graded to  a  $410,000  Gulf-front  condo,  which 
brings  in  about  $33,000  a  year  in  rental  income. 
That  covers  nearly  all  of  the  carrying  costs, 
Rayetta  says. 

Rayetta,  a  corporate  trainer,  says  she  be- 
lieves her  condominium  will  continue  to  increase 
in  value  because  the  verdant  island  strictly  lim- 
its development.  And  with  baby  boomers  set  to 


HOW  TO  TAP  YOUR  REAL  ESTATE 


►  Sell  the  big  house  now  and  downsize  to  take  advantage  of  tax-free 
gains  of  up  to  $500,000 

►  Take  out  a  mortgage  even  if  you  can  afford  to  pay  cash  for  a  home 
so  you  can  postpone  withdrawals  from  your  IRA  or  401(k) 

►  Buy  a  retirement  home  in  a  hot  vacation  spot  years  before 
retirement  and  rent  it  out  to  help  pay  for  it 

►  If  you're  buying  a  third  home,  take  out  home-equity  loans  on  your 
primary  residence  and  vacation  house  to  fund  the  purchase,  since 
mortgage  interest  on  a  third  dwelling  isn't  tax-deductible 


retire  en  masse  over  the  next  two  decades, 
Rayetta  thinks  she  and  her  husband  would  have 
been  priced  out  of  the  market  if  they  had  wait- 
ed. "Our  condo  isn't  our  ultimate  retirement 
home,  but  when  we  do  retire  to  Sanibel  Island, 
we'll  sell  it  and  use  the  proceeds  to  get  the 
home  we  really  want  there,"  Rayetta  says.  In 
the  meantime,  the  McCuistons  use  the  condo  for 
off-season  vacations  with  their  two  teenage 
children. 

For  most  people,  their  house  is  their  biggest 
asset.  With  stocks  sinking  and  bond  yields  low,  it 
might  also  be  their  best  tool  for  shoring  up  re- 
tirement plans.  ■ 


Married 

homeowners 

owe  no  tax  on 

gains  of  up  to 

$500,000  when 

selling  a 

primary  abode. 

And  as  long  as 

they  live  in 

their  next 

house  2  years, 

they  can  use 

the  exemption 

again 
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Should  You 

lclK6  <i 

Lump  Sum? 

IRA  vs.  annuity:  A  tricky 
choice  when  you  retire 


Stt 


k    4     i  (■ 


BY         SANDRA         BLOCK 

Retiring  was  easy  when  most  workers 
were  covered  by  traditional  pensions: 
You  cleaned  off  your  desk,  bade  farewell 
to  colleagues,  and  waited  for  your 
monthly  check  to  roll  in.  But  as  more 
companies  have  shifted  to  401(k)  plans 
and  portable  pensions  called  cash-balance  plans, 
retiring  workers  face  some  difficult  choices. 
Should  they  empty  the  pot,  roll  the  contents 
into  an  individual  retirement  account,  and  try 
to  manage  their  way  to  a  reasonable 
rate  of  return?  Or  should  they  con- 
vert the  money  into  an  annuity — ei- 
ther through  their  employer  or  an 
outside  insurer — that  guarantees  a 
monthly  payment  for  as  long  as  they  live? 

Pension  experts  believe  the  bear  market, 
which  has  eviscerated  many  workers'  portfolios, 
may  compel  more  retirees  to  choose  the  securi- 
ty blanket  an  annuity  provides.  Most  Ameri- 
cans aren't  very  good  at  budgeting  or  making  in- 
vestment decisions,  says  Norman  Stein,  a 
pension  expert  and  law  professor  at  the  Uni- 
versity of  Alabama.  "The  consequences  of  mis- 


RETIREMENT 


managing  your  money  can  be  disastrous,"  I 

In  exchange  for  that  security,  you 
control.  By  putting  your  savings  in  an  inc 
retirement  account,  you  determine  how  tl 
ey  is  invested,  and  you  can  withdraw 
needs  dictate.  In  the  meantime,  your 
ments  continue  to  grow.  You'll  have  to  ta 
imum  annual  distributions  once  you  tu 
but  new  tax  rules  have  sharply  reduc 
withdrawal  amount. 

The  control  issue  is  of  enough  conce 
about  90%  of  retirees  take  the 
sion  and  401(k)  payouts  in 
sum,  then  transfer  it  to  an  IR 
Rich  Koski,  director  of  resea 
Buck  Consultants.  Of  cours 
could  run  out  of  money,  particularly  if  the 
heads  south  when  you  start  taking  distril 
(table).  Still,  many  retirees  like  the  abi 
take  annual  or  monthly  withdrawals  fror 
iras  based  on  estimated  living  expense 
to  withdraw  larger  amounts  for  emerg 
With  an  annuity,  you  don't  have  that  flej 
Without  another  source  of  cash,  you  may 
able  to  cover  expenses  that  arise  when  t 


FIGURING  THE  PRICE  OF  SECURITY 


25,000 
20,000 
15,000 
10,000  -| 
5,000 


ANNUAL  PAYOUT  FROM  ANNUITY* 
ANNUAL  WITHDRAWAL  FROM  IRA** 


lntmi 


AGE^-65      66       67       68      69       70       71       72       73       74       75       76       77       78       79      80      81       82      83      84      85      86      87      88      89 
▲  DOLLARS  "BASED  0N  AN  ASSUMED  INTEREST  RATE  OF  6%.  WHICH  RESULTS  IN  A  7.58%  ANNUAL  PAYOUT,  ADJUSTED  FOR  INFL 

Data:  T  Rowe  Price  Associates 


♦BASED  ON  A  RETURN  OF  6%.  WITH  AN  ANNUAL  WITHDRAWALS  OF  7.58%.  ADJUSTED  FOR  INFU 
♦"PAYMENTS  WILL  CONTINUE  AT  THIS  LEVEL  FOR  THE  REST  OF  YOUR 
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I  rtus.  software 


Never  underestimate  public  enthusiasm  for  team  software. 

IN  INSTANT  MESSAGING,  LOTUS  SAMETIME  IS  #1. 
(THERE  GO  THE  GOALPOSTS.) 


are  going  wild.  More  companies  have  chosen  Lotus  Sametime®  as  their  standard  for 
Drate  instant  messaging  than  any  other  software.  Find  team  members  online  instantly,  whether 
e  at  a  computer  or  on  a  mobile  device,  and  securely  communicate  with  them.  Lotus.  Part  of 
inning  software  team,  with  DB2f  Tivoli®  and  WebSphere®  Learn  more  at  ibm.com/lotus/team 


^business  is  the  game.  Play  to  win: 


wi  the  Osterman  Research  Study  on  Instant  Messaging,  ©  2002  Osterman  Research.  Inc.  IBM,  DB2,  Lotus,  Sametime,  Tivoli,  WebSphere,  the  e-business  logo  and  e-business  is  the 
iy  to  win  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/br  other  countries.  ©  2002  IBM  Corporation.  All  rights  reserved. 
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BusinessWeek  Investor 


v£  What  do  seven  out 
of  ten  American  workers 
say  will  motivate  them  to 
perform  better  on  the  job? 

A,  A  good  benefits  plan. 

According  to  the  2nd  Quarter 
2002  Principal  Financial 
Weil-Being  Index SM,  70%  of 
today's  workers  say  a  good 
benefits  plan  inspires  them  to  work 
harder  and  perform  better  at 
work.  And  61%  say  an  attractive 
benefits  program  would  encourage 
them  to  stay  with  their  employer. 

You  can  help  secure  your 
employees'  financial  futures 
and  increase  productivity  and 
satisfaction  in  the  workplace. 
And  we  at  the  Principal  Financial 
Group®  can  help.  Give  us  a  call 
at  1-800-986-3343  (ext.  80080). 
We  understand  what  you're 
working  forSM. 


"Having  a  good  employee 

benefits  plan  keeps  me  working 

for  my  current  company." 


■  Agree/somewhat  agree 

■  Disagree/somewhat  disagree 
□  Neither  agree  nor  disagree 

Source:  2nd  Quarter  2002  Principal  Financial 
Weil-Being  Index5" 


Principal 


Financial 
Group 

www.principal.com 

©2002  Principal  Financial  Services,  Inc., 

Des  Moines,  IA  50392.  The  Principal  Financial  Group*  is 

i  registered  trademark  of  Principal  Financial  Services.  Inc., 

a  member  of  the  Principal  Financial  Group. 


nace  quits  or  the  car  breaks  down.  "The 
argument  for  a  guaranteed  income  is 
very  compelling,  but  it's  too  restrictive," 
says  Linda  Lubitz,  a  financial  planner  in 
Miami.  "Life  is  guaranteed  to  change." 

What's  sure  to  change  as  you 
age  is  your  health — and  this 
may  make  an  IRA  more  at- 
tractive. If  you  have  an  ill- 
ness, an  IRA  lets  you  with- 
draw for  medical  costs  not 
covered  by  your  insurance. 
Lifetime         income 
guarantees,  on  the 


One  advantage  of  an  IRA  is  the 
allows  you  to  take  out  large  sums 
when  necessary  for  health  care 


other  hand,  aren't  as  valuable  if  you  don't 
expect  to  live  long.  If  you  convert  to  an 
annuity  with  a  lifetime  payout  and  make 
it  to  105,  you  win.  But  if  you  die  within  a 
few  years  after  annuitizing,  the  insurer 
wins,  and  your  survivors  and  heirs  lose. 
The  exception:  an  annuity  that  makes 
payments  to  your  spouse  or  heirs  after 
you  die.  But  you  get  a  smaller  payout 
while  you're  alive.  By  contrast,  what  you 
don't  spend  in  your  ira,  you  can  leave  to 
your  spouse  or  heirs,  who'll  have  to  pay 
taxes  only  on  withdrawals  for  funds  un- 
der $1  million.  Your  heirs,  other  than  a 
spouse,  will  face  estate  taxes  on  funds  $1 
million  or  over. 

If  you  still  prefer  an  annuity,  your 
employer  could  help  you  set  it  up 
Companies  with  cash  balance  plans 
usually  offer  an  immediate-annuity 
option,  and  some  will  also  annu- 
itize your  401(k).  The  payment 
amount  will  depend  on  your  ini- 
tial investment,  the  estimat 
ed  return,  and  your  life  ex 
pectancy.   The   estimated 
return  is  based  on  an 
assumed       interest 
rate.  Company  pension 
administrators  usually  use  the 
30-year  Treasury  bond,  which 
now  yields  5.4%. 

When  deciding  between  ac- 
cepting your  employer's  an- 
nuity plan  or  buying  one 
yourself,  keep  a  few  things 
in  mind.  Women  usually  fare  better  in 
taking  their  company's  annuity,  says 
Towers  Perrin's  Bill  Daniels.  By  law, 
employers  must  calculate  payments 
based  on  the  average  life  expectancy  of 
both  men  and  women.  Insurance  com- 
panies use  separate  mortality  tables  for 
each  gender.  Because  women  tend  to 


live  longer,  they  receive  low<  t 
payments  by  insurer  calculat 

You  can  shop  for  higher  paj  r 
side  your  company.  But  res  J 
print:  Fees  and  commissions 
your  net  payout,  says 
sultants'  Koski.  If 
that  you  can  ind 
your  monthly  pa  i 
buying  the  annuit  n 
first  roll  your  s; 
an  IRA.  If  you 
draw  t 
you  cou 
with  a  big 
your  savings.  One 
ey  is  safely  in  an 
to  purchase  an 

There  is  a  wa;\ 
guaranteed  mont 
without  locking 
Annuitize   your 
sponsored  retirement  plan  an 
er  savings,  such  as  a  Roth  I 
able       investment       portfc 
discretionary  expenses.  If 
money  is  in  your  employer 
you  can  annuitize  part  of  it 
the  rest  out  to  invest  in  an  I 

Increasingly, 
companies  are  of- 
fering this  option, 
Lubitz    says.    If 
your      employer 
won't  let  you  annuitize  som 
savings,  you  can  take  the  hi 
roll  it  into  an  IRA,  and  annuiti 
your  savings  within  the  IRA.  1 
up  some  of  the  advantages  of 
payer's  annuity,  which  may  ( 
er  payments  at  a  lower  cos 
flexibility  could  be  worth  i 
imize  the  bite  of  commit 
fees,  consider  annuitk 
by  such  no-load  fund  I 
as  tiaa-cref,  Fidelii 
ments,   or  T.   Ro: 
Group.  Compare 
www.imm.' 
nuity.com. 


.say  your  heirs! 
you  die-but  you  get  smaller 


Ideally,  your  annuity  shoil 
your  ordinary  living  expenses  I 
you  to  tap  your  IRA  for  enrl 
and  extras.  If  the  market  pi 
you  may  have  to  postpone  yoil 
Paris.  But  thanks  to  your  annvl 
still  be  able  to  afford  a  decel 
of  Chardonnay. 
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OU  CAN  ALWAYS  TELL  WHEN  AN  EMPLOYEE  HAS  A  GREAT  RETIREMENT  PLAN. 

They're  happier,  more  productive  and  will  stay  with  you  longer.  We  should  know.  As  the 

nation's  401  (k)  leader,  we've  been  providing  growing  businesses  with  complete  retirement 

solutions,  helping  to  secure  their  employees'  financial  futures,  for  over  60  years.  You'll  find  our 

wide  range  of  products  and  services  provides  tremendous  flexibility  in  customizing  a  plan  for 

your  growing  business.  Add  to  that  our  top-notch  customer  service  and  there's  no  reason  to  look 

anywhere  else.  Want  to  make  the  office  a  better  place  for  your  employees? 

Give  us  a  call  at  1-800-986-3343  (ext.  80080).  

Financial 


WE    UNDERSTAND    WHAT    YOU'RE    WORKING    FOR 

www.principal.com 
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ncipal  Financial  Services,  Inc.,  Des  Moines,  IA  50392.  Insurance  issued  by  Principal  Life  Insurance  Company.  Securities  offered  through  Princor  Financial  Services  Corporation  (member 
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How  to  Avoid  that 
Depleted  Feeling 

Making  sure  your  retirement  funds  outlive  you 


RETIREMENT 


£Z$ 


BY        JOHN        WAGGONER 

Do  a  quick  search  on  the  Internet,  and 
you'll  find  dozens  of  calculators  that 
show  how  much  you  need  to  save  for 
retirement.  But  most  of  them  don't  tell 
you  how  much  you  can  safely  with- 
draw each  year  once  you  do  retire  so 
that  you  don't  outlive  your  money. 

In  many  ways,  it's  a  knottier  problem  than 
saving  for  retirement.  Younger  savers  have  time 
to  make  corrections  and  adjust  for  underinvest- 
ment or  disappointing  returns.  Those  who  are  liv- 
ing off  their  accumulated  wealth  have  less  flexi- 
bility to  make  up  for  bad  financial 
decision-making. 

For  starters,  financial  advisers 
generally  recommend  you  don't 
take  more  than  5%  of  your  stash 
the  first  year  after  you  retire. 
You  want  to  keep  as  much  in- 
vested as  possible.  The  power  of 
compounding  means  your  earn- 
ings in  your  first  years  of  with- 
drawal have  a  far  bigger  impact 
than  those  in  your  later  years. 

Use  that  number  merely  as  the 
starting  point.  The  amount  of 
money  you   withdraw   annually 


Schaefer's 
expenses 
have  risen 
since  her 
retirement 


would  depend  not  only 
much  you've  saved  but  also 
lifestyle,  inflation,  and  of 
the  earnings  on  the  untouc 
tion  of  your  money. 

Consider  the  question 
much  income  you'll  need.  In  the  past,  y< 
have  been  told  to  aim  for  a  retirement 
equal  to  70%  of  what  you  earned  while 
That  assumption  doesn't  necessarily  h 
for  more  active  retirees.  It  certainly 
apply  to  Margaret  Schaefer,  a  retired  fifl 
teacher  in  Dearborn,  Mich.  Like  man 
retirees,  Schaefer,  64,  has  stepped  up  h 
eling — and    that    has    boosted    her 
spending. 

Whether  you  can  maintain  your  lifes 
pends  on  inflation  as  well  as  your  inv 
earnings.  To  see  how  much  havoc  inflai 
wreak,  consider  someone  with  a  $500,(XX 
ment  kitty  who  withdraws  $25,000  a  y 
flation  averages  4%  a  year,  that  $25,000  v 
the  buying  power  of  $11,050  in  20  years 
You  can  adjust  for  inflation  by  increa 
amount  you  withdraw  by  4%  or  so  each 
you're  earning  healthy  returns  on  your 
ment — say,  10%  a  year — you  can  do 
still  count  on  having  something  in  the  1 
years  from  now.  For  example,  a  retirt 
$500,000  in  a  fund  that  earns  10%  a  y 
withdraw  5%,  or  $25,000,  the  first  year 
crease  that  amount  by  4%  annually 
have  $1.4  million  saved  by  year  20.  But 
count  earns  just  5%  a  year,  he  may  havi 
frain  from  giving  himself  a  yearly  inflai 
crease  so  his  nest  egg  lasts  longer.  Oth 
after  20  years,  he'll  have  only  $113,000 
account  (table). 

The  stock  market's  unpredictability  ma! 
culations  more  difficult.  A  few  years 
seemed  reasonable  to  assume  stocks  wo 
liver  at  least  a  10%  annual  total  retun 
doesn't  seem  so  reasonable  anymore 
yields  were  in  the  high  single-digits,  that 
take  up  some  of  the  slack.  But  with  the 
U.  S.  Treasury  bond  at  5.4%,  there's  little 
there,  either. 

If  your  retirement  fund  takes  a  big  loss 
start  of  your  withdrawal  period,  the  effe 
devastating  and  long-lasting.  Let's  saj 
$500,000  investment  portfolio  suffers  a 


HOW  LONG  YOUR  SAVINGS  WILL  LAST 


f: 


RATE  OF 
RETURN 


YEARS  I 

WILL  HOLD    : 


If  you  plan  to  increase  your 

withdrawals  each  year  to  make  up 

for  inflation,  you  need  to  earn  higher 

returns.  For  example,  suppose  you 

retire  with  $500,000  and  start  with 

a  $25,000  withdrawal  in  the  first 

year  and  increase  your  withdrawal 

by  4%  in  subsequent  years.  How  ----- 

long  your  money  lasts  will  depend 

on  your  rate  of  return. 


4% 
5 
6 


24 

28 


Data:  USA  Today 


I 
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'smart  drawdowns 


iur  taxable  funds  first  You'll 
son  your  capital  gains  at  the 
0%,  or  18%  for  investments 
e  than  five  years. 

our  IRAs  or  401  (k)  plans  next 

is  are  taxed  as  ordinary  in- 
nn  withdrawal,  so  it's  best  to 
m  in  the  tax-deferred  ac- 
s  long  as  possible. 

to  your  Roth  IRAs  last  Unlike 

al  IRAs  or  40100  plans,  Roth 
tax-free  when  you  take  dis- 
,  provided  you're  at  least 

you've  had  the  account  at 
years.  Besides,  your  Roth 

3n  go  to  your  heirs  tax-free. 


st  year  of  retirement  and  then 
for  the  next  29  years.  If 
raw  5%  in  the  first  year  and 
he  amount  by  4%  annually, 
:  balance  will  be  zero  at  the 
years.  But  if  the  market  takes 
year  5,  you'll  end  the  30-year 
h  $870,000. 

's  a  retiree  to  do?  Apart  from 
hard  look  at  your  spending, 
sh  reserve.  Tap  that  first  if 
market  slides  in  your  early 
jt  years.  That  way,  you  con- 
r  investment.  "That's  your  ul- 
ety  net,"  says  Malcolm  Makin, 
1  planner  in  Westerly,  R.  I., 
unends  holding  a  year's  worth 
xpenses  in  reserve. 

strategy  is  to  take  a  fixed 
e  of  your  assets  each  year, 
•n  a  fixed  amount.  That's  what 
(ernstein,  an  investment  ad- 
oos  Bay,  Ore.,  and  author  of 
Pillars  of  Investing  (McGraw- 
5),  recommends  to  his  clients. 
approach,  youll  never  outlive 
gr.  There  is  a  drawback,  how- 

•  income  can  fluctuate  sharply 

•  to  year,  depending  on  the 
our  investments.  Consider  a 
ho    started    in    1995    with 

i  the  Standard  &  Poor's  500- 
x  and  withdrew  5%  of  his  ac- 
?ar.  Withdrawals  would  have 
om  $71,000  in  1999  to  $52,000 

go  with  occasional  inflation 
ts,  rather  than  annual  ones. 

annually  for  changes  in  the 
price  index  could  make  you 
more  than  you  need,  depleting 
lgs  sooner.  The  cpi  tends  to 
inflation  by  about  1%  a  year, 
Cooley,  a  business  profes- 
oity  University  in  San  Anto- 
30  years,  that  adds  up  to  real 
nd  that's  what  you  need  to 
retirement.  ■ 
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$450,000 1st  Year  Profit 
$2,000,000*  2nd  Year  Buyout 


$165,000 

Down  Payment 


$1.50,000 

1st  Year  Profit 
After  Start-Up 


$2,000,000* 

P?rLo(ation..iftetZ  Years, 
On  Anticipated  Aquisition 


Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  21 -year-old  government  program. 

Medical  background  completely  unnecessary.  Nearly  300 
facilities  already  contracted  nationwide... and  growing. 


Please  visit  our  web  site: 


www.corf.co 


Man's  abuse  of  Earth's  natural  resources  has  created  a  storm  that  many  animals  and  their  SQ  ,* 
habitats  have  difficulty  weathering.  Help  World  Wildlife  Fund  protect  them  by  ordering  a  ^%F 
free  Action  Kit.  Together  we  can  help  leave  our  children  a  living  planet.  WWF 
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Don't  Rush  into 
Long-Term-Care  Coverage] 

You  may  not  need  it  at  all,  but  if  you  do,  shop  around 


BY      CAROL      MARIE      CROPPER 

If  you  work  for  a  big  corporation,  you  may 
soon  get  the  chance  to  sign  up  for  a  new 
benefit:  long-term-care  insurance.  About 
18%  of  U.  S.  companies  with  500  or  more 
employees  offer  this  coverage,  usually  at 
workers'  expense,  and  more  are  expected 
to  come  on  board.  Seeing  76  million  baby 
boomers  racing  toward  old  age,  the  gov- 
ernment has  provided  tax  incentives  for  both 
businesses  and  employees  to  buy  coverage.  And 
it's  busy  signing  up  its  own  workers  and  their 
relatives. 

Do  you  need  it?  Financial  planners  usually  don't 
recommend  this  coverage  for  those  under  45,  who 
may  have  more  pressing  financial  obligations  and 
little  chance  of  collecting  anytime  soon.  Even  then, 
the  premiums  could  be  onerous  for  people  with 
few  assets  and  little  income.  And  the  well-heeled 
can  often  afford  to  pay  for  their  own  care.  Since 
employers  usually  chip  in  nothing,  even  employees 
who  fall  in  the  middle — and  therefore  should  con- 
sider coverage — might  be  able  to  find  a  better 
deal  on  their  own. 

Group  plans  come  with  major  advantages, 
says  Paula  Wickland,  a  health-care  consultant  at 


LONG-TERM  CARE:  GROUP  VS.  INDIVIDUAL 


When  comparing  the  policy  your  company  offers  with  what 
you  could  buy  yourself,  here  are  some  questions  you  should  ask: 

►  Is  it  a  tax-qualified  policy,  which  allows  you  to  collect  benefits  tax-free? 

►  Does  it  pay  for  skilled,  intermediate,  and  custodial  care?  Assisted-living 
facilities?  Home  health  care  and/or  adult  day  care?  What  about  ancillary 
services  such  as  cleaning? 

►  What  is  the  daily  benefit  allowed  for  nursing-home  care?  For  assisted  living? 
Home  health  care? 

►  What  is  the  maximum  payment  amount  over  the  life  of  the  policy? 

►  What  sort  of  inflation  protection  is  available  ? 


►  How  long  must  you  pay  for  care  before  the  policy  takes  over? 

►  How  does  the  insurer  determine  if  you're  eligible  for  benefits?  How  many 
hurdles  are  there,  and  who  decides? 

►  Does  the  policy  pay  actual  expenses?  Customary  costs?  A  fixed  daily  amount 
no  matter  what  your  expenses? 


Towers  Perrin,  an  employee-benefit 
firm.  Qualifying  is  usually  simple  for  er 
ployees,  who  may  be  guaranteed  cove 
age  or  face  only  minimal  health  quej 
tions.  (Retired  employees,  spouses,  ar 
any  eligible  relatives  might  have  tl 
make  medical  records  available,  sit  fcj 
an  interview,  or  fill  out  a  more  extensiv| 
questionnaire.)  Since  almost  20% 
those  who  apply  for  long-term-care 
surance  are  rejected,  this  is  no  smal 
bonus.  Also,  many  employees  can  savl 
5%  to  15%  with  a  group  plan — especialf 
ly  if  they  are  in  poor  health. 

For  instance,  Metropolitan  Life  Ii 
surance  offers  a  plan  at  one  companl 
providing  $150  a  day  for  nursing-homj 
or  assisted-living  expenses,  60%  of  ths 
amount  for  home  health  care,  and  a  life 
time  maximum  payout  equal  to  fivrfc 
years'  care,  or  $273,750.  It  comes  with 
30-day  deductible — meaning  you  pay  foij 
the    first    30    days    of 
care — and  guarantees  the 
right  to  buy  additional  coverage 
later  rather  than  providing  automatic 
inflation  increases.  The  policy  costs 
year  for  a  45-year-old  employee,  $750  ll 
year-old.  A  healthy,  married  45-year-oll 
spend  $493  to  buy  the  same  coverage  I 
dividual  policy,  according  to  Metropolitl 

Some  workers,  however,  can  do  betterl 
individual  policy,  says  Robert  Davis,  pre:l 
Long-Term  Care  Quote,  an  online  shoppil 
ice  and  independent  insurance  agent.  Irl 
policies  often  come  with  discounts  for  be:l 
ried,  in  excellent  health,  or  having  an  al 
with  an  association.  A  healthy  worker  in  [ 
plan  might  wind  up  subsidizing  sicker  co- 1 
In  the  example  above,  a  healthy  55-year-<| 
get  an  individual  Metropolitan  Life  policy  [ 
$677.  It's  possible  to  get  a  similar  plan  frij 
Hancock  for  as  low  as  $517,  after  all 
counts,  Davis  says. 

With  a  group  plan,  you'll  be  limited  tol 
tions  your  employer  chose.  And  since  thl 
ance  contract  is  with  your  employer,  rl 
your  employer  might  one  day  change  the  tl 
allow  a  premium  increase.  An  individual! 
terms  can't  be  changed,  and  an  insurer  rl 
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petition  the  state  insurance  department 
ite  hike. 

t  by  asking  if  you  need  this  product.  Do 
pect  a  hardy  old  age?  Or  does  your  family 
history  of  debilitating  disease?  The  cost  of 
ng  home  can  be  as  high  as  $126,000  a  year, 
such  costs,  those  with  more  than  $2  million 
s  should  be  able  to  pay  themselves.  Those 
3S  than  $100,000  would  soon  ex- 
their  savings  and  qualify  for 
id,  the  government's  insurance 
poor. 

n  weighing  an  employer  poli- 
te sure  you  can  take  it  with  you  if  you 
he  company.  Then,  ask  if  it  is  "tax-qual- 
-meaning  it  meets  federal  guidelines  for 
ge  and  hence  pays  tax-free  benefits  and 
entitle  you  to  a  tax  deduction  for  the 
ims. 

r  that,  focus  on  the  quality  of  the  insurer, 
iber,  you're  buying  something  you  may  not 


RETIREMENT 


need  for  40  years.  Look  for 
a  company  with  top  credit 
ratings  from  A.M.  Best,  Stan- 
dard &  Poor's,  Moody's,  and  Fitch. 
You  want  a  company  with  at  least  $1  billion  in  as- 
sets and  five  years'  experience  in  long-term  care. 
Also,  ask  an  independent  agent  or  your  state's 
insurance  department  how  often  the  company 
has  raised  premiums. 

Next,  compare  benefits  with  what 
you  could  get  elsewhere.  Make 
sure  the  policy  pays  for  skilled, 
intermediate  and  custodial 
care  and  covers  problems 
such  as  Parkinson's  dis- 
ease and  Alzheimer's.  Ask 
if  it  is  portable  between 
states.  All  this  should  be 
standard.  You'll  want  to 
know  if  adult  day-care  and 
homemaker  services  are 
covered.  And  find  out  if 
there  is  a  forfeiture  option 
entitling  you  to  some  cov- 
erage if  you  become  un- 
able to  pay  the  premiums 
before  you  need  care. 

Then,  ask  what  is  nec- 
essary to  trigger  benefits 
and  who  determines  if  you 
are  eligible — your  doctor, 
or  one  appointed  by  the 
insurer.  Policies  typically 
require  proof  of  cognitive 
impairment  or  that  you 
need  help  with  a  specific 
number  of  "activities  of 
daily  living,"  such  as  eat- 
ing and  bathing.  A  non- 
qualified policy  might  also  list 
medical  necessity  as  a  trigger.  See 
if  reimbursement  is  for  actual  ex- 
penses or  for  the  company's  notion  of  cus- 
tomary cost.  Indemnity  policies  pay  a  set  ben- 
efit. 

After  all  this,  look  at  the  options  that  can  re- 
duce price.  Do  you  want  only  one  year  of  cover- 
age, three  years,  or  unlimited  lifetime  payments? 
Is  $100  a  day  enough?  How  many  months  are 
you  willing  to  pay  before  the  policy  kicks  in? 

If  you're  65  or  younger,  spend  for  inflation 
protection.  The  best  is  5%  annual  compounding 
of  the  benefit  amount,  but  5%  simple  growth 
may  be  enough  if  you're  over  65. 
Some  policies  offer  a  guaranteed  pur- 
chase option  so  you  can  add  coverage 
later  without  requalifying.  But  such 
policies  may  stop  extending  this  op- 
portunity if  you  don't  add  on  early. 

If  you  go  with  a  group  plan,  ask  for  a  copy  of 
the  policy,  not  just  the  company's  description. 
Long-term-care  insurance,  like  fire  insurance,  is 
something  you  hope  you'll  never  need.  When  you 
do,  you  may  be  living  in  a  different  state  or  work- 
ing for  a  different  company  and  may  have  long 
ago  forgotten  the  details  of  your  policy.  ■ 


Signing  up 
at  work  has  a 

big  advantage: 
Qualifying  is 

usually  simple. 

But  you  may 

be  able  to 

find  a  better 

deal  on  your 
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O.'d  by  the  40100 

Many  Americans  are  accumulating  far  less  than  they'll  need 


RETIREMENT 


AMERICA'S 
TROUBLED 
RETIREMENT 
SYSTEM 

It's  working  for 
the  wealthiest, 
but  not  for  most 
employees 


COMMENTARY        BY        AAI 

If  you  want  to  see  the  future  of  retire- 
ment for  many  Americans,  talk  to 
Thomas  Zychowicz.  The  Milwaukee  resi- 
dent put  in  30  years  as  an  industrial  en- 
gineer at  Briggs  &  Stratton  before  he 
was  laid  off  in  1998  at  age  58.  He  had 
diligently  socked  away  6%  of  his  pay  in  a 
401(k)  ever  since  B&s  set  up  the  plan  in 
the  mid-1980s.  But  with  two  teens  at  home  and 
a  wife  who  worked  part-time,  he  couldn't  af- 
ford to  save  more.  So  when  his  $46,000-a-year 
job  ended,  he  had  just  $107,000  in  his  401(k), 
not  enough  to  live  on  for  30  more  years,  even 
with  the  $l,000-a-month  pension  B&s  owed  him. 
He  has  been  bouncing  from  job  to  job  ever 
since  and  now  earns  $7  an  hour  at  a  Kohl's  de- 
partment store.  "My  401(k)  isn't  enough,  so  I 
have  to  keep  working  at  least  until  I  can  start 
collecting  Social  Security,"  says  Zychowicz. 

Many  other  Americans  may  find  themselves 
unable  to  retire,  too.  It's  not  just  the  30%-plus 
decline  in  the  stock  market  since  2000,  al- 
though that  has  slashed  the  retirement  expec- 
tations of  nearly  everyone.  (Zychowicz's  401(k) 
hit  $143,000  at  the  peak  but  has  since  shriveled 
to  $91,000.)  There's  a  more  fundamental  prob- 
lem: The  country's  retirement  system  simply 
isn't  working  for  most  Americans,  and  the 
401(k)  is  the  prime  culprit.  Although  many  em- 
ployees became  infatuated  with  their  ever-ris- 
ing retirement  portfolios  during  the  1990s 
stock  market  boom,  these  personal  accounts 
have  left  most  workers  less  prepared  to  retire 
than  they  were  when  companies  offered  old- 
style  defined-benefit  pensions. 

While  401(k)  advocates  often  deride  tradi- 
tional pensions  as  paternalistic,  most  companies 
kicked  in  more  under  that  system  than  they  do 
with  plans  that  require  employees  to  pony  up 
at  least  part  of  the  money.  Only  affluent  em- 


ON        BERNSTEIN 

ployees  have  stepped  up  their 
own  savings  to  compensate. 
Everyone  else  has  less  available 
for  old  age  today  than  they  did 
before  401(k)s  became  popular  in 
the  1980s. 

Indeed,  the  retirement  assets 
of  the  bottom  70%  of  U.S.  house- 
holds are  13%  lower  now  than  in 
1983,  when  the  stock  market  was 
a  tenth  of  today's  levels,  accord- 
ing to  New  York  University  eco- 
nomics professor  Edward  Wolff 
(chart).  "I  was  surprised,  because 
I  thought  the  401(k)  revolution 
would  have  been  very  beneficial 
for  the  vast  majority  of  workers,"  says 
an  expert  on  household  wealth. 

The  result:  Many  Americans  will  have 
work  longer  than  planned.  Already,  the  | 
ment  age  has  drifted  upward  after  decac 
decline,  with  a  quarter  of  60-  to  69-year- 
working  today,  up  from  a  fifth  in  1991. 

There  are  wTays  to  improve  America's  I 
ment  outlook.  One  would  be  to  automatic] 
enroll  employees  in  401(k)  plans,  since  tl 
rarely  opt  out  once  they  get  in  the  habit 
saving.  Congress  also  could  increase  tax 
for  defined-benefit  pensions.  Doing  so  wc 
give  companies  an  incentive  to  reinvigor| 
approach  that  worked  better  for  most 
cans.  The  U.  S.  could  face  an  old-age  cris 
nothing  is  done.  "It's  clear  that  Americ 
the  bottom  lack  the  discretionary  income 
save  enough  for  retirement,"  says  Michail 
ner,  a  researcher  at  the  conservative  Cat| 
stitute  in  Washington. 

While  many  experts  and  political  lead*1 
have  been  urging  Americans  to  save  moi| 
most  no  one  believed  that  most  families 


PENSION  BENEFITS  HAVE  FALLEN... 

Average  current  value  of  defined-benefit 

pensions  per  household  in  1998  dollars, 

by  household  net  worth 

1983  1998 


,.401(k)s  WORK  BEST  FOR  HIGHER-PAIL" 

Average  value  of  401(k)  and  otl 

defined-contribution  accounts  per  housel 

dollars,  by  household  net  wort 

1983 


TOP  30%  OF 
HOUSEHOLDS 


$94,000     $76,000 


TOP  30%  OF 
HOUSEHOLDS 


$12,000       $1 


BOTTOM  70%  OF 
HOUSEHOLDS 


32,000       20,000 


BOTTOM  70%  OF 
HOUSEHOLDS 


600 


Data:  Edward  N.  Wolff,  New  York  University 


Data:  Edward  N.  Wolff.  New  York  University 
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torse  off  with  a  401(k)  than  a  traditional 
Instead,  it  has  been  assumed  that  the 
was  with  those  who  don't  or  can't  set 
ough  for  retirement,  mostly  poor  and 
'me  workers. 

Volff  s  analysis,  the  gist  of  which  he 
d  last  spring,  shows  just  how  far  be- 
najority  of  families  have  fallen.  The 
the  U.  S.  workforce  covered  by  a  tra- 
pension  has  fallen  in  half  since  the  ear- 
;o  about  20%  today.  Wolff  calculated 
rent  value  of  those  pensions  using  the 
Reserve's  triennial  Survey  of  Con- 
inances,  the  definitive  source  of  infor- 
)n  household  assets.  Although  the  data 
available  through  1998,  the  results 
urly  up-to-date  picture,  since  the  stock 
has  sunk  back  to  about  where  it  was 
".  His  conclusion:  Households  at  all  lev- 
lost  ground.  However,  the  pension 
of  the  bottom  70%  have  plunged  by 
0%  since  1983,  while  those  of  the  top 
re  come  down  by  only  18%. 
401(k)s  have  allowed  top-tier  families 


to  more  than  make  up  the  difference,  everyone 
else  is  lagging.  The  assets  the  upper  30%  hold 
in  all  defined-contribution  plans,  such  as  401(k)s 
and  individual  retirement  accounts,  have  multi- 
plied tenfold  since  1983,  to  an  average  of 
$112,000.  As  a  result,  their  total  retirement  as- 
sets— including  all  defined-benefit  and  defined- 
contribution  wealth — have  climbed  by  a 
healthy  77%,  to  $188,000.  However,  families  in 
the  lower  70%  have  suffered  an  11%  decline. 
Their  average  old-age  savings  today:  $29,000. 
Part  of  the  problem  is  that  employers  have 
sliced  the  amount  they  kick  in.  On  average, 
employers  who  set  up  401(k)s  have  cut  their 
retirement  spending  by  14%,  according  to  an 
analysis  of  corporate  tax  filings  between  1981 
and  1996  by  University  of  Notre  Dame  econo- 
mist Teresa  Ghilarducci  and  two  colleagues. 
"We  found  401(k)s  are  a  cost-savings  move  for 
employers,"  she  says. 

As  a  result,  workers  must  foot 
more  of  the  bill  for  their  own  re- 
tirement. With  companies  cover- 
ing fewer  workers,  and  paying 
less  for  those  they  do  cover,  em- 
ployers' overall  spending  on  re- 
tirement has  plunged  by  22% 
since  1986,  to  an  average  of  830 
an  hour,  according  to  the  Labor  Dept.  study. 
But  most  families  in  the  bottom  70%  don't 
put  aside  enough  to  make  up  the  difference. 
Many  don't  start  contributing  to  a  401(k)  until 
they  hit  their  30s,  and  many  also  don't  con- 
tribute the  maximum  allowed. 

Worse,  much  of  the  money  Americans  have 
stuffed  away  doesn't  represent  new  savings. 
Instead,  most  families  have  simply  raided  other 
assets  to  fund  their  401(k)s.  The  net  worth  of 
the  top  30%,  excluding  retirement  savings,  has 
climbed  15%  since  1983,  to  an  average  of 
$775,000,  Wolff  found.  However,  the  nonretire- 
ment  assets  of  the  bottom  70%  fell  by  about 
9%,  to  just  $33,000.  "Most  families  funded  the 
switch  to  401(k)s  by  drawing  down  their  net 
worth,"  concludes  Wolff. 

It's  clear  that  most  employees  need  more 
help  planning  for  their  future.  Unless  they  get 
it,  many  Americans  may  need  to  spend  a  lot 
more  of  their  golden  years  hard  at  work.  ■ 

Bernstein  watches  workplace  trends  from 
Washington. 


Zychowicz 
diligently 
paid  in,  but 
he  doesn't 
have  enough 
to  live  on 
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ge  net  worth*  per  household  in 
dollars,  by  household  net  worth 

^983 1998 

$673,000     $775,000 
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..SO  MANY  PEOPLE  NEED  TO  WORK  LONGER 

LABOR  FORCE  PARTICIPATION 
RATE  OF  55-TO  64-YEAR-OLDS 


)F 


36,000        33,000 


is  home  ownership,  stocks,  and  savings  accounts,  minus 
pension  assets  and  all  household  debt 
ita:  Edward  N.  Wolff,  New  York  University 
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Data:  David  T.  Ellwood,  Harvard  University 
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Because  the 
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costs  them 

far  less 
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Cops  and  Teachers 
Are  Getting  Soaked 

As  a  sheriffs  deputy  in  the  Pinellas 
County  (Fla.)  Jail,  Adrian  Nenu  sees 
many  tough  guys.  But  he  also  has  run 
into  plenty  of  recalcitrant  ones  in  the 
county's  personnel  bureaucracies.  For  a 
decade,  Nenu  has  pushed  to  improve 
his  retirement  savings  plan,  which  is  full  of  high- 
cost,  inappropriate  investment  options.  He  has 
made  only  modest  headway.  "I  got  the  big 
runaround,"  he  told  me. 

Yet  Nenu  is  one  of  an  increasingly 
vocal  vanguard  of  retirement  savers  who 
keep  agitating  for  better  deals.  While 
many  corporate  401(k)  plans  have  im- 
proved, offering  more  and  better  in- 
vestment options  at  lower  cost,  so-called 
457  plans  for  municipal  workers  and  l 
403(b)  plans  covering  teachers  and  em- 
ployees of  nonprofits  remain  dominated 
by  costly  variable  annuities  sold  by  in- 
surers. These  plans  often  cost  twice  as 
much  in  fees  as  401(k)s  (table),  according 
to  consultant  Ron  Bush  of  Brightwork 
Partners.  With  an  estimated  $580  bil- 
lion in  such  plans,  an  extra  1%  in  fees 
would  drain  $5.8  billion  each  year  from 
these  employees'  retirement  accounts. 
This  remains  an  un- 


BY  ROBERT  BARKER 

rb@businessweek.com 

They're  among 
the  public  servants 
often  locked 
into  paying 
high  fees 
for  inferior 
retirement  plans 


RETIREMENT 


PAYING  UP 


TYPICAL  PUN      ANNUAL  COST 


457 
or  403(b) 

40100 


2%  or  more 
of  assets 

1%  or  less 
of  assets 


Data:  Brightwork  Partners 


happy  truth  despite 
widespread  warnings 
from  experts  against 
using  annuities,  which 
are  already  tax-de- 
ferred, within  tax-de- 
ferred plans.  Progress 
is  slow.  Over  five 
years,  efforts  by  Los 
Angeles  school  district 
activists  have  won  just  one  small  change:  Pay- 
checks now  note  payroll  deductions  as  going  into 
a  403(b)  instead  of  a  "tsa" — tax-sheltered  annu- 
ity— which  had  implied  an  endorsement  of  annu- 
ities over  cheaper  mutual-fund  options.  The  issue 
is  surprisingly  contentious.  In  May,  a  measure  to 
create  a  public  list  of  the  investments  available  to 
California  teachers  and  their  fees  was  linked  in 
flyers  to  Hitler  and  the  Holocaust  by  anony- 
mous foes.  The  bill's  author,  Assemblyman  Dar- 
rell  Steinberg,  told  me  he  was  "offended  and 
outraged,"  yet  still  hopes  the  bill  will  pass.  Pro- 
ponents complain  that  it  since  has  been  gutted. 
Like  other  activists,  Nenu,  37,  blames  ignorant 
local  officials  and  an  insurance  industry  that's 
intent  on  keeping  its  leading  market  share  re- 
gardless of  clients'  best  interests.  Nenu  first  got 
annoyed  back  in  1992  when  an  insurance  agent 


told  him  and  dozens  of  fellow  deputi 
employee  meeting  that  yearly  fees  or 
plan's  annuities  totaled  just  1%  of  asset 
Nenu  learned,  the  fees  came  to  2% 

So  he  started  campaigning.  The  sher 
pointed  him  to  the  county  personnel 
Personnel  pointed  him  back  to  the  sher 
on.  Recently,  I  called  these  officials 
about  Nenu.  "He  can  get  a  little  push 
Libby,  Pinellas  County's  personnel  direcl 
"But  other  than  being  a  son  of  a  gurl 
with  sometimes,  he  knows  what  he's| 
about."  Yet  the  officials  remain  sadly 
Neither  Libby,  nor  his  associate  over 
457  plan,  Sigrid  Tanberg,  nor  the  sher 
affairs  director,  Bill  Puller,  can 
say  what  their  457  investment  op-    "eni 
tions  cost.  Tanberg  told  me:  "We    QU8! 
haven't  been  able  to  decipher  just    got ' 
what  the  employees  pay."  runa 


Nenu  reckons  investment  options  in 
plan  still  average  1.8%  to  2%  in  annual : 
pending  on  the  vendor.  A  few — index  fu 
since  2000  via  American  International 
aig  valic — run  about  1%.  It  offered  1 
Pinellas  only  after  Nenu  pleaded  with 
rep,  Al  Sanchez  Jr.,  who  confirmed  Nem 

It  need  not  be  this  way.  In  Florida,  t 
will  enroll  local  public  employees  in  its 
457  plan,  if  only  their  bosses  ask.  Federal 
and  military  personnel  can  save  for  retire) 
the  Thrift  Savings  Plan,  with  fees  of  ( 
0.06%.  Nenu  thinks  tsp  should  be  extend 
public  employees.  I  think  that  when  An 
expecting  more  from  our  cops  and  teach 
ing  them  investment  choices  on  par  wit 
rate  401(k)s  is  the  least  we  can  do. 
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For  barker.online,  go  to 
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CKING  THE  BEARS 


EG.  MARCIAL 

-down 
and  RIMM 

t  to  rise, 
's  games 
easy  prey 
;a.  And  the 
e  business 
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!  Machine 


Scoffing  at  the  idea  that  the  market  is  bot- 
toming out  is  Bernie  Schaeffer,  editor  of  Op- 
tion Advisor  and  head  of  Schaeffer's  Invest- 
ment Research.  Nevertheless,  he  isn't  blind  to  a 
few  opportunities  being  created  by  the  depressed 
market.  He  has  bought  shares  in  Ryland  Group 
(ryl),  a  California  builder,  and  in  Research  in 
Motion  (rimm),  a  maker  of  wireless  handhelds 
with  e-mail  capability,  such  as  the  BlackBerry. 

Both  stocks  are  out  of  favor  and  way  off  their 
highs.  But  Schaeffer  is  impressed  with  their  pos- 
itive fundamentals  and  tech  strength — and  he 
likes  the  negative  sentiment  toward  them. 

Options  traders  and  shorts  are  bearish  on  Ry- 
land, with  3.8  million  shares — or  nearly  15%  of 
the  outstanding  stock — involved  in  short-selling. 
But  robust  earnings  growth  continues,  says  Scha- 
effer, despite  worries  that  housing  has  peaked. 
Earnings  jumped  61%  in  the  latest  quarter,  he 
notes.  The  stock,  which  rocketed  from  19  on 
Sept.  19,  2001,  to  58  on  May  6,  is  now  at  41, 
trading  at  6.8  times  analysts'  concensus  esti- 
mates of  2003  earnings  of  $5.99  a  share.  Analysts 
figure  Ryland  will  earn  $5.33  in  2002. 

rimm,  currently  14,  traded  as  high  as  175  in 
2000  during  the 
tech  craze;  it  now 
has  short-interest 
of  13  million 
shares,  or  15%  of 
shares  outstand- 
ing.     The     stock    .RMDJ.L..58,87:.19:60..65:70.. 

trades       at       lUSt  Data:  Bloomberg  Financial  Markets, 

J  Schaeffer  Investment  Research  Group 

three  times  rev- 
enues, vs.  many  large-cap  techs  that  sell  at  5  to 
10  times  sales,  notes  Schaeffer.  The  stock  rallied 
from  10  to  15  in  early  July,  after  rimm  reported 
that  it  beat  fiscal-first-quarter  estimates  and 
that  gross  margins  rose  from  38%  to  43.5%. 
rimm  is  expected  to  be  in  the  red  through  2003, 
but  Schaeffer  figures  it  will  be  in  the  black  by 
early  2004.  "Massive  short  covering  will  initial- 
ly drive  up  the  stocks  when  things  turn  up," 
says  Schaeffer. 

A  SERIOUS  BID 

FOR  MIDWAY  GAMES? 


SCHAEFFER'S  STOCK  BETS 


STOCK 


JULY  17 
PRICE 


12-MONTH 
52-WEEK  PRICE 
HIGH-LOW      TARGET 


RIMM      14    29.75-10.25     30 


THE  SCORE 
IS  SLIPPING 


Wi 


MIDWAY 
GAMES 


JAN.  14,  '02  JULY  17 

▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


'  hich  U.  S.  video-game  company  is 
Japanese  software  giant  Sega  En- 
terprises targeting?  Sega  has 
been  up-front  about  plans  to  buy  video 
properties  in  the  U.  S.  and  Europe.  Enter 
Midway  Games  (mwy),  a  designer  and 
maker  of  software  for  video-game  con- 
soles and  pes.  Midway  is  29%  owned  by 
Viacom  Chairman  and  ceo  Sumner  Red- 
stone through  his  National  Amusements. 
One  industry  exec  from  a  rival  company 
says  Midway  caught  Sega's  eye  not  only 


because  of  its  hot  brands,  such  as  Mortal  Kombat, 
but  also  because  its  stock  has  been  pummeled. 
Trading  at  8.12  on  July  1,  it  tumbled  to  3.85  on 
July  3.  The  reason:  Midway  lowered  its  second- 
quarter  estimates.  Analysts  quickly  cut  their  2002 
and  2003  forecasts.  The  stock  has  inched  up  since, 
to  4.52,  partly  on  rumors  about  Sega. 

One  obstacle  may  be  Redstone,  who  has 
bought  at  higher  prices.  A  fund  manager  who 
owns  shares  but  declines  to  be  identified  says 
Redstone  may  take  the  company  private  through 
a  leveraged  buyout — unless  the  price  is  right. 
But  whispers  are  that  Sega,  if  it  makes  an  offer, 
will  bid  below  Redstone's  cost  of  15  a  share. 

A  rumor  at  the  Big  Board,  where  Midway 
trades,  is  that  Sega  might  offer  7  to  8  a  share.  Af- 
ter all,  analysts  are  down  on  Midway  because  of 
the  missed  estimates.  Paul  Kaump  of  investment 
outfit  Dougherty,  who  doesn't  own  shares,  rates 
Midway  a  sell:  He  dislikes  the  lowered  estimates 
caused  by  a  sales  drop.  Midway  declined  com- 
ment. Sega  and  Redstone  couldn't  be  reached. 

SINGING  MACHINE: 
READY  TO  BELT  IT  OUT 

Fast-growing  Singing  Machine  (smd),  big  in 
making  home  sing-along  karaoke  machines, 
is  staying  with  the  beat.  So  why  is  its  stock 
down?  From  19.14  on  Mar.  21,  it  has  fallen  to  10. 
The  company  was  first  featured  in  this  column  on 
Oct.  8,  2001,  when  the  stock  was  at  split-adjust- 
ed 4  a  share.  The  depressed  market  is  one  big 
reason.  Another  is  pressure  from  the  shorts. 
Singing  Machine  President  John  Klecha,  who 
will  soon  take  over  as  CEO,  says  short-sellers 
are  spreading  rumors  that  inventories  have  been 
rising  because  of  sluggish  sales  of  some  products. 
Wrong,  says  Klecha:  The  inventory  build-up  is 
deliberate — in  response  to  a  flood  of  orders.  Al- 
ready this  year,  orders  worth  $90  million  have 
come  in.  In  the  current  fis- 
cal year,  ending  Mar.  31, 
2003,  Klecha  expects  sales 
to  double  from  last  year,  to 
$120  million.  And  earnings 
per  share,  he  adds,  should 
jump  from  last  year's  $1.02 
a  share  to  $1.60  or  $1.70. 

Dan  Weiskopf,  managing 
partner  at  MH  Capital,  who 
owns  shares,  predicts  that 
Singing  Machine  will  exceed 
those  estimates  "quite  easily."  He  says  Singing 
Machine  has  become  a  sophisticated  marketer, 
with  strong  links  to  major  outlets,  including  Best 
Buy,  Circuit  City,  and  Target.  He  sees  the  stock 
doubling  in  a  year,  based  on  rapid  earnings  and 
sales  growth  rates. 


BusinessWeek  online 


Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:45  p.m.  est  on  CNNfn's  The  Money  Gang. 
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the  effective,  reliable  way  to 
natural  male  enhancement 


(suffragium  asotas)  capsules 


Enzyte  and  save  up  to  40%. 


HS  M 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

maximize  the  Pleasure  Take  two  Enzyte  capsules  daily,  and  within 
just  three  to  four  weeks,  you  will  begin  to  see  results.  For  maximum 
effectiveness,  continue  to  take  Enzyte  for  three  full  months'  Additional 
benefits  of  Enzyte  include  increased  virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us  on  the 
web  at  www.enzyte.com,  or  call  us  directly,  and  get  started 
today:  1-877-4ENZYTE  (1-877-436-9983). 
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Figures  of  the  Week 


■  Stocks 

SAP  500 

July    Jan.     July  July  11 -17 

1250,—        i 970 


-906  0 


COMMENTARY 

Stocks  fell  for  seven  straight  days  be- 
fore recovering  on  July  17.  Worries  over 
corporate  misdeeds  sent  the  Dow  Jones 
industrial  average  plummeting  439 
points  on  July  15,  with  the  market 
swiftly  soaring  394  points  to  close  at 
8639,  down  45.  The  S&P  500  was  at 
its  lowest  level  since  October,  1997. 
One  bright  spot  was  the  Nasdaq  Com- 
posite index.  The  dollar  sagged. 

Data:  Bloomberg  Financial  Markets 
Reuters 


%  change 


U.S.  MARKETS 


July  17 


Year  to 
Week      date 


Last  12 
months 


S&P  500  906.0  -1.6  -21.1  -25.4 

Dow  Jones  Industrials  8542.5  -3.1  -14.8  -19.5 

Nasdaq  Composite  1397.3  s  3.8  -28.4  -32.4 

S&P  MidCap  400  443.6  -0.8  -12.7  -12.6 

S&P  SmallCap  600  203.2  -4.3  -12.5  -10.6 

Wilshire  5000  8595.5  -1.4  -19.7  -23.7 


SECTORS 

BusinessWeek  50* 

543.7 

-3.1 

-25.5 

-34.8 

BusinessWeek  Info  Tech  100** 

295.5 

2.3 

-29.5  ' 

-33.0 

S&P/BARRA  Growth 

457.0 

-0.1 

-23.1 

-24.7 

S&P/BARRA  Value 

446.2 

-3.1 

-19.2 

-26.6 

S&P  Energy 

190.0 

-6.7 

-10.1 

-13.7 

S&P  Financials 

305.8 

-2.7 

-13.9 

-19.4 

S&P  REIT 

93.7 

-3.4 

0.3 

0.3 

S&P  Transportation 

181.5 

-4.1 

-7.9 

-14.7 

S&P  Utilities 

104.3 

-2.9 

-28.5 

-44.4 

GSTI  Internet 

70.2 

5.9 

-33.1 

-43.7 

PSE  Technology 

481.6 

5.1 

-29.9 

-29.4 

*Mar.  19.  1999=1000 


"Feb.  7.  2000  =  1000 


GLOBAL  MARKETS 


July  17     We 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


942.6 

4190.6 

3440.9 

4092.8 

10,296.0 

10,335.1 

6699.7 

6403.3 

July  16 


S&P  500  Dividend  Yield  1.76% 

S&P  500  P/E  Katio  (Trailing  12  mos.)  38.2 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  15.7 
First  Call  Earnings  Surprise*  1.48% 

♦First  Call  Corp. 

TECHNICAL  INDICATORS  July  16 
S&P  500  200-day  average  1 096. 1 

Stocks  above  200-day  average  32.0% 

Options:  Put/call  ratio  0.84 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.61 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 

months  % 


Wireless  Services  8.5 

Computer  Stge.  &  Perphs.  4.3 

Footwear  l.l 

Networking  Equipment  -2.4 

Oil  &  Gas  Refining  -2.6 


Metal  &  Glass  Containers  44.3 

Managed  Health-Care  26.6 

Housewares  &  Specialties  25.3 

Air  Freight  &  Couriers  20.0 

Gold  Mining  20.0 


WORST-PERFORMING    Last 
GROUPS  month  % 


Multi-Utilities 
IT  Consulting 
Consumer  Finance 
Office  Electronics 
Constr.  &  Engineering 


-32.0 
-26.8 
-24.4 
-22.9 
-22.3 


Mutual  Funds 


Week  ending  July  16 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

4-week  total  return 


-16     -12      -8 


Week  ending  July  16 
■  S&P  500  ■  U.S.  Diversified  RAH  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Japan  0.9 

Diversified  Pacific/Asia  -0.8 

Pacific/Asia  ex-Japan  -0.9 

Diversified  Emerging  Mkts.     -3.7 

Laggards 

Health  -14.6 

Small-cap  Growth  -14.3 

Mid-cap  Growth  -14.0 

Miscellaneous  -13.1 


52-week  total  return 


% 


63.6 

13.9 

9.6 

7.4 


Leaders 

Precious  Metals 

Pacific/Asia  ex-Japan 

Diversified  Emerging  Mkts. 

Real  Estate 

Laggards 

Communications  -46.3 

Technology  -41.9 

Utilities  -32.0 

Health  -30.0 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -28      -21     -14       -7 
Data:  Standard  &  Poor's 


Leaders 

ProFunds  UltraBear  Inv.  29.8 

Rydex  Dynam.  Tempest  500  29.7 

Rydex  Dynam.  Venture  100  20.0 

ProFunds  Ultrashort  OTC  19.6 
Laggards 

Nevis  -25.2 

ProFunds  UltraBul I  Inv.  -25.1 

ProFunds  Ultra  OTC  Inv.  -23.1 

Elite  New  Opportunity  -22.3 


Leaders 

First  Eagle  SoGen  Gold  101.6 

Van  Eck  Intl.  Invs.  Gold  A  90.4 

Matthews  Korea  87.5 

Rydex  Dynam.  Venture  100  84.5 
Laggards 

ProFunds  UltraOTC  Inv.  -73.0 

Black  Oak  Emerging  Tech.  -66.3 

Van  Wagoner  Post  Venture  -64.7 

Van  Wagoner  Technology  -62. 1 


■  Interest  Rates 

KEY  RATES 

July  17 

MONEY  MARKET  FUNDS 

1.44% 

1 

90-DAY  TREASURY  BILLS 

1.71 

1 

2-YEAR  TREASURY  NOTES 

2.60 

2 

10-YEAR  TREASURY  NOTES 

4.68 

30-YEAR  TREASURY  BONDS 

5.45 

5. 

30-YEAR  FIXED  MORTGAGE! 

6.46 

6. 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALEF  | 

Taxable  equivalent  yields  on  AAA-rated,  tax-e) 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bO'| 


GENERAL  OBLIGATIONS 

3.99* 

TAXABLE  EQUIVALENT 

5.70 

INSURED  REVENUE  BONDS 

4.20 

TAXABLE  EQUIVALENT 

6.00 

I  THE  WEEK  AHEAD 

DURABLE  800DS  ORDERS  Thursday,  July  25, 
8:30  a.m.  edt>  New  orders  for  durable 
goods  during  June  probably  grew  0.6%, 
after  a  0.9%  increase  in  May.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. While  new  orders  are  on  the  rise, 
factories  are  still  experiencing  a  decline 
in  the  backlog  of  unfilled  orders. 

EMPLOYMENT  COST  INDEX  Thursday,  July  25, 
8:30  a.m.  edt>-  Compensation  in  the 


second  quarter  most  likely  increased 
0.8%,  after  rising  0.9%  over  the  first 
quarter.  For  the  year  ended  in  March, 
compensation  rose  by  3.9%,  compared 
to  a  4%  pace  a  year  earlier.  Benefits 
were  up  by  4.9%,  while  wage  gains  in- 
creased 3.5%. 

NEW  RESIDENTIAL  SALES  Thursday,  July  25, 
10  a.m.  edt>-  New  single-family  home 
sales  in  May  probably  retreated  to  an  an- 
nual rate  of  980,000,  according  to  the 
median  forecast  by  s&p's  mms.  During 


May,  sales  reached  a  record 
million  homes.  The  decreasin 
of  an  interest-rate  hike  by  tht 
Reserve  in  the  near  future  is 
mortgage  rates  back  down  to 
els  of  last  year. 

EXISTING  HOME  SALES  Thursday, 
10  a.m.  edt*  Sales  of  existir 
June  are  forecast  to  have  slip 
annual  pace  of  5.7  million.  Ii 
ing-home  sales  edged  down  fc 
lion  units. 
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d  the  decline  in  the  Dow  Jones  industrial  average,  falling  3.1%.  The  BW  stocks  were  pulled 
le  Financial,  which  plunged  40.7%  on  July  17  as  regulators  asked  the  company  to  increase 
»s.  Duke  Energy,  down  13.8%  during  the  week,  was  pummeled  after  it  admitted  it  conducted 
s.  One  bright  spot  was  Forest  Laboratories,  up  12.9%  on  a  positive  earnings  surprise. 


COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/02 


Rank      Company 


Week 


Since 
3/1/02 


1.9 

4.1 

-5.7 

-10.0 

-2.3 


-15.9 
-7.1 
-28.6 
-20.0 
-16.2 


ergen 
roup 

is 

lies 
sum 
tories 


10.1 

4.1 

-11.4 

-8.3 
2.4 


-22.9 

-7.2 

-15.6 

-28.4 

-4.7 


4.8 
-3.4 
-7.1 
-10.2 
-7.1 


27.6 

-9.1 

-38.2 

-22.2 

-79.4 


-12.7 

-7.3 

12.9 

1.4 

-0.9 


-0.8 

-12.3 

-6.3 

-7.5 

-27.9 


26  Tenet  Healthcare                      3.8  23.4 

27  Household  International             -3.9  -17.7 

28  WellPoint  Health  Networks          0.8  25.6 

29  Washington  Mutual                   -0.4  6.1 

30  Duke  Energy                           -13.8  -36.5 

31  Kohl's                                      -9.8  -6.6 

32  Bed  Bath  &  Beyond                    -5.1  -7.2 

33  Cardinal  Health                         4.5  -16.9 

34  Centex                                   -7.2  -16.3 

35  American  Electric  Power           -2.3  -21.4 

36  Golden  West  Financial               -3.0  -2.3 

37  Stryker                                      8.8  -16.8 

38  Harley-Davidson                       -1.6  -5.5 

39  PepsiCo                                   -5.0  -16.1 

40  Merck                                     2.1  -27.4 

-5.3  -2.4 

-2.6  8.4 

-7.7  5.0 

9.4  -12.6 

-7.8  -58.8 


41 
42 
43 
44 
45 


Apache 
Amerada  Hess 
KB  Home 
First  Data 
Tyco  International 


troleum 


-5.2 
-1.5 
-10.7 
-5.9 
1.0 


-1.5 
-17.3 
-10.7 
-12.4 
-18.4 


46  International  Game  Technology  -2.5  -18.1 

47  Capital  One  Financial  -40.7  -38.1 

48  Electronic  Data  Systems  -0.2  -42.5 

49  Nabors  Industries  -8.3  -9.9 

50  Xcel  Energy  7.1  -36.5 


iction  Index 

Change  from  last  week:  0.5% 
Change  from  last  year:  -2.8% 

UTPUT     Juty  6=163.6  1992=100 
ex  is  a  4-week  moving  average 
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2001 


Mar. 
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July 
2002 


dex  rose  for  a  sixth  straight  week, 
of  the  four-week  moving  average, 
)  165.6  from  164.  Even  after  seasonal 
and  truck  assemblies  rose  despite 
the  Independence  Day  holiday  and 
ngeovers.  Steel,  crude-oil  refining, 
production  posted  strong  gains,  while 
t  traffic  rose  at  more  moderate  clips, 
ily  component  to  fall, 
the  index  components  is  at  www.business- 
on  index  Copyright  2002  by  The  McGraw-Hill 
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BW  50  Track  the  index  and  the  com- 
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exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
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MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
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COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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Editorials 


GETTING  THE  MESSAGE,  FINALLY 


They  are  lining  up  to  take  the  pledge.  Douglas  N.  Daft,  ceo 
of  Coca-Cola,  publicly  promises  to  treat  stock  options 
like  other  forms  of  compensation,  expensing  them  and  taking 
the  hit  on  his  company's  earnings.  Then.  Washington  Post 
ceo  Donald  Graham  vows  to  do  the  same.  Bank  One  ceo 
James  Dimon  follows  suit,  saying  expensing  stock  options  will 
help  "provide  clarity,  transparency,  and  accuracy  to  our  share- 
holders." Growing  numbers  of  CEOs  around  the  country,  how- 
ever reluctant  they  may  be,  are  responding  to  angry  investors 
who  no  longer  trust  any  financial  numbers  in  the  face  of  wide- 
spread fakery  and  fraud.  Some,  such  as  Michael  D.  Eisner  at 
Walt  Disney,  are  finally  reforming  their  crony  boards  of  direc- 
tors and  separating  their  auditors  from  their  consultants. 
Pushed  by  the  heckling  from  Warren  E.  Buffett  to  clean  up 
their  books,  prompted  by  the  cajoling  of  Goldman,  Sachs  ceo 
Henry  M.  Paulson  Jr.  to  take  action,  the  movement  for  corpo- 
rate reform  is  picking  up  steam.  But  time  is  of  the  essence.  In- 
vestor disillusionment  is  perilously  high,  and  the  bearish  stock 
market  is  becoming  more  and  more  volatile  (page  34). 

CEOs  face  a  gargantuan  task.  They  have  dragged  their  feet 
for  months,  ever  since  Enron  imploded.  Even  as  scandals 
spread  to  Global  Crossing,  Xerox.  Tyco.  Dynegy.  ImClone 

-terns,  and  Adelphia  Communications,  they  resisted  change. 
It  wasn't  until  the  enormous  $3.8  billion  fraud  at  WorldCom 
caused  investors  to  back  away  from  the  market,  sending  it  into 
a  deep  swoon,  that  ceos  began  to  wake  up.  Now,  none  other 
than  Federal  Reserve  Chairman  Alan  Greenspan  is  excoriating 
the  "infectious  greed"  of  ceos.  saying  that  their  behavior  di- 
rectly threatens  an  otherwise  solid  economic  recovery. 

He's  right,  but  it  doesn't  get  us  anywhere  to  simply  de- 
monize  ceos.  as  some  politicians  in  Congress  have  done  in  re- 
cent weeks.  The  goal  must  be  to  get  on  with  reforms. 

BITING  THE  BULLET  ON  REFORM 

The  most  important  of  these  is  the  tough  Senate  account- 
ing-reform biD  proposed  by  Senator  Paul  S.  Sarbanes  (D-Md.). 
It  establishes  an  independent  oversight  board  to  watch  ac- 
counting, forces  companies  to  rotate  the  accounting  partner 
who  does  audits  every  five  years,  limits  conflicts  of  interest 
within  the  industry  by  restricting  consulting  services  firms 
that  can  offer  to  audit  clients,  and  mandates  ceos  and  cfos  of 
publicly  traded  companies  to  certify  their  financial  state- 
ments. This  would  go  a  long  way  toward  reestablishing  the 
credibility  of  financial  statements. 

To  date.  President  Bush  has  backed  the  much  weaker 
House  version  of  the  bill.  It's  time  for  him  to  bite  the  bullet 
and  put  his  support  behind  the  Sarbanes  bill.  So  should 
House  Republicans.  The  markets  and  the  nation's  economy 
would  benefit  tremendously  if  a  tough  piece  of  accounting-re- 
form legislation  is  put  before  the  President  and  he  signs  it  be- 
fore Washington  takes  off  for  recess  in  August.  Waiting  for 
September  risks  further  alienating  investors  and  sending 
the  stock  market  to  even  lower  levels. 


Expensing  stock  options  is  clearly  the  second 
that  needs  to  be  taken  to  restore  credibility  to 
statements — and  ceos.  The  experiment  of  using  oj 
align  management  and  shareholder  interests  clearly  h 
It  may  take  some  time  to  figure  out  the  best  way  to 
tions.  In  the  end,  they  will  have  to  be  deducted  frt 
ings.  just  as  all  other  kinds  of  compensation.  The  nee 
disclosure,  transparency,  and  credibility  overwhelm 
mands  options  reform,  even  in  high-tech  industries, 
options  are  valuable  as  employee  incentives,  then 
be  willing  to  pay  for  them  or  find  alternative- 

Finally,  checks  and  balances  must  be  restored  to 
governance.  The  New  York  Stock  Exchange  should 
with  its  plan  to  require  that  a  company's  board  has 
ity  of  independent  directors  and  that  audit  coi 
consist  entirely  of  outside  directors.  The  NYSE  should 
sider  requiring  that  the  chairman  be  separate  from 
The  chairman  should  represent  shareholder  in 
commingle  them  with  management's.  And  Wall  St 
follow  through  on  its  early  efforts  to  make  anal 
pendent  thinkers  once  again  by  divorcing  them 
ther  from  investment  banking.  Analysts  should  not 
on  road  trips  to  sell  stock  or  initial  public  offe 
tential  investors  for  the  firm.  Period. 


A  SLOW,  EXPENSIVE  PURGING 

Don't  expect  the  corporate  cleansing  under 
cheap  or  quick.  The  super-earnings  of  the  '90s 
repriced  sharply  downward  by  the  market b    S 
Poor's  says  that  if  all  companies  in  its  500-stock 
pensed  their  options,  earnings  per  share  would 
24.5^  for  2001  and  17<~f  in  2002.  s&P  is  already  ext 
tions  in  calculating  core  earnings  for  corporations. 
The  truth  about  earnings  will  be  expensive. 

The  repricing  of  equity — and  debt — may  well 
time.  The  market  is  clearly  struggling  with  valuati 
-  of  public  companies  will  personally  sign  off 
financial  statements  to  the  Securities  &  Exchange 
sion  by  Aug.  14.  It  will  take  months  longer  for  othe 
back  and  examine  their  books  and  verify  their  verac 
counting  and  governance  reforms  will  also  take  tin* 
plement.  And  there  is  as  yet  no  agreement  on  vahi 
tions  when  expensing  them:  Boeing  uses  one  methoc 
Coke  uses  another. 

In  the  end,  the  cleansing  of  Corporate  America 
worth  it.  The  economy  is  coming  back  to  life,  with  | 
tivity  rising  and  profits  for  many  companies  looking  bt 
Companies  seeking  to  keep  their  competitive  edge 
some  point,  have  to  replace  their  old  Y2K-era  hardws 
software  with  the  best  available  technology.  Once  in 
believe  that  they  can  again  take  reasonable  risks  aw 
honest  evaluations,  they  will  return.  Stocks  will  rfc 
the  bear  will  go  back  into  hibernation. 
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proven"  expert,  committed  to  resolving 
even  complex  disputes  in  a  fair,  timely 
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For  more  information  on  working  with 
neutrals  who  know  how  to  make  even 
short-sighted  adversaries  see  past  their 
differences,  call  1-800-311-3799  or  visit 
us  at  www.adr.org. 
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When  software  lets  you  connect  with  customers  when  and  where  they  want, 
business  with  .NET.  The  more  ways  you  can  connect  with  your  customers,  the  more  oppor 
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11icrosoft.com/enterprise   Software  for  the  Agile  Business. 


Microsoft 


a 


www.microsoft.com/piracy/howtotell 


maows 


SmHPHMmm 


I^H 


■ 


:•"-.■■■•*• 


ThinkPad       Where  do  you  do  your  best  thinking? 


&ft 


mrnEtif/ 


Hard  Drive  Shock  Absorber  helps  prevent  some  hard  drive  era 


can  occur  when  you  set  your  system  on  a  hard  surface  while 


S'S'co^f  !S^T"n  are  trademafkS  °r  re9fitered  trademarkS  °'  ln'el  C0rpOfat,W1  or  "s  ******  "  ^  Un^ed  S 
and  other  countries.  AU  other  company  names  are  trademarks  of  their  respective  compan.es.  S  2002  IBM  Corp.  AN  rights  reserved 


m 


eorge  Divoky,  Ph.D.,  Researcher,  Institute  of  Arctic  Biology,  University  of  Alaska 


■  ~  '-■■■ 


^*"t$**<. 


•      .~ 


' 


Titanium  composite  casing  and  a  hard  drive  shock  absorber1 
on  select  models  help  keep  your  data  secure  —  wherever  you 
are.  Durability.  It's  just  one  of  the  reasons  why  some  of  the 
world's  most  successful  people  choose  ThinkPad v  notebook 
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Processor-M  for  outstanding  performance  and  mobility.  Call 
1.877.thinkpad  or  visit  ibm.com/thinkpad/think 
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software  are  transforming  the  way  things  are 
designed  and  made.  No  industry,  from  aircraft 
making  to  sports  gear,  is  left  untouched 


DAILY  BRIEFING  Business  and  investing  news,  commentary,  and  a 

www.businessweek.com/bwdaily/ 

Sound  Money:  With  despair  all  the  rage  and 

good  companies'  stocks  at  bargain  prices, 

bold  moves  now  can  pay  off  big  later  on  *  y \y\^ 

INVESTING  In  partnership  with  Standard  &  Poor's 

www.businessweek.com/investor/ 

Street  Wise:  Biotech  stocks  are  notorious  for  extreme  swings,  and  i| 

are  hardly  the  best  of  times.  This  primer  can  help  steer  you  to  safe 

SMALL  BUSINESS  A  resource  for  entrepreneurs 

www.businessweek.com/smallbiz/ 
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Savvy  Selling:  One  mother's  heartfelt  advice:  Good 
parenting  can't  wait  until  you  make  your  sales  quota" 

TECHNOLOGY  State-of-the-art  coverage  of  info  tech 

www.businessweek.com/technology/ 
Commentary:  Apple  should  forget  converting  Win- 
dows users  and  focus  on  giving  Macheads  a  reason  to 
switch  to  OS  X.  Then,  Microsoft  should  cut  Office  X's  price 

B-SCHOOLS  BusinessWeek's  exclusive  rankings  and  profiles 

www.businessweek.com/bschools/ 

Q&A:  San  Diego  State's  new  B-school  dean  Gail  Naughton  is  a 

scientist  and  entrepreneur  who's  out  to  be  a  catalyst  for  change| 

GLOBAL  BUSINESS  In-depth  coverage  of  Asia,  Europe,  and  Latin 

www.businessweek.com/globalbiz/ 

Moscow  approves  Aeroflot's  deals  with  Boeing  and  Airbus  to  repl 

27  aging  jets,  despite  opposition  from  domestic  manufacturers 

CAREERS  Advice  and  tools  for  upper-management  job  seekers 

www.businessweek.com/careers/ 

Ask  Careers:  A  drunk-driving  conviction  can  be  a  hurdle  to  gettj 

a  better  job — but  not  if  you  handle  it  on  the  up-and-up 
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CERTIFIED 


RE-OWNED         LEXUS 


OTHER  CARS  ARE  PREOWNED. 
BUT  THAT'S  WHERE  THE  SIMILARITIES  END. 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new  cars. 
I  ,ike  the  Lexus  of  warranties  that  backs  them  for  three  years  from  your  date  of  purchase  or 
100,000  total  vehicle  miles.*  A  complimentary  loaner  car.  Extremely  competitive  financing 
rates  and  lease  terms.  And,  of  course,  there  is  one  more  important  thing  that  separates  a 


Certified  Pre-Owned  Lexus  from  other  vehicles:  Thev  are  onlv 


available  at  vour  local  Lexus  dealer.  But,  you  shouldn't  simply 

ONLY  AT  YOUR  LEXUS  DEALER 

take  our  word  for  it.  Come  in  for  a  test  drive  and  see  for  yourself.  Iexus.com 


'See-  vour  l.rvus  Certified  Pre-Owned  dealer  for  warranty  details     Service  loaner  can  available  on  qualified  warrantable  repairs  only 
<hih    lier  I  and  2  customers  will  qualify  for  the  lowest  finance  rates       21)01  Lexus.  .;  Division  (>l  Toyota  Motor  Hales.  I'S.\  .  hie    Lexus  reminds:  you  to  wear 

seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly 
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HALL  OF  SHAME 


AT  WORLDCOM,  ITS  DEJA  VU  ALL  OVER  AGAIN 


SHOULD    WE    HAVE    SEEN    IT 

coming?  A  decade  before 
WorldCom  admitted  to  mam- 
moth accounting  fraud,  it  was 
a  division  of  idb  Communica- 
tions, a  high-flying  global 
satellite  outfit  that 
transmitted  Billy  Joel 
concerts  to  Russia  and 
images  of  the  gulf  war 
to  TVs  around  the 
world,  idb  was  lauded 
as  an  innovative  com- 
pany, and  its  founder, 
Jeffrey  Sudikoff,  was  I 
named  Entrepreneur  of 
the  Year  by  Merrill 
Lynch  in  1994. 

But  that  was  before 
the  top  execs,  CEO 
Sudikoff  and  President 
Edward  Cheramy,  were  I 
indicted  on  charges  of  ■ 
insider  trading  and  se- 
curities fraud. 

Here  is  the  ugly  sto- 
ry: The  company's  ac- 
countants, Deloitte  & 
Touche,  abruptly  quit  in 
1994,  citing  "an  inability  to 
rely  on  management's  repre- 
sentation" of  its  numbers — 
first-quarter  earnings  of  $8.8 
million  that  matched  analysts' 
forecasts. 

That  revelation  caused  the 


stock  to  tank.  And  Bernie 
Ebbers  then  snapped  up  idb 
at  a  discount.  He  merged  IDB, 
which  was  based  in  Califor- 
nia, with  his  existing  telecom 
company  and  named  the  new 


company  after  ibd's  interna- 
tional division,  WorldCom. 

Investigations  came  next. 
The  U.  S.  Attorney  General's 
Office  in  California  charged 
Sudikoff  and  Cheramy  with 
forging  documents  to  artifi- 


TALK  SHOW  HVm  not  a  stockbroker.  I'm  not  a  stocl 
My  attitude  on  Wall  Street  is:  They'll  buy  you  or  sell  yo 
depending  upon  if  it's  in  their  interest." 

— President  George  WBush 


"dally  inflate  revenues,  filing 
fake  documents  with  the  Se- 
curities &  Exchange  Com- 
mission, and  selling  millions 
worth  of  stock  ahead  of  bad 
news.  Sudikoff  pleaded  guilty 
to  two  counts  of  insider  trad- 
ing and  one  count  of  failing  to 
disclose  stock  trades  to  the 
sec.  He  was  sentenced  to  one 
year  in  a  minimally  restric- 
tive correctional  facility,  $3.8 
million  in  fines,  and 
three  years'  probation. 
Cheramy  pleaded  guilty 
to  one  count  of  insider 
trading.  He  received 
three  years'  probation, 
500  hours  of  community 
service,  and  $350,000  in 
fines.  Neither  could  be 
immediately  reached 
for  comment. 

Ebbers  first  met 
Sudikoff  in  pre-merger 
talks  in  July,  1993— 
months  before  the  ac- 
countants quit.  They 
signed  a  confidentiality 
agreement  "in  anticipa- 
tion of  the  possibility  of 
exchanging  confidential 
information,"  according 
to  documents  filed  with 
the  sec.  (Neither 
Ebbers  nor  his  lawyer  re- 
turned calls  about  events  of 
the  period.)  The  moral? 
Ebbers  once  benefitted  from 
other  executives'  crimes.  Now 
he  could  face  the  same  music 
himself.      Heather  Timmons 


SECOND  ACTS 


CAN  SHE  WHIP  THE  REST  OF  'EM  INTO  SHAPE? 


FOR   SHERRON   WATKINS,   THE 

Enron  whistle-blower,  the  col- 
lapse of  her  company  and  the 
soul-searching  it  set  off  may 
soon  lead  to  a  new  career. 
While  she  still  works  at 
bankrupt  Enron — making 
$165,000  a  year  sorting  out 
the  value  of  Enron's  assets 
for  its  creditors — she's  hop- 
ing to  form  her  own  boutique 
consulting  firm. 

Watkins  wants  to  hire 
high-powered  retired  execs 
and  former  accountants  and 


offer  reviews  of  corporate- 
governance  practices  and 
training  for  directors,  accord- 
ing to  her  lawyer, 
Philip  Hilder.  Such 
a  business  "would 
be  more  of  a  cause 
than  a  job  for 
her,"  says  Hilder. 

Watkins  fears 
her  job  prospects 
elsewhere  could  be 
hurt  by  her  actions 
at  Enron,  accord- 
ing to  Hilder,  be- 


cause potential  employers 
might  view  her  as  a  renegade. 
Her  numerous  speeches,  given 
on  her  vacation  time  to  non- 
profits and  universities,  are 
mostly  unpaid.  And  she's  not 
counting  on  much  of  a  windfall 
from  a  book  she's 
collaborating  on,  ei- 
ther. So,  unlike  the 
Enron  bigwigs  who 
cashed  in  big  on 
stock  options,  look 
for  Watkins  to  re- 
main a  working 
stiff.  At  least  she 
won't  be  wearing 
stripes. 

Wendy  Zellner 


WOW.  ARE 
THAT 


GOOD 


The  market  cap  of 
Airlines,  one  of  th 

U.S.  carriers  to  make  1 1 
after  September  1 1 
exceeds  that  of  all  c  j 
major  carriers  combij 
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A  BILLIONS  OF  DOLLARS 

Data:  Bloomberg  Financial  Martat 
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I  figure  that  the  oil  companies 
pay  the  motor  companies  not  to 
put  out  a  vehicle  that's  cleaner, 
healthier  for  our  environment." 

▲  Alfred  Espinosa/ Heavy  Equipment  Operator 


/ 


t 

We're  working  with  leading  auto  manufacturers  to 
introduce  cleaner  fuels  and  vehicles.  In  1999  we 
voluntarily  introduced  cleaner  low-sulfur  fuels  six 
years  before  E.RA.  mandates. These  fuels  help 
reduce  ozone  pollution  and  are  now  available  in 
over  40  U.S.  cities.  It's  like  taking  100,000  cars  off 
the  road  on  a  summer  day. 

It's  a  start. 

bp                                             ! 

beyond  petroleum" 

bp.com 

< 
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DETOURS 


TOYOTA  GETS 
THE  URGE  TO  FLY 

NOT  CONTEXT  TO  STICK  TO  THE 

road,  Toyota  Motor  is  looking 
to  spread  its  wings  in  the 
growing  market  for  small  air- 
craft. It  has  been  test  flying  a 
prototype  for  a  single-engine 
propeller    plane    over    the 


Mojave  Desert  since  May.  The 
fuselage  is  made  of  light- 
weight carbon  fiber  instead  of 
the  aluminum  used  in  other 
small  planes.  That  makes  it 
more  aerodynamic.  Toyota 
plans  to  target  the  small  but 


growing  leisure  and  puddle- 
jumping  commercial  sectors 
currently  dominated  by  Cess- 
na and  New  Piper  Aircraft. 

But  it  will  take  a  fewT  more 
years  of  testing  before  Toyota 
is  ready  to  put  it  on  the  mar- 
ket "The  next  step  is  a  matter 
of  years,  not  months,"  says 
Mike  Michels,  a  spokesman  for 
Toyota's  U.  S.  sales  unit. 

This  isn't  Toyota's  first  for- 
ay into  aviation.  It  wTon  ap- 
proval from  U.S.  au- 
thorities in  1996 
to  market  a  pro- 
peller-plane en- 
gine based  on 
technology  used 
in  its  Lexus  LS400 
sedan.  That  project 
w' as  halted  two  years 
later  after  the  engine 
was  deemed  too  heavy  and 
too  expensive  to  commercial- 
ize. So  there  wTon't  be  a 
Lexus  engine  under  the  hood 
of  Toyota's  newr  plane.  Toy- 
ota says  that  the  engine 
comes  from  an  "outside  man- 
ufacturer."    Chester  Dawson 


MAD  AVENUE 

LISTEN  UP,  SUCKA, 
THE  80s  ARE  BACK 

MUSIC    AND    FASHION    FROM 

the  1980s  are  back  in  vogue, 
so  advertisers  are  dredging 
up  some  of  the  decade's  icon- 
ic TV  stars  to  pitch  compa- 
nies in  television  commer- 
cials. Alien  puppet  alf,  Mr. 
T  from  The  A-Team, 
and  Lifestyles  of  the  Rich 
and  Famous  host  Robin 
Leach  are  just  a  few 
of    the    '80s    stars 


MR.  T: 

Phone 
pitchman 


making  their  comebacks. 
ALF,  whose  show7  ran  from 
1986  to  1990,  appears  in  an 
ad  for  discount  phone  service 
10-10-220,  while  Mr.  T  en- 
dorses 1-800-collect.  Both 
are  operated  by  Telecom 
ISA,  a  subsidiary  of  World- 
Com. Leach,  who  launched 
his  celeb-watching  show  in 
1983,  is  doing  ads  for  Court- 
yard by  Marriott  hotels. 

Nostalgia  for  the  '80s 
comes  as  no  surprise  to  pop 
culture  experts.  Robert 
Thompson,  director  of  Syra- 
cuse University's  Center  for 
the  Study  of  Popular  Tele- 
vision, says  there's  usually 
a  two-decade  break 
between  a  TV  show  and 
the  resurrection  of 
its  stars.  "Over  the 
next  10  years,  '80s 
stuff  will  be  all 
over  the  place," 
says  Thompson. 
Time  to  break 
out  the  leg 
warmers? 
Julia  Cosgrove 


DRAWN  &  QUARTERED 


BRAIN  WAVES 


CAN  A  370  BRIBE  GET  BILLS  PAID  ON  TIM 


FREE 


BILLS  TEND  TO   SIT  AROUND 

past  their  due  dates.  That 
costs  telephone  companies, 
utilities,  and  others  millions 
in  financing  costs.  So  a  man 
in  Bethesda,  Md.,  invented 
Urgent  Reply  Mail.  It  wTorks 
like  this:  Along  with  the  bill, 
businesses  can  send  a 
special  return  enve- 
lope with  prepaid 
postage,  much  like  ex- 
isting Business  Reply 
Mail.  To  take  advan- 
tage of  it,  customers 
must  pay  their  bills 
before  a  cutoff  date. 

Bob  Fredman,  who  patent- 
ed the  envelope,  is  trying  to 
line  up  a  credit-card  company 
for  a  trial  run.  He  also  has 
been  trying  to  sell  it  to  the 
cash-strapped  U.  S.  Postal 
Service.  The  Postal  Service 
has  been  looking  to  prevent 


more  remittance  maJ 
going  electronic,  but  I 
been  cool  to  the  ideal 
though  it  could  cha 
to  10<z  fee  for  each  en^l 
as    with    Business 
Mail,  a  spokesman  say| 
question      whether 
Postage  expires  July  31,  3O02 

va.  Dene  waoonMte  to  urn '-»  cqibv 


URGENT  REPLY  MAIL 


really  is  market  der 
Another  snag:  What 
envelope  is  sent  after 
off  date?  The  biller  ma 
pay  the  postage,  says  I 
man,  but  suspend  thel 
to  chronic  procrastinatc| 
bump  up  the  next 
37<2.  Paul  Magni 


THE  BIG  PICTURE 


MORE  WORKERS  CAN  FIND  ...AND  PART-TIME  WJ 
ONLY  PART-TIME  JOBS...     GROWTH  HAS  SL01 


10 


NUMBER  OF  INVOLUNTARY 
PART-TIMERS 


0 


AVERAGE  HOURLY  WAGE  OF 
PART-TIMERS".  IN  2001  DOLLAR 

I I l I 1 


'96     '97     '98     '99     '00     '01     '02*     '96     '97     '98     '99     '00     '01 
▲  MILLIONS  *FIRST  HALF    A  DOLLARS  **AS  OF  MARCH  OF  EAC 


Data:  Bureau  of  Labor  Statistics 


Data:  Economic  Policy  Institute 
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ie  Better  Online  CRM  Solution 


lx-  Customer  Relationship  Management  Magazine.  May  2002  (Source:  Summit  Strategies). 
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salesforce.com 


ARGE  BUSINESSES  AREN'T 
IAPPY  WITH  SMALL  RESULTS. 


hot's  clients  are  medium  to  large  businesses  with  combined  sales  revenues  in  the  hundreds  of 
Dns  of  dollars.  UpShot  is  single-mindedly  dedicated  to  increasing  companies'  sales  results. 
hot's  solution  offers  what  big  businesses  demand- superior  forecasting,  reporting  and  analytics, 
;rated  sales  and  marketing  modules,  and  a  fully  functional  offline  capability.  Delivering  big 
Its  for  demanding  clients  has  made  UpShot  the  leading  web-based,  sales-focused  CRM  solution. 

CALL  1.888.224.3720  OR  VISIT  US  AT  WWW.UPSH0T.COM/bW  TO  RECEIVE  A^ 


l*l»i^M'i  M        m  f -u  1 1 


1 1  f  t'f '/■^iT'M*'1"r**,l*JI3* 


UpShot 

SEE  RESULTS  NOW. 


>.com  and  the  saleslorce.com  logo  are  marks  of  salesforce.com.  Inc.  and  are  mentioned  for  identification  purposes  only.  ©  2002  UpShot  Corp. 
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BADLY  NEEDED: 

AN  OVERHAUL  FOR  DETROIT 

America  needs  asnew  auto  industry, 
where  the  money  is  put  into  making 
high-reliability  cars,  not  ones  designed 
so  that  Detroit  can  sell  replacement  ve- 
hicles ("Autos:  A  new  industry,"  Cover 
Story,  July  15).  Contrast  this  with  the 
legendary  reliability  of  Japanese  cars, 
and,  potentially,  Korean  cars  in  a  few 
years.  You  hit  the  nail  on  the  head. 
Only  Nissan,  Toyota,  and  Honda  are  on 
the  list  for  my  next  purchase. 

Stephen  Kay 
Severna  Park,  Md. 
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THE  NEW 

AMERICAN  AUTO 
INDUSTRY 
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No  con- 
sumer owes 
loyalty  to  any 
vendor.  Con- 
sumers should 
make  compa- 
nies that  want 
their  money 
earn  it.  U.S. 
auto  makers 
have  lost  sales 
because  of 
their  attitude. 
The  next  car  I  buy  will  be  foreign,  be- 
cause I  can  no  longer  trust  the  quality, 
service,  or  honesty  of  the  U.  S.  company 
I've  been  loyal  to.  I'm  going  to  divorce 
them.  And,  watching  their  stock  tumble 
recently,  it  looks  like  many  other  cus- 
tomers feel  the  same  way. 

Jim  Mathis 
Detroit,  Tex. 

Except  for  pickups  and  large  suvs, 
Detroit  doesn't  make  vehicles  that  peo- 
ple want  to  buy.  If  Honda  can  manufac- 
ture cars  with  jewel-like  precision  across 
its  model  line,  why  can't  Detroit  do  the 
same?  When  the  Big  Three  combine  the 
quality,  engineering,  and  reliability  of 


the  "overseas  brands,"  we 
path  to  their  doors. 

Steve 
Rid 

If  the  U.S.  goes  to  war 
foreign  nation  one  day,  the 
factories  (whatever  are  left)  wl 
only  ones  available  to  manufacti 
and  armor  vehicles  for  our  u| 
men  and  women. 

American  consumers  may 
fited  now  from  the  demise  of 
mestic  brands,  but  it  will  be  tl 
ican  domestic  manufacturers  t\ 
help  to  save  America  from  a 

Pai 
PlJ 

THE  PEARSON  STORY 
HAS  TWO  SIDES 

Pearson  Inc.  can  take  criti 
ever,  your  story,  "Can  I 
Pearson  out  of  this  pickle?" 
tional  Business,  July  22),  was 
to  the  point  of  unfairness. 
quotes  Sanford  C.  Bernstein 
expecting  EBITDA  in  2002  to  be 
down"  on  the  $945  million  rep 
2001.  This  is  not  a  like-for-like 
son.  In  2001,  Pearson  owned 
stake  in  the  rtl  group,  which 
$52  million  contribution  to  earnir 
stake  was  sold  earlier  this  yea) 
ing  EBITDA  in  2002  but  benefitii 
ings  after  interest  (because  pro 
the  sale  were  used  to  pay  dowr 

The  article  quotes  Sanford  B 
research  as  saying  that  Pearson 
ing  3.3%  on  invested  capital, 
point.  But  for  fairness  and  balan 
not  also  report  what  Pearson  e* 
have  consistently  said  about  re 
capital?  Namely,  that  the  proces 
shaping  Pearson — selling  mature 
valued  assets  that  have  been  ov 
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"ONE  OF  THE  BEST  INVESTMENT  BOOKS  OF  ALL 
TIME... THIS  IS  THE  BUY  AND-HOLD  BIBLE." 

l.nt.-»  K.  GUumiA.  TV  Wikinpen  Pit,  <M  2nd  edition  of  Sietfci  f*i  iIh  la*f  *■" 


OCKS 


JEREMY  J.  SIEGEL 


Praise  for  the  previous  editions: 

"One  of  the  best  investment 
books  of  all  time...  This  is 
the  buy-and-hold  bible." 

— The  Washington  Post 

"One  of  the  top  ten  business 
books  of  the  year." 

— B  usinessWeek 

Stocks  for  the  Long  Run,  3rd 
Edition,  combines  a  timely 
portrait  of  today's  stock  mar- 
ket with  the  strategies,  tools, 
and  techniques  you  need  to 
achieve  meaningful  stock 
returns  on  a  long-term  basis. 


Available  Everywhere 
Books  Are  Sold 


The  McGraw-Hill  Companies 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Taking  the  downside  out  of  investing" 
(BusinessWeek  Investors-July  29),  a  table  in- 
correctly stated  that  $100,000  invested  in 
a  portfolio  composed  80%  of  zero-coupon 
bonds  and  20%  of  stocks  would  yield 
$100,000  in  the  event  of  a  10%  market 
decline.  The  correct  value  is  $118,000.  The 
table  also  incorrectly  stated  that  the"  same 
portfolio  would  be  worth  $100,000  if  the 
market  were  to  remain  flat.  In  fact,  the 
portfolio  would  be  worth  $120,000  under 
those  circumstances. 


Pearson  for  many  years  (and  therefore 
carrying  little  goodwill)  and  buying 
faster-growth,  more  highly  valued  busi- 
nesses— inevitably  reduces  return  on 
capital  in  the  short  term.  One  of  the 
ways  to  judge  Pearson  is  not  just  to 
look  at  return  on  capital  last  year  but 
how  quickly  it  grows  in  the  years  ahead. 

You  say  that  "educational  publishing, 
in  which  Scardino  has  invested  more 
than  $7.2  billion,  is  proving  far  more 
vulnerable  to  the  economic  cycle  than 
she  reckoned."  Where  is  the  evidence? 
U.  S.  college  publishing  grew  by  5%  last 
year  and  is  expected  to  grow  by  8%- 
plus  this  year.  The  U.  S.  school  publish- 
ing business  grew  by  9%  last  year.  At 
every  investor  presentation  we've  made, 
we  have  said  we  expect  U.S.  school 
publishing  revenues  to  be  flat  this  year 
(not  because  of  government  cutbacks 
but  because  of  the  way  that  the  five- 
year  school  textbook  adoption  cycle 
works)  and  to  increase  by  an  average  of 
6%  to  8%  through  that  cycle. 

You  report  that  the  education  soft- 
ware business  has  disappointed  but 
make  no  mention  of  the  school  testing 
business.  This  is  a  bigger  business,  and 
it  is  exceeding  expectations.  (It  grew 
15%  last  year  and  is  expected  to  double 
over  the  next  five  years.)  Nor  do  you 
mention  that  ncs — the  acquisition  you 
report  many  analysts  consider  to  be  a 
"step  too  far" — is  set  to  increase  its 
revenues  by  at  least  15%  this  year. 

The  article  reports  on  the  scaling 
back  of  Pearson's  ambitions  in  online 
education,  in  particular  at  Learning 
Network.  Again,  no  complaints  about 
that.  But  why  no  mention  of  the  fact 
that  Pearson  also  has  $1  billion  of  prof- 
itable revenues  from  education  prod- 
ucts that  are  delivered  purely  online 
through  a  seamless  text/Web  model? 

John  Fallon 

President 

Pearson  Inc. 

New  York 


START  THOSE  SMALLPOX 
VACCINATIONS-NOW 

Citizens  everywhere  should 
manding  where  elected  officials 
voluntary  smallpox  inoculation 
pox:  Who  should  be  immunize 
ence  &  Technology,  July  15).  By 
of  2002,  the  U.S.  will  have  enou 
cine  stockpiled  to  inoculate  the 
population,  yet  officials  dither 
whether  they  should  vaccinate 
people  beyond  the  frontline  medi 
emergency  communities.  A  conti 
approach  could  lead  to  thousand 
pie  being  victimized  by  the  dise 
fore  it  is  contained.  Assuming  it 
fact,  be  contained. 

While  no  one  can  credibly  cla 
the  U.  S.  government  could  hav< 
us  from  September  11,  we  all  kno 
can  save  us  from  the  scourge  ofj 
pox.  This  time  it  is  within  their 

Meg 
Bedford 
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You  Getting  the  Whole  Picture? 


k  Beneath  the  Surface 


j's  often  more  to  an  investment  decision 
meets  the  eye  —  and  you  don't  want  to 
anything  to  chance.  Let  Standard  &  Poor's 
you  put  the  whole  picture  together. 

merit  of  every  financial  decision  begins 
the  quality  of  two  things  —  information 
udgment.  Your  data  must  be  exhaustive 
complete.  Your  fundamentals  must  be 
led  without  prejudice.  And  your  final 
ysis  must  be  informed  by  insight  that 
es  only  from  discipline,  experience  and 
ctivity.  No  one  offers  this  combination 


of  qualities  in  greater  abundance  than 
Standard  &  Poor's,  nor  with  a  track  record 
of  such  consistent  success. 

We're  known  for  the  thoroughness  of  our 
credit  ratings  and  indices.  And  we  offer  scores 
of  analytical  services  —  from  ratings  to  risk 
management  to  corporate  valuations  —  that 
can  help  improve  your  ability  to  make  deci- 
sions. For  the  total  picture,  turn  to  the  people 
who  have  been  working  with  the  financial 
markets  for  more  than  140  years  —  turn  to 
Standard  &c  Poor's. 


STANDARD 
&  POOR'S 

Setting  the  Standard 


'vv.standardandpoors.com 
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Books 


TUXEDO  PARK 

A  Wall  Street  Tycoon  and  the  Secret  Palace  of  Science  That  Changed  the  Course  of  World  War 

By  Jennet  Conant 

Simon  &  Schuster  •  330pp  .  $26 

A  RADAR  PIONEER  WHO 
STAYED  OFF  THE  SCREEN 


If  any  one  technology  was  key  to 
the  Allied  victory  in  World  War  II, 
it  was  radar.  Without  it,  the  out- 
numbered Royal  Air  Force  might  well 
have  lost  the  Battle  of  Britain  in  1940, 
German  submarines  could  have  cut  sup- 
ply lines  across  the  North  Atlantic,  and 
Hitler's  V-l  buzz  bombs,  85%  of  which 
were  shot  down,  could  have  devastated 
London.  Many  scientists  helped  develop 
radar.  But  one  who  was  central  to  the 
drama  has  been  all  but  forgotten:  former 
Wall  Street  magnate  and  self-taught 
physicist  Alfred  Lee  Loomis.  Without 
his  contributions,  said  physicist  and  No- 
bel laureate  Ernest  O.  Lawrence,  "radar 
development  would  have  been  retarded 
greatly,  at  an  enormous  cost  in  Ameri- 
can lives." 

Loomis'  fascinating  life  is  the  subject 
of  Tuxedo  Park:  A  Wall  Street  Tycoon 
and  the  Secret  Palace  of  Science  That 
C flanged  the  Course  of  World  War  II, 
by  former  Newsweek  and  Vanity  Fair 
writer  Jennet  Conant.  The  book  is  a 
must-read  for  fans  of  World  War  II  his- 
tory, and  it  will  captivate  students  of 
science  and  technology. 

The  author  got  hooked  on  Loomis' 
story  because  of  a  link  to  her  own  fam- 
ily's history.  Her  grandfather  was  James 
B.  Conant,  president  of  Harvard  Uni- 
versity from  1933  to  1953.  In  1940,  his 
brother-in-law,  William  T.  Richards,  a 
former  chemistry  professor  at  Princeton 
University,  committed  suicide,  scandal- 
izing the  family.  Adding  to  the  family's 
discomfort,  Richards  had  just  written 
a  sexy  murder  mystery  entitled  Brain 
Waves  &  Death,  set  in  the  sumptuous 
private  laboratory  of  a  supposedly  ficti- 
tious dilettante  scientist.  To  some  of  the 
East  Coast's  upper  crust,  the  book  was 
a  thinly  disguised  account  of  goings-on 
at  the  place  where  Richards  had  worked 
after  Princeton:  Loomis'  sprawling  es- 
tate in  Tuxedo  Park,  a  snooty  suburb 
north  of  New  York.  There,  Loomis  in- 


stalled a  state-of-the-art  physics  lab  af- 
ter cashing  in  his  investments  just  prior 
to  the  1929  stock  market  crash.  He  also 
built  a  guest  house  for  visiting  scien- 
tists and  hosted  such  notables  as  Al- 
bert Einstein,  Niels  Bohr,  and  Enrico 
Fermi.  The  same  house 
served  as  the  rendezvous  for 
Loomis'  trysts  with  the 
young  wife  of  his  chief  lab 
assistant.  It  is  said  that 
Loomis  tried  to  suppress 
Richards'  book,  by  buying 
every  copy  he  could  lay  his 
hands  on. 

Author  Conant  became 
fascinated  by  Loomis  and  his 
intense  penchant  for  pri 
cy — which  applied  not  onl; 
to  his  personal  life  but  also 
to  his  role  in  many  scientific  advances. 
This  secretiveness  helps  explain  why 
Loomis  is  relatively  unknown  today,  de- 
spite his  being  honored  by  President 
Harry  S  Truman  and  King  George  VI. 

In  the  1930s,  British  scientists  were 
at  the  cutting  edge  of  radar  technology. 
While  crude  by  modem  standards,  their 
systems  could  spot  Nazi  bombers  up  to 
150  miles  from  the  English  coast, 
enough  of  a  warning  for  Royal  Air 
Force  fighters  to  intercept  them.  But 
the  radar  apparatus  was  too  bulky  to 
mount  in  planes,  and  the  equipment  was 
not  sensitive  enough  to  detect  a  U- 
boat's  periscope.  That  changed  in  early 
1940,  when  physicists  at  the  University 
of  Birmingham  invented  the  magnetron. 
This  plump  copper  disk  was  only  four 
inches  across,  but  its  glass  horns  emit- 
ted short-wavelength  pulses  of  ex- 
tremely high  power — just  the  ticket  for 
small  radars  that  could  probe  much  far- 
ther and  resolve  details  far  finer  than 
any  previous  system. 

When  Prime  Minister  Winston 
Churchill  learned  of  the  magnetron,  he 
sensed  that  it  marked  a  turning  point  in 


the  war.  Given  the  state  of  B 
dustry,  though,  he  needed  U.S 
refining  the  magnetron  and,  mi 
producing  them  in  volume 
gust,  he  sent  a  mission  to  W; 
where  it  presented  a  top-se 
netron  to  astonished  U.  S.  rese 
Loomis,  who  had  done  micro 
search  at  Tuxedo  Park  and  hac 
head  of  advanced  radar  work 
U.S.  National  Defense  Resear 
mittee,  was  in  the  first  grouj: 
the  new  magnetron.  He  lost  nc 
marshaling  his  contacts,  includ 
Secretary  Henry  Stimson,  a 
While  Stimson  worked  to  ge 
from    Congress,   physicist   Lt 
recruited  scientists  for  the 
microwave  radar.  | 
October,        Massac] 
Institute  of  Technol 
been  picked  as  the 
the  now-famous  R; 
Lab    (RadLab).    W 
funds    ran    short,  . 
would  dip  into  his  pc 
secure     loans     fror 
friends.  RadLab  werB 
design  100  different 
systems  and  oversee  ft 
duction   of  1   millioJJJ 
netrons  that  went  intjj 
equipment  worth  $1.5  billion. 

The  war's  end  was  bitterswl 
Loomis.  In  1945,  he  became 
pariah  by  divorcing  his  popular  bl 
ly  wife  and,  on  the  same  day.  ml 
his  mistress.  He  was  57,  she  ^| 
Hounded  out  of  polite  society, 
abandoned  his  Tuxedo  Park  lab 
treated  into  relative  seclusion, 
on  a  few  corporate  boards  and 
to  form  Rand  Corp.  He  died  in 

Although  Loomis  chose  to 
the  shadows  of  great  historic 
he  deserves  more  recognition. 
Conant  tugs  this  unsung  hero 
sunlight  so  we  can  see  his  achieve 
But  even  by  the  book's  end,  the 
mains  an  enigma.  No  doubt,  thaj 
the    way    this    champion    of 
would've  wanted  it. 

BY0TI| 
Port  covers  science  and  teclu 
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A  PERSPECTIVE  ON  TAX-FREE  INVESTING 


A  LOT  CAN  HAPPEN 
BETWEEN  MAKING  YOUR 
KAONEY  AND  KEEPING  IT 


You  can  keep  more  of  what  you 
earn  when  you  invest  in  Franklin 
Tax-Free  Funds.  But  you  don't 
have  to  be  wealthy,  or  close  to 
retirement  to  take  advantage  of 
them.  They  can  provide  strong 
benefits  for  most  investors  in  a 


You  work  hard  for  your  money.  Help  keep  more  of 
what  you  earn  by  investing  with  the  tax-free  leader. 


5/31/02."  Of  course,  past  per- 
formance does  not  guarantee 
future  results. 

As  the  nation's  largest  tax- 
free  mutual  fund  manager,  we 
review  more  than  1,500  new 
debt  issues  every  year.  And  our 


Franklin  Federal  Tax-Free  Income  Fund 

OVERALL 


Morningstar  Ratings"  5/3i/02f 


*•* 


i  I 


THREE  YEAR  I  FIVE  YEAR  I  TEN  YEAR 

*••  I  *•••  I         ••••• 


27%  federal  income  tax  bracket  or  higher.  The 
Franklin  Federal  Tax-Free  Income  Fund's  Class  A 
shares  received  a  4-Star  Overall  Morningstar 
Rating™  by  Morningstar,  Inc.,  against  a  universe  of 
1,627,  1,477  and  529  municipal  bond  funds  for  the 
3-,  5-  and  10-year  periods  respectively,  ended 


advice  is  often  sought  on  the  structuring  of  munici- 
pal bond  offerings. 

To  gain  more  perspective  on  the  Franklin  Tax-Free 
Funds,  mail  in  the  postage-paid  card  or  give  us  a  call 
at  1-800-FRANKLIN  Ext.  F946  or  visit  our  website 

at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE"  > 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales 
charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money. 

tTnese  dividends  are  generally  subject  to  state  and  local  income  taxes,  if  any.  For  investors  subject  to  federal  or  state  alternative  minimum  tax,  a  portion  of  these  dividends  may 
be  subject  to  such  tax.  Distributions  of  capital  gains  and  of  ordinary  income  from  accrued  market  discount,  if  any,  are  generally  taxable. 

ttSource:  MOWUHfiSfJUl &  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  5/31/02.  Trie  ratings  are  subject  to  change  every  month.  Past  per- 
formance does  not  guarantee  future  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury 
bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  receive 
5  stars,  the  next  22  5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star.  Morningstar  does  not  guarantee  the 
accuracy  of  this  information.  Ftatings  are  for  Class  A  shares  only;  other  classes  may  vary.  For  more  current  performance  information,  please  call  Franklin  Templeton 
Investments  at  1  -800-342-5236.  BWKa/02 
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A  KEYCHAIN 
NEVER  FORGETS 


Why  tote 
a  laptop? 
Pocket-size 
pods  of 
memory  plug 
into  PCs 
anywhere 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


If  you're  like  many  frustrated  business  trav- 
elers, you've  probably  been  trying  to  shed 
some  of  the  paraphernalia  you  carry  through 
airport  security.  For  me,  the  once-indispensible 
piece  of  gear  that  I  now  routinely  leave  at  home 
is  my  laptop  computer. 

Carrying  a  laptop  has  always  been  problematic 
in  airports:  While  you're  strug- 
gling with  your  wristwatch 
and    cell   phone   or,   these 
days,  your  belt  and  shoes, 
your  computer  is  scooting 
down  the  conveyor  toward 
parts — and     people — un- 
known. I  tried  giving  mine 
up  a  couple  of  years  ago 
without  much  success.  While  I 
found  I  could  handle  most  of  my 
e-mail  over  a  cell  phone,  BlackBerry 
pager,  or  wireless  handheld,  I  nev- 
er figured  out  how  to  carry  all 
the  files  and  data  I  need 
for  day-to-day  business 

Now     there's     a 
way.     It's    called 
keychain  memory. 
A    dozen    or    so 
manufacturers  have  ■ 

come   out   with  these  UNO  IAIN  1 

pocket-size  pods  of  flash  memory,  RECALL 
the  same  kind  of  semiconductor   FjjkJ  <j  TJSB  DOrt 
memory  used  in  digital  cameras  ,  p..  ,  ^   v 

and  MP3  players.  They  snap  into  connect  DISKUnAey, 

the  usb  port  of  any  pc  or  Macin-  and  play  tunes  or  look  at  snapshots 

tosh  computer,  where  they  act 
like  just  another  hard  drive.  (They're  also  called 
flash  drives.)  When  it's  time  to  move  on,  you 
drag  and  drop  your  work — PowerPoint  presen- 
tations, Word  documents,  music  files,  and  digital 
movies  or  photos — into  the  portable  memory, 
unplug  it,  and  off  you  go. 

It's  just  like  the  good  old  days  when  you'd  slip 
a  floppy  disk  in  your  pocket  to  carry  your  work 
from  office  to  home  and  back.  Trouble  is,  my 
laptop  no  longer  has  a  floppy  drive.  And  even  if 
it  did,  many  of  today's  data  files  are  too  big  to  fit 
on  a  1.4  megabyte  floppy.  A  couple  of  minutes  of 
music?  Two  high-resolution  photographs?  Maybe. 

I've  been  carrying  a  couple  of  these  gizmos 
around  for  a  month  now,  and  I'm  hooked.  They're 
a  bit  on  the  pricey  side,  but  the  cost  drops  with 
every  new  entry  to  the  market.  You  should  be 
able  to  pick  up  one  that  can  store  32  megabytes 
for  around  $50.  That's  enough  for  several  Power- 


Point files,  a  CD's  worth  of  MP3  tunes 
equivalent  of  a  roll  of  high-quality  srj 
Need  more?  A  128  meg  model  costs " 
$130,  depending  on  the  brand,  1  gigabj 
you  back  a  cool  $700. 

Although  they  all  work  pretty  much 
way,  my  favorite  is  the  DiskOnKey 
Systems,  the  market  leader.  M-Syste| 
makes    similar   products   for   Dell, 
Packard,  IBM,  and  Sony.  This  one,  whij 
like  a  stubby  highlighter  pen,  probably  [ 
of  the  translucent  color  band  around  its| 
comes  with  the  key  ring  that  gave  the 
its  name  as  well  as  a  clip  so  that  you  canj 
in  your,  um,  pocket  protector. 

To  use  it,  pop  off  the  top,  exposing 
connector.  Plug  that  into  the  now-ub 
usb  port  on  a  PC  or  Mac  and  the  compi  \ 
recognize  it  automatically.  (You'll  need 
^^^^     a  usb  driver  on  Windows  98  nd 
A  tiny  light  on  the  device  comj 
•    •        show  that  it's  connected  anc 
when  you're  transferring  ds 
er  makes,   such  as   u| 
from  JMTek   and 
Drive  from  Tre 
International, 
similarly. 

I've  also  bee 

ing  with  the 

one  on  the  mark^ 

Disk's  Cruzer. 

twist:  You  can 

it.  The  housing. 

the  size  and  sha 

Zippo  lighter, 

conventional  p 

stamp-size  SD  r 

card,  so  you  ca 

up  in  capacity 

price  of  flash 

ry  comes  dow 

problem  is  tl 

slightly  bigge 

the   others, 

squarish    shap 

get  in  the  way 

try  to  connect  it  to  a  crowded  usb  hub.  It 

with  a  short  cable  to  solve  that  problem. 

If  you're  a  real  memory  hog,  you  c 

Toshiba's  5  gigabyte  hard  drive  for  abou 

The  credit-card-size  drive  is  designed  to  s 

a  PC  Card  slot.  While  those  are  comn 

portable  computers,  you'll  need  a  PC  Care 

er  should  you  want  to  swap  material 

desktop  computer.  However,  just  like  tl 

devices,  Toshiba's  PC  Card  drive  is  self-ins 

so  that  you  can  use  it  on  anyone's  machir 

There  are  cheaper  ways  to  keep  your 

have  data  handy  without  lugging  a  lapto 

can  write  it  on  a  Zip  disk  and  hope  to 

matching  drive  at  the  other  end  of  you 

You  can  burn  it  on  a  CD,  but  try  fitting  1 

your  pocket.  For  my  money,  I'm  sold 

keychain  gadgets.  If  only  they  were  a  litt  | 

ger  so  they  wouldn't  get  lost  in  my  bag. 


Ir 
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discovered  how  to  bring  down  the  running  cost  of  color  for 
ty  office  to  under  10  cents  a  page.  And  that  was  no  accident, 
oducing  the  Xerox  DocuColor  2240  and  1632  Printer/Copiers. 

There's  a  new  way  to  look  at  it. 


ucing  a  dazzling  breakthrough  in  color, 
frox  DocuColor®  2240  and  1632  bring  the 
ig  cost*  of  making  color  prints  and  copies 
r  office  to  less  than  10  cents  a  page.  And 
kably,  reduce  black  and  white  running 
o  a  mere  1.3  cents  a  page.  So  for  color 


and  black  and  white  that  are  easy  to  use  and 
afford,  remember  the  Xerox  DocuColor  2240 
and  the  1632.  Once  you  discover  them,  you'll 
see  how  simple  it  can  be  to  integrate  color  into 
everything  you  do.  To  get  all  the  benefits  of 
low-cost  color  in  your  office,  get  in  touch  today. 


www.xerox.com/eureka   Call:  1-800-ask-xerox  ext.  2240A 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


OPTIONS  ARE  USEFUL- 

BUT  ONLY  IF  THEY'RE  USED  RIGHT 


REFORM: 

Changing 
the  way 
options  are 
doled  out 
would  boost 
transparency 
while  still 
pushing 
execs  to 
strive  for 
excellence 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  growing  use  of  stock  options  in  the 
1990s  has  been  partly  blamed  for  the  bub- 
ble in  tech  stocks  during  that  decade  and 
for  some  of  the  misleading  accounting  practices  of 
Enron  Corp.  and  other  companies.  But  politicians 
and  others  have  excessively  criticized  options, 
which  are  a  valuable  tool  that  can  encourage  man- 
agement to  work  effectively  for  their  companies. 

Options  only  add  to  management  compensation 
if  a  company's  stock  rises  above  the  exercise 
price.  This  gives  managers  incentives  to  work 
hard  to  increase  profits  and  raise  share  prices 
enough  to  make  their  options  more  valuable. 
Greater  profitability  usually  also  benefits  em- 
ployees, stockholders,  and  others  with  close  ties 
to  the  company.  Options  also  penalize  managers 
when  companies  do  not  do  well;  their  options 
then  become  of  little  value  and  are  unlikely  ever 
to  be  exercised. 

To  be  sure,  some  boards  of  directors  deserve 
severe  criticism  because  they  have  given  man- 
agement too  many  shares  that  are  too  easily  "in 
the  money."  But  the  misuse  of  options  by  some 
companies  is  not  a  sufficient  reason  to  ban  them, 
as  several  prominent  money  managers  have  rec- 
ommended. Instead,  a  few  reforms  would  allow 
stockholders  and  others  to  monitor  a  company's 
options  commitment,  and  yet  at  the  same  time  do 
an  even  better  job  of  rewarding  managers  for  su- 
perior performance. 

Options  are  both  compensation  for  executives 
and  also  potential  costs  to  stockholders,  since 
their  exercise  dilutes  stockholder  ownership 
rights.  For  this  reason,  and  to  provide  clear  in- 
formation on  the  generosity  of  outstanding  op- 
tions, the  value  of  the  options  given  in  any  year 
should  be  deducted  from  revenue  in  that  year. 
One  way  to  estimate  value  is  to  use  the  Black- 
Scholes  formula,  which  links  the  value  of  an  op- 
tion to  such  variables  as  the  current  share  price, 
the  exercise  price,  expected  volatility  in  share 
prices,  and  expected  dividends. 

Business  leaders  have  generally  opposed  ef- 
forts to  require  them  to  add  the  value  of  newly 
issued  options  to  costs.  That's  true  even  though 
they  might  be  able  to  reduce  their  tax  liabilities 
by  lowering  reported  profits  when  options  are 
issued,  rather  than  later  when  they  are  exer- 
cised. It  is  disturbing  that  most  companies  seem 
to  prefer  raising  reported  profits  over  cutting 
their  taxes. 

Still,  I  do  not  believe  Congress  should  make  it 
mandatory  to  account  for  options  in  this  way. 
Coca-Cola  Co.,  Boeing  Co.,  and  a  few  other  lead- 
ing companies  recently  made  the  right  decision  to 


include  estimated  values  of  new  options 
of  costs,  and  market  forces  will  pressi 
to  follow  their  lead. 

Many  companies  have  been  severely 
because  they  often  reprice  options  when 
dips  so  low  in  value  that  the  options 
out  of  the  money."  These  critics  oppose 
because  they  believe  it  eliminates  financ 
ishment  to  executives  whose  mismanajj 
caused  a  company's  stock  to  fall.  However,) 
ing  is  warranted  when  declines  in  stc 
not  the  fault  of  management. 

Salaries  and  "normal"  bonuses  should 
pensate  management  for  average  perfoij 
compared  with  competitors.  Options,  on  tfl 
er  hand,  should  only  reward  business  1] 
who  help  their  companies  do  unusuall} 
They  should  not  be  paid  simply  for  succe 
a  booming  industry.  Moreover,  executives 
not  be  punished  for  declines  in  share  pric 
are  due  to  hard  times  for  the  whole  indl 

A  simple  way  to  reward  manage  men  I 
for  top  performance  is  to  make  options  c| 
on  the  performance  of  a  company's  shs 
tive  to  that  of  average  shares  in  that  inc| 
For  example,  instead  of  an  exercise  price 
equal  to  a  company's  share  price  on  thel 
date,  options  could  be  "at  the  money"  wh«[ 
ratio  of  its  share  price  to  the  industry's  a\ 
share  price  is  equal  to  what  that  ratio  w 
the  issue  date. 

With  such  a  measure  of  relative  perfor 
options  on  shares  whose  price  has  risen  bfl 
than  the  average  for  their  industry  won 
out  of  the  money.  Yet,  by  the  same  token 
might  be  valuable  if  the  company's  sharej| 
fallen  by  much  less  than  those  of  compet 

Such  a  system  would  punish  manag 
when  a  company's  shares  fall  a  lot  rekfl 
competitors',  but  that  may  not  be  enough! 
ishment  for  substandard  management  thsfl 
duces  dismal  results.  I  have  long  believe 
boards  are  too  lenient  with  badly  per 
ceos.  Just  as  coaches  are  often  fired  whe 
do  poorly  compared  to  competitors,  many 
ceos  who  greatly  underperform  comp 
should  be  let  go. 

Options  are  a  valuable  business  inst 
when  they  only  reward  unusually  good 
ment  and  punish  bad  management.  And  c*| 
values  should  be  added  to  accounting  costs 
they  are  granted  instead  of  when  they 
ercised,  so  that  stockholders  could  see  ir 
ately  if  management  is  being  excessively 
pensated  relative  to  their  performance. 
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Economic  Trends 


EDITED  BY  MICHAEL  J.  MANDEL 

ABOUT  THAT  RAISE 
YOl  DIDN'T  GET... 

A  loose  job  market  flattens  wages 

The  last  couple  of  weeks  have 
brought  more  news  of  job  cutbacks 
at  companies  such  as  Lucent,  sbc  Com- 
munications, Intel,  and  Siebel  Systems. 
Such  layoffs,  if  they  continue,  make  it 
unlikely  that  the  unemployment  rate, 
now  at  5.9%,  is  going  to  drop  soon. 

That's  bad  news  for  workers  who 
were  hoping  for  pay  hikes  to  make  up 
for  their  shrinking  stock  portfolios.  With 
unemployment  high,  real  wage  growth 
has  slowed  sharply.  In  the  second  half  of 
2000,  average  hourly  earnings  for  pro- 
duction and  nonsupervisory  workers 
rose  by  1.8%,  after  adjusting  for  infla- 
tion. That  fell  to  1.1%  in  the  second  half 
of  2001,  then  to  a  paltry  0.5%  in  the 
first  two  quarters  of  2002. 

Real  wage  growth  may  even  go  neg- 

HOW  LOW  WILL 
WAGE  GROWTH  GO? 


'00  '01  '02 

▲  PERCENT  'AVERAGE  HOURLY  EARNINGS  FOR  PRODUCTION  AND  NON- 
SUPERVISORY  WORKERS.  DEFLATED  BY  CORE  INFLATION 

Data:  Bureau  of  Labor  Statistics 

ative  sometime  soon.  An  unemployment 
rate  of  6%  is  likely  high  enough  to  exert 
downward  pressure  on  wage  growth. 
Certainly  it  was  true  during  the  early 
1990s  that  real  wages  kept  falling  until 
unemployment  was  well  below  6%  on 
a  sustained  basis  in  1995. 

Some  hard-hit  industries  are  already 
seeing  wages  falling  even  without  ad- 
justing for  inflation.  The  latest  num- 
bers show  wage  declines  over  the  past 
year  at  telephone-equipment  makers, 
electronics  stores,  advertising  and  pub- 
lic-relations firms,  book  publishers,  and 
companies  doing  integrated  systems 
design.  Other  industries  with  wage 
hikes  below  the  rate  of  inflation  include 
magazine  publishers,  commercial  print- 
ers, and  temporary  help  agencies. 

Some  industries  have  resisted  the 
downward  trend.  Pay  at  hospitals  rose 
6%  over  the  past  year,  while  wage 


growth  has  stayed  strong  in  computer 
maintenance  and  repair  as  companies 
fixed  their  current  gear  rather  than  buy 
the  latest  technology.  And  wages  rose 
5.9%  in  the  accounting  industry  over 
the  past  year. 

But  high  unemployment  will  eventu- 
ally curb  wage  growth  even  in  these 
industries.  After  the  1990-91  recession,  it 
took  four  years  for  real  wages  to  start 
climbing  back.  The  same  thing  could 
happen  again. 


JAPANESE-STYLE 
WOES  IN  GERMANY 

Without  reform,  big  problems  loom 

Chronically  weak  growth,  minimal  in- 
flation, mediocre  productivity,  and 
a  plunging  stock  market:  Today's  Ger- 
many looks  much  the  way  Japan  did  in 
the  early  1990s.  If  Berlin  doesn't  take 
urgent  action  to  deregulate  sclerotic 
markets  and  give  the  economy  a  boost, 
economists  warn,  the  nation  could  get 
sucked  into  a  vicious  Japan-style  circle 
of  near-zero  growth,  declining  competi- 
tiveness, and  falling  prices. 

"Gone  are  the  days  when  Germany 
was  a  locomotive  for  the  rest  of  West- 
ern Europe,"  says  Jorn  Quitzau,  an 
economist  at  Deutsche  Bank  in  Frank- 
furt. "The  fear  now  is  that  it  could  be- 
come a  second  economic  trouble  spot 
[like  Japan],  with  little  momentum  and 
reliant  on  other  countries  for  most  of  its 
growth." 

The  situation  isn't  as  bad  as  it  is  in 
Japan.  Unlike  Japan,  Germany  is  ex- 
pected to  show  positive  growth  in  2002, 
and  the  country  has  still  not  sunk  into 
deflation  (chart).  Moreover,  because  Ger- 
mans are  covered  by  generous  social 
security  schemes,  they  don't  need  to 
build  up  huge  precautionary  savings  ac- 
counts, as  the  Japanese  have  done.  As  a 
result,  domestic  demand  has  held  up 
better  in  Germany.  And  while  problem 
loans  are  mounting,  German  banks  are 
far  stronger  than  their  debt-laden 
Japanese  counterparts. 

But  Germany's  prospects  are  deteri- 
orating by  the  day,  and  policymakers 
are  unwilling  or  unable  to  take  action. 
The  Bundesbank  can't  cut  interest 
rates  to  kick-start  growth — it  lost  the 
freedom  to  do  that  when  the  euro  was 
launched  in  January,  1999.  And  it's  dif- 
ficult for  the  government  to  oil  the 
wheels  with  extra  public  spending  or 
tax  cuts  since  its  budget  gap  is  very 
near  3%  of  gross  domestic  product,  the 
ceiling    imposed    by    the    European 
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Union's  Stability  &  Growth  Pac 
a  general  election  in  Septemb 
ther  the  government  nor  the 
tion  is  willing  to  champion  muc 
ed  but  unpopular  reforms,  such  ; 
market  liberalization 
Many  econo-  — 
mists  predict  that 
whoever  wins  the 
election  will  come 
under  intense 
pressure  from 
business,  the  fi- 
nancial markets, 
and  Germany's 
European  Union 
partners  to  force 
through  major 
changes,  especial- 
ly painful  restruc- 
turings. But,  like 
Japan,  Germany  is 
governed  by  con- 
sensus, which  makes  it  difficult  tc 
controversial  reforms.  "The  con: 
society  is  unlikely  to  provide  the 
bility  needed  in  today's  rapidly  ch. 
business  world,"  says  Quitzau.  Ge 
and  its  trading  partners  could  be 
to  find  that  out  the  hard  way. 

By  David  Fai 
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It's  cheaper  than  jailing  crimi 
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It  has  long  been  common  wisdon 
drug  addiction  is  linked  to  crin 
ty.  During  the  1990s,  however,  ] 
policy  focused  more  on  putting  < 
nals  behind  bars  and  less  on 
treatment. 

But  a  study  suggests  that  spe: 
more  money  on  treating  drug  ac 
would  pay  off  as  well.  Mireia  i 
Bonet  and  Jody  L.  Sindelar,  facu 
the  Yale  School  of  Public  Healt 
amined  data  on  3,500  inner-city 
users  entering  treatment  in 
Philadelphia  area  between  April, 
and  May,  1998.  The  data  recorded 
inal  behavior  as  well  as  the  chan 
the  use  of  different  drugs,  su 
heroin,  during  treatment. 

The  authors  found  that  treating 
abusers  reduced  the  crime  they 
mitted  by  51%.  Jofre-Bonet  and 
also  note  the  cost  advantages  of 
treatment  over  prison.  A  year  ir 
jug  costs  $23,000  per  inmate,  comp 
with  a  $3,000  annual  tab  for  metha 
treatment  of  heroin  addiction. 

By  Margaret  Pc 
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Can  a  company  that  doesn't 

make  computers  change 

the  course  of  computing  history? 

It's  happened  all  through 
PC  history.  Now  it  happens  in  the 

data  center -where  Intel 

combines  enterprise  processing 

power  with  Intel  flexibility. 


The  Intel  clean-room  environment:  where  computing  history  is  made.  Literally. 

Processors  this  powerful  come 

from  innovation,  engineering 

and  what  we  call  "Yes": 

the  drive  that's  helped  Intel  advance 

technology  for  decades, 

raising  computing  performance 

while  reducing  your  technology  costs, 

The  result:  88%  of 
the  world's  servers  now  say 

Intel  Inside6. 
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Powerful  and  cost-effective  High-performance  technology 

servers  to  run  the  for  the  most  data-intensive 

broadest  range  of  applications.  business-critical  applications. 
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WHAT   POWEI      K 
YOUR   BUSINES! 


3  years  ago,  we  set  out  to  6 
customer  service  at  the  phr 
with  a  best-in-class  training  pn 
for  our  pharmacy  technicians 
successfully  accomplish  our  gc 
we  recognized  that  the  ability 
monitor  and  report  training 
certifications  would  be  essent 

READY  FOR  CHANGE: 

16,000  CVS  technicians 
trained  using  1   learm 
management  system  (LM 
to  manage  results. 

9 1  %  of  CVS  technicians 
who  sat  for  the  national 
certification  exam  pas: 
vs.  an  industry  average 
of  81%. 

TODAY: 

100,000  CVS  employee 
are  positioned  to  rely  on 
the  THINQ  TrainingSer 
LMS  to  be  ready  for  ch 

What  if  you  could  be  ready  fo 
change?  What  if  you  could  acf 
results- faster?  What  if  you  cou 
reduce  your  organizational  risk 
through  learning? 

You  can,  with  THINQ.  THINQ's 
learning  management  software 
powers  the  learning  that  powers 
the  business  of  more  large 
organizations  than  any  other. 

For  the  full  CVS/THINQ  story, 
http://ThoughtLeaders. THINQ  c 
Find  out  how  Jeff  and  his  team 
ready  for  change,  achieved  result: 
faster,  and  reduced  risks. 


Jeff  Tomchik 

Manager  of  Learning  Technologies 
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E  ECONOMY  LOOKS  SOLID, 

IT  INVESTORS  DON'T  REALLY  CARE 

distrust  is  sinking  stocks,  which  may  take  a  toll  on  growth 


S.  ECONOMY 


A  month  ago,  when  the  Dow 
Jones  industrial  average  was 
ening  to  fall  through  9,000,  investor  nervousness 
pable  but  divorced  from  the  improving  economic 
After  the  Dow  slipped  below  7,800  on  July  22, 
,  a  new  worry  has  emerged:  At  what  point  does 
k  market's  plunge  fall  back  on  the  economy? 
't  look  for  an  exact  number.  No  economist  could 
up  such  a  prediction.  But  a  continued  market 
eventually  destroy  enough  wealth  and  con- 
overall  financial  conditions  so  much  that  house- 
freeze  up  and  businesses  cannot  finance  their 
ions.  The  result  would  be  reduced  spending  and 
ed  saving  by  consumers,  and  a  new  round  of 
tting  and  layoffs  by  businesses.  In  other  words, 
suit  would  be  a  recession. 

Are  we  there  yet?  Probably 
not,  especially  given  the  Dov/s 
489-point  surge  on  July  24.  But 
while  there  are  still  reasons 
for  optimism,  the  sharp  turn 
in  investor  psychology  raises 
the  risk  of  a  new  round  of  eco- 
nomic weakness.  Consumers 
and  businesses  are  losing  con- 
fidence in  the  future.  Bond- 
holders see  corporations  as 
somewhat  riskier  borrowers 
they  did  just  last  February  (chart).  Investor  mis- 
continues  to  generate  uncertainty,  the  bane  of  ef- 
tly  functioning  markets.  And  now,  bourses  abroad 
dling  as  accounting  questions  go  global, 
ly  is  the  stock  market  running  counter  to  recent 
of  improvement  in  the  economy?  By  design,  the 
>mic  data  reflect  only  the  benefits  coming  from 
harp  cyclical  adjustments  of  the  past  year  and  a 
But  this  time,  the  adjustments  in  the  stock  market 
lot  economic.  They  are  psychological.  The  eco- 
c  numbers  do  not  address  the  damage  that  has 
done  to  the  psyches  of  investors  and  corporate  ex- 
ves.  Rising  orders  and  slowing  inflation  can't  repair 
ing  mistrust  among  investors.  And  therein  lies 
>iggest  risk  to  the  outlook. 

OVERALL  ADJUSTMENT  in  Wall  Street's  mind  set 
dly  began  two  years  ago,  after  the  late-1990s  tech 
dot-com  booms  went  bust.  Investors,  businesses, 
consumers  had  to  face  a  new  reality  of  diminished 
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expectations  and  increased  risk.  Now,  trust  is  the  over- 
riding concern  among  investors.  And  the  issue  is  not 
faith  in  the  economy — it  is  a  lack  of  faith  in  corporate 
honesty  and  government  leadership.  Investor  optimism 
is  below  its  post-September  11  level  (chart). 

As  a  result,  investors  are 
placing  a  high  priority  on  gov- 
ernment actions  to  underpin 
the  market.  According  to  a  re- 
cent survey  of  1,000  investors 
by  ubs  Warburg  and  Gallup 
Poll,  64%  believe  that  new  Se- 
curities &  Exchange  Commis- 
sion regulations  addressing  ac- 
counting issues  would  have  an 
"extremely  large  or  fairly 
large"  impact  on  the  financial 
markets.  Federal  guidelines  on  ethical  standards  for  cor- 
porate management  and  strict  prison  sentences  for 
corporate  managers  convicted  of  fraud  also  scored  high 
on  potential  market  impact.  The  results  suggest  that 
quick  action  could  buoy  the  market,  turn  around  share- 
holder sentiment,  and  lessen  the  risks  to  the  economy. 

The  risk  to  the  expansion  is  if  investor  attitudes  do 
not  change  fast  enough.  Consumers  could  start  to  save 
more  of  their  income  in  an  effort  to  make  up  for  stock 
losses,  causing  a  cutback  in  spending.  Weaker  demand, 
coupled  with  a  further  rise  in  risk  premiums,  would  hit 
the  still-shaky  corporate  sector.  Keep  in  mind  that  by 
this  past  spring,  businesses  were  beginning  to  open 
up  their  capital  budgets.  But  new  uncertainty  and  fi- 
nancing worries  might  arrest  the  nascent  capital-spend- 
ing recovery.  Instead,  business  could  feel  the  need  to 
cut  costs  further  by  laying  off  more  people.  That  could 
cut  into  consumer  spending. 

DESPITE  ALL  THESE  DANGERS,  however,  the  stock 

market  probably  has  not  fallen  enough  to  cause  a  new 
recession.  One  reason  for  optimism  is  that  the  economy 
made  huge  cyclical  adjustments  during  the  2001  re- 
cession. Businesses  have  already  slashed  inventories 
and  costs.  They  continue  to  post  stellar  productivity 
gains,  and  they  have  largely  eliminated  excess  pro- 
duction capacity.  While  investors  obsess  over  the  scan- 
dal du  jour,  what  has  gone  unnoticed  is  that  profits  are 
now  rising  at  a  great  many  companies  (page  50). 

Meanwhile,  consumer  fundamentals  remain  stable 
even  with  the  free-falling  Dow.  The  three-month  decline 
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in  jobless  claims  indicates  the  labor  markets  are  stabi- 
lizing, and  household  incomes  are  growing  comfortably 
faster  than  inflation  Jobs  and  incomes  are  always  more 
important  indicators  of  future  consumer  spending  than 
trends  in  the  stock  market. 

Obviously,  punier  stock  portfolios  are  making  con- 
sumers think  twice  about  the  future.  However,  be- 
cause of  falling  mortgage  rates — now  down  75  basis 
points  since  March — and  supportive  demographics, 
strong  housing  demand  is  buoying  home  values,  which 
has  offset  some  of  the  loss  of  stock  wealth. 

Since  the  stock  market  peaked  in  March,  2000,  house- 
holds have  lost  more  than  $6  trillion  in  directly-owned  eq- 
uities and  mutual  funds,  according  to  Fed  data.  During 
the  same  period,  the  values  of  all  homes,  less  outstanding 
mortgages,  rose  by  $1.2  trillion.  To  be  sure,  a  24%  offset 
may  not  seem  like  much,  but  since  there  are  more  home- 
owners than  shareholders,  increasing  home  values  bene- 
fit a  larger  segment  of  the  spending  public. 

EQUALLY  IMPORTANT,  financial  conditions  have  not  de- 
teriorated as  much  as  the  stock  market  drop  would  sug- 
gest. The  Federal  Reserve  has  indicated  that  it  will 
keep  monetary  policy  highly  accommodative.  And  the 
weakness  in  commercial  and  industrial  loans  at  banks 
reflects  soft  loan  demand  because  of  reduced  inventory 
levels,  not  an  unwillingness  of  banks  to  lend,  c&i  lend- 
ing is  closely  correlated  with  inventory  trends. 
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Further  out  on  the  yield  curve,  the  bond 
remains  responsive  to  corporate  credit  need 
March,  borrowing  rates  are  down  45  basis 
6.11%,  for  AAA-rated  companies;  and  50  basis 
7.35%,  for  BBB-rated  borrowers.  Risk  premi 
corporations  must  pay  over  and  above  the  yie 
riskless  Treasury  bond  have  indeed  risen,  but  t 
still  below  the  level  seen  right  after  Septembe 

In  addition,  the  9%  depreci- 
ation in  the  trade-weighted 
dollar  since  February  is  tan- 
tamount to  an  easing  in  mon- 
etary policy.  It  is  helping  man- 
ufacturers to  boost  exports 
and  compete  against  imports, 
and  it  will  lift  profits  from 
multinational  operations. 

The  problem  is  that  eco- 
nomic models  simply  aren't 
programmed  to  take  account 
of  mood  swings  such  as  those  that  have  do 
Wall  Street  for  the  past  few  weeks.  Nonetheles 
tudes  are  crucial  to  how  people  behave,  even 
faced  with  increasingly  good  news  on  jobs,  prod 
inflation,  and  interest  rates.  And  it's  this  disc 
between  mistrust  of  the  stock  market  and  actu 
nomic  performance  that  makes  the  recovery  s 
nerable  right  now. 
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PRICE  WORRIES  PROMPT  A  HIKE 


Faced  with  rising  inflation  wor- 
ries, Canada's  monetary  policy- 
makers decided  to  take  a  tighter 
stance  than  that  of  their  major 
trading  partner,  the  U.  S. 

On  July  16,  the  Bank  of  Canada 
hiked  its  overnight 
bank  rate  by  a  quarter 
point,  to  2.75%.  It  was 
the  third  hike  since 
April,  even  as  the 
Federal  Reserve  is 
holding  its  target  rate 
^eady. 
While  the  boc  does 
always  move  in 
tep  with  the  Fed, 
thi.    3  the  first  time 
since  1998  that  the  Canadian  rate 
is  a  full  percentage  point  higher 
than  the  U.  S.  federal  funds  rate. 
Back  then,  a  jump  in  unit  labor 
costs  raised  Canadian  inflation 
worries. 


INFLATION  REMAINS 
A  CONCERN 


Now,  the  fear  is  that  the  econo- 
my is  growing  so  fast  it  will  be  at 
full  capacity  by  early  2003  and 
thus  vulnerable  to  rising  price 
pressures.  That  was  the  explana- 
tion in  the  July  24  update  of  the 
boc's  Monetary  Poli- 
cy Report.  In  June, 
the  yearly  core  infla- 
tion rate  was  2.1%, 
right  in  the  middle  of 
the  boc's  target  range 
of  1%  to  3%. 

The  Canadian  econ- 
omy is  already  show- 
ing signs  of  slowing, 
after  a  6%  annual 
rate  surge  in  the  first 
quarter.  In  May,  both  retail  sales 
and  wholesale  shipments  fell.  And 
the  trade  surplus  narrowed  be- 
cause of  a  drop  in  May  exports. 
Nonetheless,  real  gross  domestic 
product  probably  grew  at  an  an- 
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nual  rate  in  excess  of  4%  in  tl 
second  quarter,  at  least  twice 
expected  U.S.  advance. 

Real  gdp  is  projected  to  gro| 
3%  to  3.5%  in  the  second  half. 
That  pace  is  strong  enough  to 
duce  the  unemployment  rate 
7.5%  in  June  and  to  keep  indi 
al  production  growing.  Howevtl 
expectations  for  a  slower  econ<| 
clobbered  the  Canadian  dollar 
July  22  and  23.  It  suffered  its 
worst  two-day  loss  ever.  A  we;| 
er  currency  will  keep  an  upwail 
pressure  on  prices  in  the  mon£| 
ahead,  even  as  growth  eases. 

So  while  the  boc's  latest  repj 
suggests  the  bank  prefers  to  sil 
on  the  sidelines  for  a  while,  the! 
expected  tightening  in  the  labol 
markets  and  industrial  capacityl 
means  policymakers  won't  be  a] 
to  delay  another  rate  hike  for 
very  long. 
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0  FIGURE  OUT  HOW  MUCH 
OUR  CONSULTANTS  COST? 

I  PeopleSoft  Enterprise  Service  Automation  delivers  proactive  control  over  outside  services  spending. 

pleSoft  ESA  is  the  only  complete  solution  for  managing  the  expense  of  outside  contractors,  consultants,  and 
ps.  It  enables  you  to  know  exactly  who's  doing  what  and  how  much  it  is  costing.  And  PeopleSoft  ESA  matches  the 
t  skills  to  the  right  projects  in  real-time.  So  you  minimize  outside  services  spending,  while  maximizing  its  value. 

rn  more  by  visiting  us  at  www.peoplesoft.com/esa  or  call  1-888-773-8277 
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COVER  STORY     Scandals  in  Corporate  America 


How  a  small  group 
of  insiders  made 
billions  as  the 
industry  collapsed 

Telecom  has  been  a  disaster  for 
just  about  everyone.  Investors 
have  lost  some  $2  trillion  as 
stock  prices  have  tumbled  95% 
or  more  from  their  highs.  Half 
a  million  workers  have  lost 
their  jobs  during  the  past  two 
years.  Dozens  of  debt-laden  companies, 
from  Winstar  Communications  to  Global 
Crossing,  have  collapsed  into  bankruptcy. 
And  on  July  21,  the  sector  sank  to  a 
once-unimaginable  low  when  WorldCom 
Inc.,  the  company  that  embodied  the  in- 
dustry's power  and  promise,  filed  the 
largest  bankruptcy  claim  in  U.  S.  history. 
Yet  a  small  group  of  CEOs  and  finan- 
ciers managed  to  save  the  family  silver 
before  the  house  burned  to  the  ground. 
Philip  F.  Anschutz,  founder  of  ailing  local 
and  long-distance  upstart  Qwest  Com- 
munications International  Inc.,  reaped 
$1.9  billion  from  company  stock  sales 
since  1998.  Former  Qwest  ceo  Joseph  P. 
Nacchio  sold  $248  million  worth  of  stock 
before  he  was  pushed  out  of  the  scandal- 
plagued  company  in  June.  Global  Cross- 


INSIDE 


ties  among  them  are  little  understood 
even  today.  The  group  was  linked 
through  Salomon  Smith  Barney's  tele- 
com analyst  Jack  B.  Grubman,  the  son  of 
a  Philadelphia  municipal  worker  who  rose 
from  his  blue-collar  roots  to  become  one 
of  the  most  powerful  players  on  Wall 
Street.  He  helped  raise  money  for  Qwest, 
Global  Crossing,  and  WorldCom,  recom- 
mended their  stocks  to  investors,  at- 
tended board  meetings,  and  was  elbows- 
deep  in  working  with  them  to  plot 
strategy. 

Grubman's  influence  stretched  far  be- 
yond the  three  companies  that  have  col- 
lapsed in  scandal  in  recent  months.  Ac- 
cording to  Thomson  Financial  Securities 
Data,  Salomon  helped  81  telecom  compa- 
nies raise  $190  billion  in  debt  and  equity 
since  1996,  the  year  the  Telecommunica- 
tions Act  was  passed  to  deregulate  the 
telephone  industry.  In  return,  Salomon, 
part  of  Citigroup,  received  hundreds  of 
millions  in  underwriting  fees  and  tens  of 
millions  more  for  advising  its  stable  of 
telecom  players  on  mergers  and  acquisi- 
tions. Grubman  himself  was  paid  about 
$20  million  a  year. 

So  powerful  was  Grubman  in  his  hey- 
day that  he  could  direct  development  of 
the  telecom  industry.  Like  junk-bond  king 
Michael  Milken  at  the  height  of  his  pow- 
er in  the  1980s,  Grubman's  word  was 
good  as  gold.  He  could  raise  millions  for 
startup  players,  win  investor  support  for 
a  proposed  acquisition,  or  boost  a  com- 
pany's stock  price.  On  Mar.  14,  2000,  for 
example,  he  raised  his  price  target  for 
Metromedia  Fiber  Network,  which  Sa- 
lomon had  taken  public,  and  its  shares 
surged  16%,  to  about  $46.  mfn  filed  for 
bankruptcy  in  May.  "Jack  orchestrated 


with  the  companies  he  cover 
critics  felt  that  made  it  imp 
him  to  be  objective  about  those  | 
nies'  prospects.  For  example,  he 
Anschutz  recruit  Nacchio  as  Qwe 
executive  in  1997,  and  he  aide 
Crossing's  Winnick  in  his  $11  hi 
quisition  of  Frontier  Communic 
1999.  Could  Grubman  then  step 
make  critical  assessments  about  I 
and  Global  Crossing  for  investors 

In  the  wake  of  the  telecom  meJ 
Grubman  is  facing  more  intense  si 
than  ever  before.  As  the  telecom  f 
began  deflating  in  2000  and  2C 
other  analysts  began  to  warn  that  I 
dustry  was  straining  under  the  w«| 
excess  capacity  and  enormous  dc 
continued  urging  investors  to  loa 
shares  of  Qwest,  Global  Crossing,"] 
Com,  and  others.  In  March,  2001,1 
man  issued  a  "State  of  the  Union"! 
in  which  he  wrote:  "We  believe  tl| 
underlying  demand  for  network| 
services  remains  strong....  In 
believe  that  telecom  services,  as ' 
centage  of  [gross  domestic  produc| 
double  within  the  next  seven  or 
years."  Now,  investors  are  ques 
whether  Grubman  was  motivated  I 
true  opinions — or  by  the  millions 
lars  he  received  from  supporting 
com  clique. 

Grubman,  48,  knew  he  was 
a  line  few  analysts  dared  traver 
he  forcefully  defended  his  dual  role 
2000  profile  in  BusinessWeek,  he  s| 
was  the  model  of  the  modern  Wall  I 
analyst.  "What  used  to  be  a  cor 
now  a  synergy,"  he  said  at  the 
"Someone  like  me,  who  is  banking- 
sive,  would  have  been  looked  at 


THE  TELEG0 


ing  founder  Gary  Winnick  sold  $734  mil- 
lion of  his  shares  before  his  company 
filed  for  bankruptcy  in  January.  And  for- 
mer WorldCom  ceo  Bernard  J.  Ebbers 
borrowed  some  $400  million  from  his 
company  before  he  was  ousted  in  April — 
and  that  loan  remains  to  be  repaid. 

What  do  these  execs  have  in  common? 
They  were  all  central  players  in  a  tight- 
knit  telecom  clique  that  dominated  the 
communications  industry  in  the  second 
half  of  the  last  decade.  Individually,  some 
of  these  men  were  well  known,  but  the 


the  industry,"  says  analyst  Susan  Kalla  of 
investment  company  Friedman,  Billings, 
Ramsey  Group  Inc. 

Individual  investors  may  have  jumped 
at  Grubman's  picks  because  they  thought 
he  was  doling  out  impartial  advice  on 
his  favorite  stocks — the  traditional  job 
of  Wall  Street  analysts.  But  Grubman's 
interests  were  deeply  conflicted,  and  he 
came  to  personify  the  blurred  lines  be- 
tween research  and  investment  banking 
in  the  boom.  More  than  any  other  tele- 
com analyst,  he  was  actively  involved 


fully  by  the  buy  side  15  years  ago. 
they  know  that  I'm  in  the  flow  of  « 
going  on."  At  the  time,  Sanford  1 
Citigroup's  chairman,  voiced  suppoi 
Grubman's  activities,  though  he  sai 
alysts  have  to  maintain  their  objed 
as  stockpickers  or  "they  will  lose 
credibility."  Both  men  declined  to 
ment  for  this  story. 

Grubman's  credibility  was  stra 
even  at  the  time.  In  the  2000  an 
BusinessWeek  reported  for  the  first 
that  Grubman  had  lied  on  his  officia 
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lomon  biography  for  years — claiming  he 
had  graduated  from  the  prestigious  Mass- 
achusetts Institute  of  Technology  when 
his  alma  mater  was  really  Boston  Uni- 
versity. He  admitted  the  discrepancy  at 
the  time.  "At  some  point,  I  probably  felt 
insecure,  and  it  perpetuated  itself,"  he 
said.  He  also  claimed  to  have  grown  up 
in  South  Philadelphia  when  he  really  was 
from  Oxford  Circle  in  the  northeast  part 
of  Philadelphia.  Both  are  blue-collar 
neighborhoods.  But  South  Philly  is  a 
more  historic  neighborhood,  the  stomping 
grounds  of  singer  Frankie  Avalon  and 
movie  boxer  Rocky  Balboa,  and  would 
hold  more  appeal  for  a  one-time  ama- 
teur boxer  like  Grubman. 

Despite  such  issues,  Grubman  was  able 
to  wield  his  influence  in  the  telecom  in- 
dustry, which  benefited  his  inner  circle. 
When  analyst  Vik  Grover  of  Kaufman 
Bros.  LP  questioned  Winstar's  prospects 
in  January,  2001,  Grubman  blasted  him  in 
a  research  note  issued  later  that  day. 
"We  believe  this  is  highly  irresponsible  of 
the  analyst  since  they  do  not  have  cov- 
erage of  [Winstar],  nor  did  they  speak 
with  senior  management,"  he  wrote.  He 
also  chastised  Grover  during  Winstar's 
quarterly  conference  call  on  Feb.  1.  That 
helped  buoy  Winstar's  stock — but  only 
for  several  weeks.  Short  of  cash,  the 
company,  under  ceo  William  Rouhana, 
filed  for  bankruptcy  two  months  later,  in 
April.  The  National  Association  of  Secu- 
rities Dealers  is  investigating  whether 
Grubman's  recommendations  on  the  stock 
violated  its  standards  for  stock  analysts. 

Nowhere  was  Grubman's  loyalty  more 
evident  than  with  WorldCom.  Other 
Wall  Street  analysts,  including  Daniel 
P.  Reingold  of  cs  First  Boston,  stopped 
recommending  the  stock  last  year  be- 
cause of  its  deteriorating  long-distance 
business  and  slowing  growth  rate.  Yet 
Grubman  reiterated  his  "strong  buy" 
regularly  in  2001  because,  he  said,  it 
had  the  "best  assets  in  the  telecom  in- 
dustry." Grubman  didn't  downgrade 
WorldCom  to  a  "neutral"  until  Apr.  22, 
when  the  company  slashed  its  revenue 
targets  for  2002.  By  that  time,  World- 
Com's shares  had  dropped  about  90% 
from  their  peak,  to  $4. 

Grubman's  allies  may  have  benefited 
from  his  actions  in  other  ways.  According 
to  a  lawsuit  filed  by  David  Chacon,  a  Sa- 
lomon broker  who  was  fired  in  2000, 
Grubman  doled  out  shares  in  hot  initial 
public  offerings  to  Ebbers,  Nacchio,  and 
several  other  telecom  executives  to  win 
investment  banking  business.  Ebbers  al- 
legedly received  stock  in  broadband 
provider  Rhythms  NetConnections  Inc.  at 
the  time  of  its  initial  public  offering  in 
1999.  When  the  upstart's  stock  soared 


'129c'(  in  the  first  day  of  trading,  Ebbers 
cashed  out  for  a  $16  million  profit,  ac- 
cording to  the  suit.  If  Chacon's  allega- 
tions are  time,  Salomon  may  have  violat- 
ed securities  regulations  that  bar 
investment  banks  from  paying  individuals 
for  banking  business.  Salomon  denies  the 
assertion. 

Now7,  Grubman's  entire  netwTork  is  un- 
raveling. The  Securities  &  Exchange 


Inner 
Circle 


In  the  second  half  of  the  1990s, 
Citigroup's  Salomon  Smith 
Barney  and  its  star  analyst,  Jack 
Grubman,  sold  investors  on  a 
dazzling  vision  of  a  dynamic 
telecom  industry.  The  firm 
helped  raise  $190  billion  in 
debt  and  equity  for  81  telecom 
players  since  1996  and  in  many 
cases  provided  additional 
investment  banking  advice.  All 
told,  it  received  $1.2  billion  in 
fees  for  its  work.  Grubman 
typically  recommended  the 
stocks  of  those  companies  to 
investors.  Although  he  was  paid 
about  $20  million  a  year, 
Grubman's  picks  have  been 
disastrous:  Many  of  those 
companies  have  filed  for 
bankruptcy,  including  WorldCom, 
Global  Crossing,  and  Winstar. 
Here's  a  look  at  how  Salomon, 
Grubman,  and  the  inner  circle  of 
telecom  executives  made  off 
with  billions  while  investors  got 
burned. 


Commission  is  investigating 
alleged  accounting  improprieties 
has  become  a  criminal  probe. 
Crossing  is  under  investigation 
Securities  &  Exchange  Cor 
FBI,  and  two  congressional  comij 
WorldCom  faces  scrutiny  from  t 
the  Justice  Dept.,  and  the  House 
&  Commerce  Committee.  WorldC  I 
admitted  to  a  $3.8  billion  accountinj 


WORLDCOM 


Salomon 
and  Grubr 
former  CEO  Bernard  Ebbers  on  I 
including  the  $43  billion  acqul^ 
in  1998.  Ebbers  borrowed  $4C 
from  WorldCom — which  he  still 
he  was  ousted  in  April.  The  cc 
admitted  to  nearly  $4  billion  in 
irregularities  and  has  filed  for  ba| 

Capital  raised  by  Sale 

$24.7billii 

Salomon's  fees: 

_____ 


WINSTAR 


The  National 
of  Securities 
investigating  Grubman  for  alle 
misleading  investors  by  hyping| 
prospects  for  Winstar.  The  cc 
headed  by  William  Rouhana, 
bankruptcy  in  April,  2001. 

Capital  raised  by  Salor 


$888  millioi 

Salomon's  fees: 
$6.3  MILLIOI 


McLEODUSA 


Data:  Thomson  Financial  Securities  Data 


Accordini 
lawsuit  fit 
against  Salomon,  Grubman  aM 
doled  out  shares  of  hot  IPOs  to 
executives  to  win  investment 
business.  One  of  the  execs  who 
allegedly  benefited  was  Clark 
former  CEO  of  McLeodUSA. 

Capital  raised  by  Salome 

$3.4  BILLION      j 

Salomon's  fees: 

$68.6  MILLION 


36  BusinessWeek  /  August  5,  2002 


\ancial  statements.  A  spokesman 
company  "supports  the  investi- 
nd  wants  them  to  get  to  the  bot- 
fthings  so  we  can  all  move  for- 
j^west  and  Global  Crossing  have 
iny  wrongdoing.  Global  Crossing 
ere  not  available  for  com- 
i  spokesman  for  Qwest 


says,  "We  worked  with  [Grubman]  as  we 
would  any  analyst." 

Grubman  is  under  the  microscope,  too. 
Besides  the  NASD,  he  is  being  investigat- 
ed by  New  York  Attorney  General  Eliot 
Spitzer  and  U.S.  Attorney  James  B. 
Comey  in  Manhattan.  He  was  called  be- 
fore the  House  Committee  on  Financial 
Services  on  July  8  to  explain  his  role  in 
jjthe  WorldCom  accounting  scandal — and 

Salomon 
advised 
Global  Crossing  on  several 
purchases,  including  its 
failed  bid  for  US  West  and  its 
successful  $11  billion  deal 
for  Frontier  in  1999.  Global 
Crossing  Chairman  Gary 
Winnick  reaped  more 
than  $700  million  from 
tock  sales  before  the 
ompany  filed  for  bankruptcy 
in  January. 

Capital  raised  by  Salomon: 

$5.4  BILLION 

Salomon's  fees: 
$83.8  MILLION 

Grubman  helped 
founder  Philip 
Anschutz  recruit  Joseph 
Nacchio  as  Qwest's  CEO 
In  1997.  Also,  according 
o  a  lawsuit  filed  against 
alomon,  Grubman  allegedly 
oled  out  shares  of  hot  IPOs 

to  several  executives,  including 

Nacchio,  to  win  investment 

banking  business.  Anschutz 

sold  $1.9  billion 

n  Qwest  stock  before  its 

recent  collapse.  Nacchio 

pocketed  more  than  $248 

million  from  stock  sales 

before  he  was  pushed  out 

in  June. 

Capital  raised  by  Salomon: 

$5.6  BILLION 

Salomon's  fees: 

$34.4  MILLION 


was  hammered  by  legislators.  "We  have 
an  independent  analyst  who  is  neither 
independent  and  apparently  can't  ana- 
lyze," said  Michael  E.  Capuano  (D-Mass.). 
"My  major  fear  is  that  you'll  get  away 
with  it."  Salomon  has  supported  Grub- 
man, although  Citigroup  said  in  July  that 
it  would  support  a  ban  on  analysts  par- 
ticipating in  many  investment  banking 
activities. 

Grubman  has  defended  his  actions  be- 
fore Congress  and  elsewhere.  He  said 
that  he  helped  Qwest,  Global  Crossing, 
WorldCom,  and  others  raise  billions  of 
dollars  because  he  saw  a  brilliant  future 
for  the  telecom  industry.  He  thought  a 
rapid  deployment  of  broadband  connec- 
tions to  businesses  and  consumers  around 
the  country  would  lead  to  a  surge  in  In- 
ternet traffic  that  would  require  the  cre- 
ation of  new  networks  with  vast  amounts 
of  capacity.  He  admits  he  was  wrong  in 
his  analysis.  But  he  says  he  was  not  mo- 
tivated by  conflicted  interests.  "I  am  sad- 
dened by  the  events  that  have  brought 
us  here,"  he  told  congressional  probers  on 
July  8.  "I  am  sorry  to  see  investors  suf- 
fer losses.  I  am  sorry  to  see  employees 
laid  off." 

No  question,  the  damage  caused  by 
Grubman  and  his  circle  of  insiders  is 
threatening  to  undermine  the  health  of 
the  telecom  industry.  While  Grubman 
and  his  allies  encouraged  investors  to 
cough  up  the  billions  of  dollars  needed  to 
make  huge  new  capital  investments  in 
fiber-optic  networks  and  broadband  con- 
nections, it's  now  clear  that  that  vision  of 
the  future  was  wildly  hyped.  Billions  in 
investments  are  going  to  waste,  as  little 
as  3%  of  new  long-distance  networks  are 
being  used,  and  investors  are  fleeing  the 
sector.  Even  once-stable  players  are  suf- 
fering. On  July  23,  local-phone  giant  Bell- 
South said  WorldCom  owes  the  company 
$75  million  to  $160  million,  contributing  to 
a  15%  drop  in  BellSouth's  stock  price 
that  day. 

The  crisis  could  relegate  the  U.S.  to 
second-class  status  in  the  communica- 
tions industry.  In  the  20th  century,  U.  S. 
phone  services  were  the  envy  of  the 
world,  reaching  95%  of  the  population 
and  operating  with  99.999%  reliability. 
They  played  a  crucial  role  in  the  U.S.'s 
economic  development  and  even  served 
as  a  strategic  asset  in  World  War  II, 
thanks  to  innovations  such  as  early  wire- 
less communications.  But  in  recent  years, 
the  rollout  of  high-speed  Net  access  and 
other  services  has  been  led  by  other  na- 
tions, such  as  South  Korea  and  Japan.  As 
telecom  companies  cut  back  on  capital 
spending,  it  will  be  harder  to  catch  up. 
"The  U.S.  is  already  behind,  and  will 
likely  fall  further  behind  as  telecom  com- 
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panies  find  it  extremely  difficult  to  raise 
funds  in  the  near  term,"  says  James  Glen 
of  Economy.com. 

Already,  the  fallout  is  brutal.  The  $2 
trillion  in  losses  that  telecom  investors 
have  suffered  is  twice  the  damage 
caused  by  the  bursting  of  the  Inter- 
net bubble  and  on  a  par  with  the  sav- 
ings- and-loan  crisis  of  the  late  1980s. 
Bank  exposure  to  the  telecom  mess  is 
tens  of  billions  of  dollars.  Worse,  the  in- 
vestigations into  WorldCom,  Global 
Crossing,  and  Qwest,  layered  on  top 
of  the  Enron  scandal,  are  dealing  a 
huge  blow  to  investor  confidence. 
They've  led  the  entire  stock  market 
down  as  the  Standard  &  Poor's  500- 


stock  index  has  tumbled  29%  drop  so 
far  this  year. 

It  wasn't  supposed  to  turn  out  this 
way.  The  incestuous  telecom  players  had 
a  legitimate  business  idea:  making  the 
U.S.  industry  the  most  competitive  in 
the  world.  Deregulation  in  1996  allowed 
any  company,  including  long-distance 
players  such  as  AT&T  and  WorldCom,  to 
move  into  the  local  telephone  business 
and  compete  against  the  Bells."  One  of 
the  first  success  stories  was  mfs  Com- 
munications Co.,  which  was  started  in 
the  early  1990s  by  execs  from  construc- 
tion giant  Peter  Kiewit  &  Sons  in  Oma- 
ha mfs  built  local  phone  networks  around 
the  country.  After  WorldCom  decided  to 


move  into  the  local  business 
bought  MFS  for  the  then-unb 
of  $10  billion. 

It  was  a  windfall  for  eve 
volved.  Top  mfs  execs,  such  as 
Crowe  and  Royce  J.  Holland, 
of  millions  apiece.  WorldCom 
Salomon  Smith  Barney,  reaped 
millions  in  fees.  Even  WorldCor 
rose,  which  is  unusual  for  a  c 
that  plays  the  acquiring  role  ir 
But  the  company  had  a  key  su| 
Grubman,  who  endorsed  the  de 

The  temptation  to  keep  using 
mula  was  irresistible.  MFS  ex 
WorldCom  to  set  up  new  telec 
panies.  Crowe  created  long-dis 


BANKRUPTCY  MIGHT  WHIP  WORLDCOM  INTO  SHAPE 


The  announcement  had  been  expect- 
ed for  weeks.  On  July  21,  World- 
Com Inc.,  the  nation's  No.  2  long- 
distance carrier  and  top  carrier  of 
Internet  traffic,  declared  bankruptcy  in 
New  York.  The  company's  decision  to 
seek  protection  from  its  creditors 
amounts  to  the  biggest  Chapter  11  fil- 
ing in  U.  S.  history  and  marks  an  igno- 
minious fall  from  grace  for  one  of  the 
tech  boom's  highest-flying  players. 

But  the  WorldCom  story  is  far  from 
over.  Assuming  its  customers  don't 
abandon  it — and  ceo  John  Sidgmore  is 
working  overtime  to  prevent  that — the 
company  looks  likely  to  emerge  from 
bankruptcy  stronger  than  ever.  The 
very  idea  is  giving  WorldCom's  rivals 
palpitations.  With  most  of  its  debt 
erased — and  most  of  its  assets  intact — a 
post-bankruptcy  WorldCom  would  be  in 
a  position  to  slash  its  prices  and  grab 
share,  inflicting  more  pain  on  a  sector 
already  suffering  from  a  vicious  price 
war  and  overcapacity.  "This  is  anything 
but  positive  for  the  industry,"  says 
Credit  Suisse  First  Boston  analyst 
Daniel  P.  Reingold. 

Like  many  of  WorldCom's  rivals,  he 
believes  the  industry  would  be  better 
served  by  consolidation.  Long-distance 
carriers  and  Baby  Bells  alike  have  eyed 
WorldCom's  assets,  and  most  would  like 
to  see  the  company  split  up  and  sold  off. 

But  it's  not  up  to  the  industry.  What 
happens  next  will  depend  largely  on 
WorldCom  management  and  its  bond- 
holders, both  of  whom  are  expected  to 
fight  tooth  and  nail  to  keep  the  compa- 
ny together.  While  its  lenders  had  the 
upper  hand  before  WorldCom  filed  for 
bankruptcy,  now  the  power  has  shifted 


to  the  bondholders,  say  people  close  to 
the  action.  That's  because  they  hold 
most  of  WorldCom's  outstanding  debt — 
$29  billion  to  the  banks'  $2.65  billion. 
Moreover,  the  bank  loans  were  unse- 
cured, which  puts  lenders  in  the  same 
category  as  suppliers — near  the  back  of 
the  queue.  "Lenders  will  get  a  few 
seats  for  appearances'  sake,  but  the 
bondholders  will  call  the  shots,"  says  an 

GEO  SIDGMORE 

If  he  can  keep 
customers  from 
fleeing,  a  debt-free 
WorldCom  could 
inflict  serious 
damage  on  its 
competitors 

attorney  representing  one  of  them. 
That's  how  it  looks  now,  although 
things  could  change  as  the  bankruptcy 
goes  forward.  As  it  stands,  WorldCom 
officially  has  120  days  to  negotiate  a  re- 
organization plan  with  bondholders, 
banks,  and  other  creditors.  But  the 
process  is  expected  to  take  a  minimum 
of  nine  months  because  dozens  of  differ- 
ent parties — bondholders,  lenders,  and 
vendors — are  angling  to  retrieve  a  total 
of  $41  billion.  The  bondholders  favor  a 


debt-equity  swap,  since  gai 
in  a  healthy,  ongoing  busine 
clean  balance  sheet  is  their 
getting  any  of  their  money 
will  dominate  the  creditors 
although  the  lenders  and  ve 
be  appeased,  and  they  won'' 
Moreover,  the  process  coij 
railed  by  the  discovery  of 
counting  irregularities, 


prompt  creditors  to  demand  tl 
judge  replace  company  negoti| 
an  independent  trustee.  Aires 
tors  are  pushing  hard  to  oust  I 
though  for  the  moment  his  joJ 
thanks  to  strong  support  fronl 
board  of  directors.  "It's  not  tr 
think  Sidgmore  has  done  anyt 
wrong,"  says  a  creditor.  "We  j 
a  fresh  start,  someone  not  ass 
with  the  current  mess." 
So  what  is  likely  to  be  hive 
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Level  3  Communications  Inc., 

'illand  created  local-service  com- 

Allegiance  Telecom  Inc.,  both  of 

eived  funding  from  Salomon 

'  lowing    recommendations    from 

an.  "These  guys  decided  they 

all  jump  on  the  Net  bandwagon. 

ere  all  trying  to  tap  markets  as 

ias  possible  before  others  jumped 
"  says  telecom  analyst  Glenn  Wal- 
UBS  Warburg. 

bman  and  the  telecom  execs  ar- 
ri  hat  the  market  could  easily  ab- 
11  the  new  capacity.  At  one  road 
after  another,  from  the  meeting 
>f  San  Jose,  Calif.,  to  the  dining 
21  of  plush  Manhattan  hotels,  Crowe 


stood  before  audiences,  charming  them 
with  the  bearing  and  voice  of  a  senior 
military  official.  He  argued  that  the  tele- 
com sector  was  going  through  the  same 
sort  of  changes  that  had  spawned  suc- 
cessful startups  in  the  software  and  com- 
puter industries.  He  said  that  "Silicon 
economics"  would  allow  upstarts  such  as 
Level  3  to  offer  more  capacity  at  lower 
prices  than  mature  rivals  such  as  AT&T. 
And  the  demand  for  these  networks 
would  soar  as  voice  communications  gave 
way  to  e-mail,  pictures,  video — even  holo- 
grams, Crowe  said.  Investors  ate  it  up, 
and  the  shares  of  these  companies  soared. 
Before  long,  the  line  of  entrepreneurs 
waiting  for  funding  stretched  out  the 


door.  Salomon  funded  upstarts  Qwest, 
Global  Crossing,  Teligent,  Winstar, 
Rhythm,  Williams  Communications,  Focal, 
and  dozens  more.  "WorldCom  delivered 
such  success  that  Grubman  had  [other 
telecom  executives]  mimic  [WorldCom's 
approach],"  Kalla  says.  "He  would  put 
them  up  on  the  pulpit  at  his  conferences, 
where  they  were  the  keynotes.  It  was 
just  very  well  orchestrated." 

Meantime,  Grubman  was  becoming  a 
star.  He  rose  from  humble  roots — his  fa- 
ther was  a  construction  manager  for  the 
city  of  Philadelphia,  and  his  mother 
worked  in  a  dress  shop.  A  math  whiz,  he 
worked  at  AT&T  from  1977  to  1985,  doing 
quantitative    research,    among    other 


The  various  parties  are  like- 
to  sell  off  such  unprofitable 
s  wireless  resale  and  SkyTel 
ig  businesses.  However,  the 
%d  its  bondholders  are  ex- 

*  ght  mightily  to  hang  on  to 
r  assets:  worldwide  data  net- 

.  WorldCom's  corporate- 
■  ce  business,  and  consumer- 

*  ce  company  MCI  Group. 

11  i  revenue  is  expected  to  fall 
}t  al  15%  to  $8.3  billion  this 
m  Dmpany  still  accounts  for  24% 


Ws  revenue.  WorldCom 


are  expected  to  be  up  5%  to  10%  over- 
all next  year,  with  international  busi- 
ness surging  the  most,  up  14%,  accord- 
ing to  Reingold.  That's  made  UUNET, 
with  sales  of  $4.7  billion,  the  most 
promising  part  of  the  company.  Execu- 
tives and  the  bondholders  believe  a  re- 
vitalized WorldCom  could  be  built 
around  MCI  and  uunet. 

Key  to  their  strategy,  of  course,  is 
convincing  WorldCom  customers  to  stay 
the  course.  Big  corporations  don't  like 
switching  data  or  long-distance  carriers 
because  of  the  potential  disruption  to 


After  Chapter  1 1 


Why  WorldCom  could 
emerge  intact 


NO  BUYERS  Would-be  acquirers  of  such  key  assets  as  MCI  and 
UUNET  fear  they  would  be  liable  should  the  government  file 
criminal  charges  against  WorldCom 

LOYAL  CUSTOMERS  WorldCom  is  likely  to  keep  its 
customers — at  least  for  the  time  being — because  switching 
carriers  would  be  costly  and  possibly  messy 

POSITIVE  CASH  FLOW  The  bankruptcy  filing  frees  WorldCom 
from  repaying  more  than  $11  billion  in  debt  principal  and 
interest  payments  coming  due  in  the  next  three  years,  which 
should  greatly  boost  its  cash  flow 

MARKET  POWER  Many  analysts  believe  WorldCom  will  be  able 
to  price  aggressively  and  grab  market  share  once  it  hives  off 
most  of  its  debt 


■ceep  MCI  because  it's  a  cash 
ny  likely  buyer  would  yank 
stance  traffic  from  World- 
work. 

part,  UUNET  represents  30% 
3.  Internet  traffic.  The  likes  of 
Warner,  Nasdaq,  and  FedEx 
UUNET  for  everything  from 
ivate  networks  to  Web  hosting 
;t  access.  While  growth  has 
larply  since  the  boom  years  of 
X)s,  data  and  Internet  services 


their  operations.  Still,  some  are  clearly 
spooked.  Apple  Computer,  cnet  Net- 
works, and  Logitech  have  all  shifted 
some  of  their  business  from  WorldCom 
to  Sprint  and  AT&T.  Says  Sprint  Corp. 
ceo  William  T.  Esrey:  "We're  picking 
up  substantial  business — literally  daily." 
And  WorldCom  recently  lost  out  on  a 
multibillion-dollar  contract  to  revamp 
the  federal  flight  control  system.  "It 
feels  like  we're  getting  kicked  in  the 
gut,"  says  Jerry  A.  Edgerton,  World- 


Com's longtime  vice-president  of  gov- 
ernment markets.  "Every  day  it  gets 
harder  to  win  a  new  government  con- 
tract." If  the  departures  become  an  ex- 
odus that  could  mean  big  trouble. 
Friedman,  Billing,  Ramsey  Inc.  analyst 
Susan  Kalla  calculates  that  WorldCom 
could  withstand  no  more  than  an  8% 
drop  in  revenue  from  departing  cus- 
tomers. Much  more,  and  "they'd  be 
toast  for  sure,"  she  says. 

That  explains  why  Sidgmore  and  oth- 
er top  execs  are  each  making  reassuring 
calls  to  up  to  20  corporate  customers  a 
day.  Company  salesmen  also  remain  on 
the  offensive.  They're  offering  customers 
as  much  as  $30,000  as  a  signing  bonus  to 
stay  on,  according  to  Sprint  and  AT&T. 
And  they're  matching  whatever  terms 
those  two  rivals  are  offering.  The 
blitzkrieg  seems  to  be  working  so  far. 
Sprint  and  AT&T  execs  say  they  haven't 
yet  managed  to  shake  loose  any  of 
WorldCom's  prize  customers. 

If  WorldCom  retains  its  customer 
base  and  manages  to  emerge  from 
bankruptcy  intact,  its  prospects  are  ex- 
cellent, say  analysts.  Not  only  would  it 
be  virtually  debt-free,  but  by  then  the 
company  would  have  shed  tens  of  thou- 
sands of  jobs,  thanks  to  pre-bankruptcy 
cuts  and  the  sale  or  dismantling  of 
some  unprofitable  units.  Moreover,  as 
part  of  the  restructuring,  WorldCom 
says  it  will  shut  down  underutilized 
networks,  saving  millions  in  operating 
expenses.  And  because  the  company 
won't  be  adding  capacity,  it  will  be  able 
to  cut  capital  expenditures  from  $2.5 
billion  today,  to  some  $500  million.  The 
result:  one  mean,  lean  competitor.  First, 
though,  WorldCom  must  get  through 
the  bankruptcy  in  one  piece. 

By  Charles  Haddad  in  Atlanta,  with 
Roger  O.  Crockett  in  Chicago  and 
Heather  Timmons  in  New  York 


BusinessWeek  /  August  5,  2002  39 


COVER  STORY     Scandals  in  Corporate  America 


things,  and  then  jumped  to  Wall  Street. 
But  it  was  moving  to  Salomon  in  1994 
that  gave  him  the  chance  to  become  the 
most  powerful  analyst  in  his  field. 

His  formula  for  his  success  was  to 
grow  increasingly  close  to  the  managers 
at  the  telecom  companies  he  was  cover- 
ing. He  recruited  execs,  helped  plot  strat- 
egy, and  advised  on  mergers.  For  exam- 
ple, he  helped  Ebbers  launch  WorldCom's 
hostile  bid  for  MCI  in  1998,  which  result- 
ed in  the  $43  billion  acquisition.  In  his 


would  hit  $11  billion  by  2007.  Grubman 
maintained  a  buy  rating  on  the  compa- 
ny— right  until  it  declared  bankruptcy 
in  January  of  this  year  with  $1.8  billion 
in  revenue. 

At  first,  no  one  ever  worried  about 
whether  these  telecom  upstarts  were 
making  money.  Even  older  telecom  play- 
ers, such  as  MCI  and  Sprint,  needed  years 
to  invest  in  their  network,  mci  .didn't 
turn  profitable  for  more  than  a  decade. 
When  Grubman  helped  them  raise  money 


Crossing  and  other  carriers, 
bought  $450  million  worth  from  I 
Crossing  and  other  carriers.  That  I 
Qwest's  revenue  rise  12%    for 
half  of  the  year.  Without  thos 
Qwest  revenue  would  have 
only  7%. 

Such  deals  may  have  allowed  | 
management  to  cash  out  before 
ble  finally  burst.  In  May  of  la 
Winnick  sold  $123  million  worth 
al  Crossing  stock.  That  same 
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DEEP  HOLE  Telecom  investors'  $2  trillion  in  losses  is  twice  that  fro\ 
the  Internet  plunge  and  on  par  with  the  S&L  crisis  of  the  late  1 91 


congressional  testimony  on  WorldCom, 
Grubman  revealed  that  he  had  attended 
"two  or  three"  board  meetings  at  World- 
Com at  the  company's  headquarters  in 
Mississippi.  Rival  analysts  chafed  at 
Grubman's  chumminess  with  the  execs 
he  was  covering.  "He'd  get  on  a  compa- 
ny's conference  call  and  just  start  talking 
about  what  he  thought  about  the  compa- 
ny," says  one  analyst.  "We  all  had  ques- 
tions for  the  company,  and  he  was  asking 
them  'so,  how  about  that  dinner  last 
night,  huh?'" 

The  relationships  in  Grubman's  net- 
work go  back  years.  Clark  McLeod  sold 
his  long-distance  upstart  to  mci  in  1990 
for  $1.25  billion,  pocketing  $50  million. 
Then,  in  the  mid-1990s,  Grubman  and 
the  bankers  at  Salomon  helped  him 
launch  a  new  company  called  McLeod 
Communications,  raising  $3.4  billion  for 
construction  of  a  31,000-mile  telephone 
network.  McLeod,  a  Midwesterner  who 
handed  employees  copies  of  his  book  This 
Way  Up,  boldly  promised  that  revenues 


in  the  late  1990s,  the  Internet  bubble 
was  in  full  swing,  and  claims  that  rising 
data  traffic  would  allow  them  to  become 
profitable  someday  sounded  believable. 
The  unspoken  assumption  was  that  they 
would  be  acquired  anyway  by  the  likes  of 
WorldCom,  AT&T,  or  one  of  the  Bells. 

These  assumptions  were  shaken 
when  the  Internet  bubble  burst  in 
March,  2000.  As  one  dot-com  after  an- 
other went  bust,  the  growth  of  data 
traffic  slowed.  Network  utilization  on 
all  the  new  optical  telecom  networks 
fell  to  just  3%,  and  prices  started 
plunging  50%  a  year.  The  capital  win- 
dows quickly  slammed  shut. 

Telecom  executives  realized  that  they 
could  never  deliver  on  their  promises  of 
revenue  growth  of  20%  or  more.  But 
rather  than  come  clean  to  investors,  an 
alarming  number  of  them  resorted  to 
misleading  accounting  practices  to  pre- 
serve the  illusion  of  stability.  In  the  first 
six  months  of  2001,  Qwest  sold  $857  mil- 
lion worth  of  network  capacity  to  Global 


Anschutz  sold  $230  million  wor 
Qwest  stock.  The  sec  is  investig 
both  companies. 

With  investors  losing  trillions  of  dc 
and  dozens  of  telecom  players  in  h 
ruptcy,  there  are  growing  calls  for 
action  against  those  responsible.  G 
man,  certainly,  will  face  more  scru 
New  York  Attorney  General  Spitzei 
subpoenaed  his  research  records,  e-» 
and  other  documents.  If  Spitzer  f 
wrongdoing,  Salomon  may  have  to  p 
fine  or  even  discipline  Grubman. 
U.  S.  Attorney's  investigation  could 
result  in  criminal  charges. 

Two  years  ago,  Grubman  claimec 
was  creating  a  new  model  for  Wall  St 
analysts.  Today,  it's  a  model  that  Gi 
man — and  most  telecom  investors — i 
wish  they  had  never  heard  of. 

By  Steven  Rosenbush  in  New  Y< 
with  Heather  Timmons  in  New  Yi 
Roger  O.  Crockett  in  Chicago,  Chri 
pher  Palmeri  in  Los  Angeles, 
diaries  Haddad  in  Atlanta 
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CITI'S  SLEEPLESS 
NIGHTS 

The  bank  faces  lawsuits,  fines,  and  closer  scrutiny 


As  Citigroup's  stock  price  plum- 
meted 10%  on  July  22,  Prince  Al- 
waleed  bin  Talal,  the  Saudi  Ara- 
bian royal  who  is  the  bank's 
largest  shareholder,  called  Sanford  I. 
Weill.  Chief  Executive  Weill  seemed  to 
be  taking  the  drop,  which  sliced  $15  bil- 
lion off  Citi's  market  cap,  in  stride.  "I 
guess  you  and  I  have  both  lost  a  little 
money  this  last  week,  your  Highness," 
he  joked.  Alwaleed  was  less  sanguine.  "I 
think  Sandy  has  to  clarify  the  situation 
of  Citibank  much  more  aggressively," 
he  told  BusinessWeek. 

Citigroup  is  facing  its  most  serious 
crisis  since  Weill  created  the  financial 
behemoth  in  1998.  Jack  Grubman,  the 
influential  telecom  analyst  at  Salomon 
Smith  Barney,  Citi's  investment  bank,  is 
under  investigation  by  the  National  As- 
sociation of  Securities  Dealers  and  the 
New  York  State  Attorney  General's  of- 
fice. Salomon  is  also  being  sued  over 
billions  worth  of  bonds  it  underwrote 
for  Enron  Corp.  and  WorldCom  Inc. 
Citi's  corporate  bank  is  accused  by  a 
Senate  committee  of  using  sham  trans- 
actions to  help  Enron  deceive  investors. 
Its  consumer  bank  is  being  grilled  by 
the  Federal  Reserve  over  its  subprime 
lending  practices.  And  tough-minded 
banking  regulators  may  wield  widened 
powers  to  impose  hefty  debt  write- 
downs and  provisions  on  Citi. 

There's  no  evidence  the  69-year  old 
Weill's  position  is  in  question.  Alwaleed, 
who  owns  6%  of  the  stock,  says  he  is 
"confident"  that  Weill  will  prevail.  But  a 
few  former  senior  executives  say  the 
competitive  culture  that  Weill  has  fos- 
tered inside  the  bank  may  be  backfiring 
as  investigators  scrutinize  the  bank.  At 
Citi,  says  one,  employees  "are  expected 
to  take  risks — to  produce  handsome 
profits  for  which  they  will  be  rewarded. 
If  not,  they're  gone."  But  a  Citigroup 
spokeswoman  rejects  any  implication 
that  the  culture  encourages  reckless  be- 
havior. "Sandy  demands  results,  the  first 


of  which  is  mamtaining  and  building  the 
integrity  of  the  firm,"  she  says. 

However,  the  bank,  the  U.  S.'s  biggest 
with  nearly  $1  trillion  in  assets,  faces  a 
potential  triple  whammy  of  big  payouts 
over  lawsuits,  stiff  fines  imposed  by  reg- 
ulators and  legal  authorities,  and  a  reg- 
ulatory crackdown.  Some  analysts  spec- 
ulate the  sea  of  problems  could  now- 
make  it  much  more  difficult  for  Weill 
to  do  what  he  loves  best — dealmaking. 
Citi's  pending  acquisition  of  Golden 
State  Bancorp,  a  key  in  its  expansion  in 
retail  banking,  "might  be  hung  up,"  says 
David  Hendler,  an  analyst  with  Credit 
Sights.  "Regulators  may  feel  that  Citi- 
group has  to  slow  down  and  apply  bet- 
ter risk  management,  rather  than  con- 
tinuing to  build  their  empire."  A 
Citigroup  spokeswoman  says,  "The  bank 
has  every  expectation  the  deal  will  close 
as  planned." 

Delays  in  getting  regulatory  clear- 
ance wrould  be  a  severe  blow  to  Citi- 
group. It  has  built  a  reputation  as  a 
powerhouse,  in  part  because  of  its  suc- 
cessful acquisitions.  Salomon  Smith  Bar- 
ney, which  Weill  put  together  over 
years,  is  nowr  the  premier  underwriter 
of  global  debt  and  equity  and  rakes  in 
far  more  banking  fees  than  rivals.  As  it 
built  up  its  underwriting  prowress,  Sa- 
lomon was  helped  by  Grubman's  role  as 
the  Pied  Piper  of  telecom. 

Now7,  the  nasd  is  investigating  Grub- 
man's  coverage  of  Winstar  Communi- 
cations, and  has  made  a  "preliminary 
determination"  that  violations  occurred. 
On  July  24,  Rep.  Paul  E.  Kanjorski  (D- 
Pa.)  requested  the  House  Committee 
of  Financial  Services  to  subpoena  Sa- 
lomon for  information  on  initial  public 
offering  allocation  to  WorldCom  execu- 
tives. So  far  the  bank  is  behind  Grub- 
man.  But  it  has  also  adopted  some  re- 
forms designed  to  keep  analysts  and 
bankers  separate. 

More  serious  damage  could  come 
from  Citigroup's  links  with  Enron.  On 
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July  23,  Carl  Levin  (D-Mich.),  chaii 
of  the  Senate  Permanent  Subcom 
tee  on  Investigations,  said  that 
corp  knew  what  Enron  was  doing 
sisted  Enron  in  the  deceptions, 
profited  from  their  actions."  At  isst 
$4.8  billion  in  transactions  that  < 
group  arranged  for  Enron.  The  fin 
ings  known  as  pre-pays  were  really 
guised  bank  loans  that  helped  Er 
make  its  numbers,  the  committee 


SILVER  LINING  "This  is  not  only  the  most  profitable  bank  in  the  wor 
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A  Raft  of  Woes 


ENRON  Senate  investigators  allege  $4.8 
billion  in  Citi  transactions  with  Enron  are 
"shams"  and  that  the  bank  knowingly  as- 
sisted the  energy  company  in  deceiving  in- 
vestors and  the  public;  pension  holders 
are  suing  Citi  and  others. 

WORLDCOM  Bondholders'  suit  alleges  Citi 
and  other  banks  didn't  do  proper  due  dili- 
gence before  selling  $11  billion  worth  of 
WorldCom  bonds. 

JACK  GRUBMAN  Salomon  Smith  Barney 
analyst  faces  investigations  by  the  New 
York  State  Attorney  General  and  NASD  into 
securities  violations.  Congress  may  sub- 
poena Salomon  about  alleged  improper 
initial  public  offering  allocations  to  execu- 
tives with  banking  clients. 


5.  If  both  the  Citi  deals  and  similar 
sactions  by  J.  P.  Morgan  Chase  & 
had  been  put  on  Enron's  balance 
t,  its  debt  ratio  would  have  soared 
6.2%  from  69.2%. 

itigroup's  liability  could  hinge  on 
ther  it  knew  it  was  doing  some- 
g  wrong.  David  Bushnell,  manag- 
director  at  Citigroup's  Global  Cor- 
ite  &  Investment  Bank,  defended 
transactions.  "We  believed  that  En- 


ron was  making  good-faith  accounting 
judgments  that  were  reviewed  by 
Arthur  Andersen,  which  was  then  the 
world's  premier  auditing  firm  in  this 
sector,"  said  Bushnell.  "Enron  was  not 
the  company  we  thought  it  was."  But 
one  e-mail  obtained  by  investigators 
seems  to  indicate  that  bankers  panicked 
when  an  investor  started  asking  ques- 
tions about  one  such  transaction,  saying 
"We  need  to  shut  this  down." 


New  guidance  from  regulators  could 
cut  earnings  at  Citi's  consumer-lending 
arm,  its  most  profitable  unit  this  year. 
On  July  22,  regulators  warned  banks — 
especially  those  heavily  into  subprime, 
or  high-risk,  credit-card  lending — to 
tighten  their  procedures,  create  larger 
reserves,  and  manage  risk  better.  Citi- 
group has  the  largest  card  portfolio  in 
the  world,  with  108  million  accounts. 

Equally  threatening  to  Citi  is  a  tor- 
rent of  litigation.  Bondholders  who 
bought  more  than  $11  billion  in  World- 
Com debt  last  May  are  suing  under- 
writers Citigroup  and  J.  P.  Morgan  for 
lack  of  due  diligence.  WorldCom  said  in 
June  that  it  had  found  a  $3.8  billion  ac- 
counting fraud.  Both  banks  say  their 
underwriting  was  proper.  But  plaintiffs' 
lawyers  may  have  a  case.  In  a  1968  rul- 
ing, Escott  v.  BarChris  Construction 
Corp.,  a  judge  said  that  bond  under- 
writers should  have  known  BarChris 
was  faking  some  numbers  because  in- 
ternal documents  showed  the  company 
was  having  trouble  getting  customers 
to  pay  on  time.  Citi  is  already  named  in 
Enron-related  suits  brought  by  pension 
holders.  They  could  be  followed  by  in- 
surers, which  bought  securities  designed 
by  Citi,  to  hedge  $1.4  billion  of  its  En- 
ron exposure. 

Now  the  Gramm-Leach-Bliley  Act  of 
1999,  which  repealed  the  Depression- 
era  prohibition  against  combining  com- 
mercial and  investment  banking — and 
was  tailor-made  for  Citi — could  be  used 
against  the  bank.  The  law  requires  di- 
versified financial  companies  to  be  "well- 
managed,"  not  just  "well-capitalized." 
On  July  18,  federal  regulators  are  lim- 
iting the  activities  of  Pittsburgh's  PNC 
Financial  Services  on  those  grounds.  In- 
stitutions most  at  risk  of  scrutiny  are 
those  involved  in  complicated  financing 
such  as  special  purpose  entities  and 
pre-pay  deals,  both  of  which  Citi 
arranged  for  Enron,  says  Karen  Shaw 
Petrou,  managing  partner  of  Federal 
Financial  Analytics  Inc.,  a  Washington 
bank  consultancy. 

Despite  Citi's  problems,  Alwaleed 
sees  a  silver  lining.  "This  is  not  only 
the  most  profitable  bank  in  the  world, 
but  it  is  now  the  cheapest,"  he  says. 
That's  fine — provided  the  heavy  dis- 
count on  the  stock  isn't  a  warning  of 
worse  to  come. 

By  Heather  Timmons  in  New  York, 
with  Laura  Cohn  and  Mike  McNamee 
in  Washington,  and  John  Rossant  in 
Paris 
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ACCOUNTING 


THE  NEW 

PINCH  FROM 
PENSIONS 


Companies  must 
pour  billions  into 
retiree  plans  after 
betting  on  stocks 
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Amid  the  wreckage  of  the  worst 
bear  market  in  at  least  three 
decades,  hemorrhaging  corporate 
pension  plans  are  rapidly  be- 
coming Wall  Street's  biggest 
new  worry.  They  have  lost  hundreds  of 
billions  of  dollars,  and  now  companies 
face  the  end  of  their  long-running  holi- 
day from  writing  checks  to  the  plans. 
Over  the  next  18  months  or  so,  compa- 
nies ranging  from  General  Motors  to 
United  Technologies  face  having  to 
pump  billions  into  their  plans  to  comply 
with  federal  laws  to  protect  pensioners. 
Even  if  plan  investments  somehow 
manage  to  eke  out  5%  returns  this  year, 
companies  in  Standard  &  Poor's  500- 
stock  index  will  be  $40  billion  short  of 
their  projected  pension  obligations,  ac- 
cording to  Morgan  Stanley  estimates. 
If  plans  lose  5%,  they'll  be  $150  billion 
in  the  hole.  Either  way,  it  is  a  world 
away  from  1999  when  the  plans  had  a 
$292  billion  surplus  and  a  30%  cushion 
over  their  commitments.  "The  squeeze 
on  U.  S.  pension  funds  has  the  potential 
to  be  the  defining  U.  S.  financial  crisis  of 
the  2000s,  like  the  savings  and  loan 
squeeze  of  the  1980s,"  says  Bob  Prince, 
director  of  research  and  trading  at  mon- 
ey manager  Bridgewater  Associates. 

The  economic  consequences  of  the 
squeeze  could  extend  far  and  wide.  Cash 


that  companies  earmarked  for  buying 
new  equipment,  expanding  markets,  hir- 
ing employees,  buying  back  stock,  or 
repaying  debt  will  have  to  be  used  to 
shore  up  pension  plans.  The  shift  will  be 
another  downer  for  stock  prices,  cut- 
ting out  spending  that  used  to  boost 
growth  in  earnings  per  share.  And  the 
impact  will  soon  be  felt. 

Under  government  rules,  some  com- 
panies must  start  making  up  for  2001 
shortfalls  by  the  end  of  this  year.  For 
others,  the  bites  will  start  in  2003  or 
2004.  "Some  companies  are  going  to  be 
contributing  for  the  first  time  in  10 
years,"  says  John  Ehrhardt,  a  principal 
and  consulting  actuary  at  Milliman  USA 
Inc.  "In  thinking  about  capital  expendi- 
tures, there  is  a  new  party  at  the  table, 
the  pension  plan." 

Old-line  companies  or  those  with  large 
unionized  workforces  will  be  particularly 
hard  hit  because  they  have  large  de- 
fined-benefit  plans — ones  offering  guar- 
anteed payouts  to  pensioners.  The 
biggest  obligations  are  among  auto,  tele- 
phone, airline,  steel,  chemical,  and  phar- 
maceutical companies.  For  example,  if 
plans  lose  5%,  United  Technologies  could 
have  to  cough  up  $1.4  billion  in  2003, 
Delphi  $1  billion,  and  AMR  $415  million, 
according  to  the  Morgan  Stanley  esti- 
mates. The  companies  say  they're  step- 


ping up  infusions  sharply,  buAj 
they'll  need  to  put  in  as  much  as   : 
as  some  estimates.  United  Techi  be 
Corp.  says  it  recently  contribuU  ? 
million  worth  of  its  own  stock  fo 
plans.  Delphi  Corp.  says  it  is  pu  k 
at  least  $200  million  a  year  for  tl  Irel 
five  years,  but  concedes  that  w  is' 
enough  if  its  investments  don't  apj    - 
10%  a  year.  AMR  Corp.,  parent  of 
ican  Airlines,  says  it  intends  t( 
larger  contributions  than  in  the  p;  i 
won't  say  how  much.  General 
Corp.,  which  has  the  biggest  p 
plan  of  all,  with  $80  billion  in  oblij  *> 
disclosed  July  16  that  it  expects   s$ 
$9  billion  into  its  plans  by  2007.     b 

How  did  companies  paint  then  |y, 
into  such  a  corner?  It  was  mor  j 
bad  luck.  They  made  a  bold  bet 
the  1990s  that  stock  prices  and  i] 
rates  would  move  in  opposite  dirt 
as  they  have  nearly  every  yeai 
the  Great  Depression.  The  relati 
is  crucial  to  pension  funds  becaust 
interest  rates  go  down,  gover 
rules  require  the  plans  to  have 
pools  of  investments  to  meet  futi 
ligations.  That  can  only  happen  if 
rise  or  companies  put  more  mont 
the  funds. 

For  years,  the  tactic  worked 
charm  as  fund  assets  went  up 
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labilities  increased.  Companies  be- 
confident  about  putting  more  of 
pension  assets  into  stocks  than 
I.  The  resulting  investment  gains 
;  the  bull  market  more  than  cov- 
host  of  the  payouts  they  made  to 
It  retirees,  averaging  about  7%  of 
nds'  total  values.  Better  yet,  ac- 
ng  rules  allowed  companies,  quite 
r,  to  boost  their  reported  earnings 
llions  with  higher  projected  in- 
lent  gains  because  they  were  hold- 
liore  stocks.  Some,  again  quite 
I,  were  able  to  actually  tap  the 
ises  to  help  pay  retiree  medical 
ses  and  even  merger  consolida- 
osts. 

ely,  however,  the  bet  has  turned 
Stocks — in  which  a  record  60%  of 
assets  were  invested  in  early 
hhave  gone  down  in  the  bear  mar- 
is have  interest  rates.  The  result: 
B'  assets  have  plunged  at  the  same 
that  their  liabilities  have  soared, 
sincer  movement  has  wiped  out 
ises  racked  up  during  the  long- 
ng  bull  market,  and  then  some. 
5  reversal  has  been  fast  and  furi- 
es recently  as  1999,  nearly  78%  of 
ans  at  s&P  500  companies  had  sur- 
3.  But  by  the  end  of  this  year,  less 
26%  will  have  one.  And  workplace 
'graphics    are    making    matters 


worse.  With  average  lifespans  length- 
ening, more  plan  beneficiaries  are  re- 
tiring than  dying.  So  cash  to  pay  bene- 
fits is  draining  out  of  the  weakened 
funds  as  never  before.  Besides,  the 
funds  are  dwindling  as  new  workers  are 
put  into  defined-contribution  plans  such 
as  401(k)s,  in  which  employees,  not  the 
company,  take  all  the  investment  risks. 

With  impending  cash  calls,  the  stock 
market  is  getting  a  double  whammy 
from  corporate  pension  plans.  The  first 
battering  came  late  last  year  when  in- 
vestors realized  companies  had  inflated 
their  reported  earnings  by  exploiting 
loopholes  in  accounting  rules.  By  making 
overly  optimistic  assumptions  about  fu- 
ture investment  re- 
turns, companies  were 
able  to  puff  up  earn- 
ings by  some  10% 
even  though  the  ma- 
neuver generated  no 
new  cash.  Now,  in- 
vestors are  being  side- 
swiped  again.  This 
time,  reported  earnings 
aren't  affected  even 
though  real  cash  exits 
to  the  pension  plans. 

The  fear  is  that  no- 
body but  the  compa- 
nies   knows    exactly 


THE  SURPLUS  VANISHES 

Three  years  Mo  a  bear  market,  once-flush 

corporate  pension  plans  are  no  longer  big 

enough  to  meet  future  commitments 
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how  big  the  cash  calls  will  be.  Compa- 
nies hardly  ever  disclose  anything  in 
their  Securities  &  Exchange  Commis- 
sion filings  about  the  impact  of  the  gov- 
ernment pension  rules  on  them.  "The 
specific  calculations  are  impossible  to 
get  right  with  publicly  available  data," 
says  Trevor  S.  Harris,  accounting  ana- 
lyst at  Morgan  Stanley.  That  is  impor- 
tant because  it  means  investors  can't 
accurately  predict  corporate  cash  flows. 
Milliman's  Ehrhardt,  who  helps  compa- 
nies navigate  funding  rules,  says  many 
companies  know  more  about  the  coming 
cash  calls  than  they  have  been  telling. 
For  investors'  sake,  "opening  up  the 
book  on  funding  strategy  is  where  com- 
panies should  be  go- 
ing," he  says. 

Some  companies 
may  have  reasons  for 
not  showing  their 
cards.  Ehrhardt  says 
many  that  have  cash 
on  hand  are  putting 
more  money  into  their 
plans  even  when  the 
government  rules  don't 
require  it.  One  big  ap- 
peal: Executives  get  to 
figure  the  additional 
assets  into  their  esti- 
mated investment  re- 
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turns  in  their  reported  earnings.  If  they 
are  estimating  10%  investment  returns, 
a  $100  million  contribution  will  boost 
operating  income  by  $10  million,  which 
is  more  than  many  believe  they  can 
earn  elsewhere  right  now.  Also,  they 
can  often  get  tax  deductions  for  the 
payments.  And  thanks  to  a  recent 
change  in  tax  law,  they  can  sometimes 
contribute  to  overfunded  plans  without 
suffering  penalties. 

Meantime,  by  making  estimates  based 
on   the    numbers 
companies  do  re- 
port, Harris  and 
other  analysts 
are      scoping 
out   the   ail- 
ment     and 
the      most 
seriously 
diseased   com- 
panies. For  exam- 
ple, Harris  fig- 
ures that  if  the 
Delphi  plan's  invest- 
ments end  this  year  with 
even  a  5%  loss,  its  remain- 
ing assets  will  be  enough  to 
fund  just  65%  of  its  $8.4  bil- 
lion in  obligations.  Besides 
the    $600    million    Delphi 
should  put  in  this  year,  gov- 
ernment rules  suggest  it 
would  need  to  put  in  an  ad- 
ditional $1  billion  next  year. 

John  G.  Blahnik,  treasur- 
er at  Delphi,  says  the  com- 
pany is  being  "open  and 
frank"  in  earnings  confer- 
ence calls  about  the  cash 
needs  of  its  pension  plans. 
But  like  most  companies, 
Delphi  is  presenting  its  as- 
sessments on  its  own  terms, 
without  regularly  reporting 
all  the  assumptions  that  go 
into  its  estimates.  Blahnik 
says  Delphi  recently  dou- 
bled its  contributions  to  the 
plans,  to  $400  million  this 
year,  to  try  to  get  it  back 
on  track.  Assuming  the 
plan's  assets  earn  10%  a 
year,  he  intends  to  put  in 
at  least  $200  million,  taking 
advantage  of  some  extra 
time  Delphi  earned  under 
government  rules  for  con- 
tributions made  in  the  past. 

Worries  about  pension 
plans  sucking  cash  out  of 
companies  are  increasingly 
catching  Wall  Street's  at- 
tention. They  were  a  factor 
in  the  downgrade  of  GM's 


credit  rating  last  fall  by  Standard  & 
Poor's,  and  they  are  in  part  to  blame  for 
its  stock  falling  34%  since  mid-May.  gm's 
forecasted  $9  billion  in  makeup  pay- 
ments through  2007  compare  with  $3.6 
billion  in  cash  flow  the  company  is  ex- 
pected to  generate  this  year  after  divi- 
dends, interest,  and  capital  expenditures. 
To  help  fund  a  $2.2  billion  payment  this 
year,  the  company  sold  convertible  debt 
in  April,  gm  may  have  to  repeat  that  op- 
eration in  the  future.  "We're  going  to 
have  to  put  in  more  cash  than  we 
planned,"  says  Vice-Chairman  and  Chief 
Financial  Officer  John  M.  Devine. 
"All  companies  are  going  to  have  to 
look  at  their  pension  plans,"  warns 


Pl^        Give  and  Take 

Under  government  rules,  many  companies  will  have  to  put  cash 
into  pension  plans  depleted  by  market  losses 

The  cash  drain  starts  this  year... 

ESTIMATED  2002                  ANNOUNCED 
COMPANY                                       CASH  NEEDS                        INFUSIONS 

GENERAL  MOTORS 

$1,993  million 

$2,200  million 

DELPHI 

592 

400 

US  AIRWAYS 

703 

none 

AMR 

314 

amount  pending 

PHARMACIA 

...but  w 

COMPANY 

234 

as  much  as  60 

ill  really  hurt  next  year 

ESTIMATED  2003  CASH  NEEDS  IF  2002  INVESTMENT  RETURNS  ARE: 
PLUS  5%                            MINUS  5% 

GENERAL  MOTORS 

$3,051  million 

$4,507  million 

UNITED  TECHNOLOGIES          795 

1,372 

FORD 

0 

1,183 

DELPHI 

690 

1,016 

US  AIRWAYS 

697 

798 

PFIZER 

456 

784 

RAYTHEON 

467 

680 

GOODYEAR 

393 

590 

CHEVRONTEXACO 
EXELON 

287 

516 

325 

458 

AMR 

3M 

PHARMACIA 

295 

415 

0 

378 

238 

341 

Data:  Morgan  Stanley.  BusinessWeek 
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Patrick  D.  Campbell,  cfo 
company  hasn't  decided  yet 
cash  to  pony  up,  but  he  doe 
with  Harris'  estimates  that 
lion  will  be  needed  in  2003 
ments  lose  5%  this  year.  T 
ny^  U.S.  and  foreign  plan  a 
11%  short  of  projected  obli 
the  end  of  2001,  according  t< 
pany's  annual  report.  And  s 
U.S.  stocks  have  fallen  anc 
"Obviously,  we're  going  to  ha> 
this  through,"  says  Campbell 
At  Raytheon  Co.,  cfo  Fr 
Caine  says  he  is  preparing 
plans  for  its  funds.  He  had  e: 
sion  assets  to  earn  9.5%  this  3 
he  figures  that  e 
fund    suffers    n 
Raytheon  will  hav 
in  an  extra  $85 
2004.  If  the  fund  1 
he  will  have  to  fin 
$189  million  in 

Last  year,  Ma 
made  its  first 
years  to  its  plans, 
million,  says  cfo  ^ 
Wood.  This  year 
next,  it  will  put  in 
Hon  as  it  tries  to 
for  the  poor  mar 
for  an  increase 
won  by  its  labo 
"We  think  it  is  p 
contribute   to 
says  Wood.   But 
cedes  the  money  \ 
well   spent   payin 
debt,  Maytag's  oth 
ity.  During  the  bull 
available  money 
ward  stock  buybac 
though    the    plan 
slightly  underfundt 

Investors  will 
wish  for  a  long  tii 
Maytag  and  other 
nies  still  had  the  lu 
not  tending  to  tht 
sion  plans.  The  con 
of  funding  rules,  fill 
various  trigger 
lowances,  and  acce 
payment  requiremei 
add  uncertainty  to 
rate  cash  flows  for  3 
come.  More  complex 
greater  uncertainty 
last  things  that  battt 
vestors  want. 

By  David  Henry 
York,  with  David  W 
Detroit,  Michael  A* 
Chicago,  and  Amy 
in  Philadelphia 
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'There  is  no  reason 

for  any  individual 

to  have  a  computer 

in  their  home." 


1977 


"Portal, 
schmortal." 


2002 


(Pooh-pooh  it  now,  while  you  still  can.) 


CleverPath™  Portal  and  Business  Intelligence  Solutions 

Every  major  innovation  in  technology  has  initially  been  met  with  more 
than  a  little  resistance.  Portal  technology  is  no  different.  But  today's 
curiosity  is  well  on  its  way  to  becoming  a  necessity.  Why?  Because 
CleverPath  Portal  and  Business  Intelligence  solutions  bring  your  applica- 
tions, business  processes,  and  data  together  in  one  location,  to  be 
shared  and  used  like  never  before.  That  means  the  right  information  can 
go  straight  to  the  right  people  at  the  right  time  — all  in  a  personalized 
way.  Don't  spend  another  day  without  tapping  into  the  true  value  of  your 
enterprise.  Go  to  ca.com/cleverpath/portal  and  find  out  more  now.  UOITIpUTGr  ASSOCIaloS 
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COMMENTARY 


By  John  Rossant 


FREE  MARKETS  IN  EUROPE:  A  TOUGHER  SELL  THAN  EVER 


lo  most  Americans,  the  headline 
on  the  front  page  of  France's  left- 
ist daily,  Liberation,  on  July  23 
dd  be  anything  but  funny.  "Faut-il 
ler  la  Bourse?"  the  newspaper 
ed.  Loose  translation:  "Should  we 
n  down  the  stock  exchange?"  That 
I  dline  ran  in  the  midst  of  a  losing 
jak  that  has  shaved  40%  off  the 
is  Bourse  in  just  eight  weeks,  a 
cening  plunge  the  French  have 
ely  experienced.  No  wonder  the 
?stion  posed  by  the  paper  showed 
ertain  Gallic  hostility  to  the  mar- 
— a  hostility  Americans  haven't 
ed  in  years. 

Liberation  was  joking,  of  course, 
t  jokes  have  a  way  of  getting  at 
•ker  truths,  and  this  one  is  dark 
eed.  Over  the  last  10  years  or  so, 
rope  has  moved  ever  closer  to 
at  it  calls  the  Anglo-Saxon  model, 
:h  its  accent  on  equity  markets, 
regulation,  and  privatizations.  And 
;mge  surge  of  transatlantic  invest- 
•nt  in  the  past  decade  intertwined 
i  fates  of  European  and  U.  S.  com- 
oies  more  tightly  than  ever.  But 
nericans  and  Europeans  both  know 
it  antimarket  sentiments  still  run 
ep  across  the  Continent.  Just  look 
the  recent  general  strikes  in  Spain 
d  Italy  over  relatively  minor 
anges  in  labor  laws.  Now  we  seem 
have  the  ultimate  capitalist  deba- 
',  a  disaster  sure  to 
ouse  the  ire  of  the 
iropean  Left.  If  the 
jltdown  leads  Euro- 
ans  to  reject  the 
S.  model,  then 
nericans  would  lose 
eir  biggest  free-mar- 
t  partner. 
The  Great  Slo-Mo 
rash  of  2002  definite- 
complicates  the 
use  of  free-market 
pitalism  in  Europe, 
ut  it  won't  end  it,  for 
ie  simple  reason  that 
uropeans  need  the 
arkets  as  much  as 
imericans  do,  and 
ley've  gone  too  far 
3wn  the  liberalizing 
ath  to  turn  back. 
Without  a  doubt,  in- 


dividual Europeans  are  frightened  by 
collapsing  stock  markets — even  if,  as 
France's  new  Finance  Minister  Fran- 
cis Mer  points  out,  the  low  level  of 
stock  ownership  in  Europe  means  the 
macroeconomic  fallout  of  the  crash 
will  be  more  limited  than  in  the  U.  S. 
"I  bought  Deutsche  Telekom  shares 
and  then  invested 
in  a  mutual  fund," 
says  Heidi  Wagener, 
a  52-year-old  hotel 
owner  from  Frank- 
furt. "I  expected  to 
make  money  but 
I've  ended  up  losing 
it.  Of  course,  I'm 
disillusioned."  Mean- 
while, the  rise  in 
bankruptcies  and 
bad  debts  has  killed 
hopes  that  the  cor- 
porate bond  market 
would  take  off  anytime  soon.  And 
plans  to  privatize  pensions  are  ham- 
pered or  delayed.  "The  crash  makes  it 
harder  to  convince  the  unions  and  or- 
dinary people  that  private  pensions 
are  the  right  solution,"  says  Noel 
Goutard,  chairman  of  Paris-based  auto 
parts  giant  Valeo. 

Yet  the  American  model  will  still 
play  a  role  in  Europe.  What,  after 
all,  could  Europe  go  back  to?  The 
Left,  though  it  can  still  field  demon- 
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strators,  has  been  sapped  of  its 
strength.  Communist  parties  have 
collapsed  in  Western  Europe.  And 
Socialist-led  regimes  have  been  voted 
out,  first  in  Italy,  then  in  France,  and 
soon,  most  likely  in  Germany. 

Besides,  while  individual  investors 
are  turned  off,  Europe's  govern- 
ments, whatever 
their  political  col- 
oration, are  totally 
hooked  on  the  mar- 
kets. Governments 
raised  billions  by 
selling  stakes  in 
telecoms  and  other 
giant  companies. 
The  politicians 
have  spent  that 
money,  and  now 
need  to  privatize 
more  assets.  They 
cannot  borrow 
much  more  or  hike  taxes  further. 
The  privatized  telcos,  meanwhile, 
are  loaded  with  debt — assumed 
partly  to  buy  new  mobile  licenses 
from  the  government — and  need  to 
raise  new  equity. 

One  way  or  another,  Europe's  gov- 
ernments and  big  companies  must 
stick  with  the  American  model.  What 
could  help?  If  U.  S.-style  capitalism 
becomes  more  palatable  by  turning 
more — well,  European.  Americans  are 
talking  about  reducing 
the  effect  of  options, 
and  of  knocking  ceos 
off  their  pedestals. 
Sounds  right  to  the  Eu- 
ropeans. Says  Jurgen 
Kluge,  Dusseldorf-based 
director  of  McKinsey  & 
Co.:  "Our  model  now 
looks  good:  the  boring 
CEO  whose  compensa- 
tion is  not  linked  to 
share  price  gains  so  the 
possibility  of  fraud  is 
not  big."  A  dose  of  hu- 
mility among  free-mar- 
ket advocates  could  do 
wonders  for  the  cause 
in  Europe.  That's  im- 
portant, because  in  the 
Old  World,  that  cause  is 
damaged,  not  lost. 
With  David  Fairlamb 
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CORPORATE  PROFITS 


WAITING  OUT  THE 
EARNINGS  RECESSION 

Profits  are  mostly  up  for  now,  but  flat  sales  could  hurt 


By  now,  the  verdict  is  virtually 
unanimous:  The  economic  reces- 
sion ended  last  fall.  So  the  end 
of  the  earnings  recession  can't  be 
far  behind.  Right?  Well,  it's  not  that 
simple,  based  on  Business  Week's  flash- 
profit  survey  of  second-quarter  results. 
Depressed  by  a  $13.1  billion  write-off  at 
AT&T  and  immense  losses  at  other  tele- 
com companies,  net  income  at  the  125 
businesses  in  the  sample  is  down  30% 
from  a  year  earlier,  while  sales  are  flat. 
Fortunately,  the  profits  picture  looks 
brighter  after  factor- 
ing out  telecom.  With- 
out the  poor  perfor- 
mance of  just  two 
companies — AT&T  and 
Lucent  Technologies 
Inc.,  which  lost  $7.9 
billion — flash  profits 
would  have  risen  14%, 
while  sales  would 
have  been  up  1%. 

Indeed,  of  the  125 
companies,  fully  84 
showed  improved 
earnings  over  a  year 
ago.  Clearly,  many  are 
rebounding.  General 
Electric  and  Citi- 
group— despite  its 
many  recent  prob- 
lems— both  topped  the 
$4  billion  mark  in 
earnings,  with  profits  up  14%  and  12% 
respectively.  Philip  Morris  Cos.  also 
boasted  a  14%  gain,  to  $2.6  billion,  and 
Microsoft's  income  soared  to  $1.5  billion 
from  just  $65  million  in  2001,  when  earn- 
ings were  swamped  by  charges.  Ford 
Motor,  meantime,  swung  to  a  $570  million 
profit  from  a  $752  million  loss,  and  at 
General  Motors,  net  income  nearly 
tripled,  to  $1.3  billion. 

Still,  the  overall  outlook  remains  quite 
mixed.  Most  disturbing  is  the  anemic 
trend  in  overall  sales,  which  could  hold 
ominous  implications  for  the  recovery.  If 
revenues  remain  sluggish,  further  prof- 
its gains  will  have  to  come  through  con- 
tinued cost-cutting  and  layoffs. 


The  earnings  retreat  is  not  limited  to 
telecom.  Falling  oil  and  gas  prices  bat- 
tered the  five  oil  companies  on  the  fist, 
resulting  in  a  collective  56%  percent  de- 
cline in  profits.  Conoco  Inc.'s  76%  drop 
was  the  worst.  Many  tech  giants  also 
stumbled.  IBM's  income  plummeted  79%, 
to  $445  million,  because  of  write-offs  and 
an  unprecedented  slump  in  its  services 
business.  While  still  profitable,  Big  Phar- 
ma  also  slipped,  hurt  by  new  competition 
from  generic  drugs  and  delays  in  product 
launches.  Bristol-Myers  Squibb  Co.  said 
its  net  plunged  60%, 
to  $440  million,  as 
sales  slid  14%. 

Airlines  also  con- 
tinued to  lose  a  bun- 
dle. For  the  top  eight 
carriers  reporting  so 
far,  losses  were  a 
combined  $1.4  billion, 
with  only  Southwest 
Airlines  Co.  scoring 
a  profit. 

What's  more,  many 
businesses  warn  that 
a  turnaround  may  be 
far  off.  "It's  a  confi- 
dence issue  out  there 
right  now  as  to  when 
the  economy  is  going 
to  turn,"  notes  James 
W  Anderson,  investor 
relations  director  at 
Caterpillar  Inc.,  which  said  its  second- 
quarter  earnings  fell  26%,  to  $200  million. 
Of  course,  flash  profits  are  an  early 
read:  The  picture  can  change  once  all 
companies  report.  Analysts  polled  by 
Thomson  Financial/First  Call  still  pre- 
dict that  profits  will  climb  14%  in  the 
third  quarter  and  26%  in  the  fourth,  al- 
though that  estimate  has  already  been 
scaled  back  and  is  likely  to  be  trimmed 
further.  With  the  economy  still  waver- 
ing and  accounting  questions  still  hanging 
over  many  corporate  reports,  the  ques- 
tion of  whether  the  long-awaited  profits 
recovery  has  arrived  remains  open. 

By  Michael  Arndt  in  Chicago  and 
Frederick  F.  Jespersen  in  New  York 


CURRENT  Ij 

(MILL 

INDUSTRIALS 

374,02 

ABBOTT  LABORATORIES 

4,31 

ALCOA 

5,24 

ARCHER  DANIELS  MIDLAND  ft         7,06 

ASHLAND  tt 

2,05 

AVON  PRODUCTS 

1.52 

BOEING  13,85 

BRISTOL-MYERS  SQUIBB  4,051 

BURLINGTON  NORTHERN  SANTA  FE  2,20 
CATERPILLAR  5,29 

CENTEX  t  1,841 


COCA-COLA 

5,36 1 

CONAGRA  FOODS  ttt 

6,41  ■ 

CONOCO 

7,66 1 

CROWN  CORK  &  SEAL 

1,78  ■ 

DELPHI 

7,32.1 

DUPONT 

6,70.1 

FORD  MOTOR 

42,33:1 

GENERAL  ELECTRIC 

33.12S 

GENERAL  MOTORS 

48,264 

GEORGIA-PACIFIC 

6,22.1 

GILLETTE 

2,02'| 

GOODYEAR  TIRE  &  RUBBER 

3,47M 

HALLIBURTON 

3.235B 

HARLEY-DAVIDSON 

1,06  :■ 

HONEYWELL  INTERNATIONAL 

5,65:1 

ILLINOIS  TOOL  WORKS 

2,43<1 

INGERSOLL-RAND 

2,58/ft 

INTERNATIONAL  PAPER 

6,305* 

JOHNSON  &  JOHNSON 

9,07'M 

KB  HOME 

1.13SK 

KRAFT  FOODS 

7,513! 

LILLY  (ELI) 

2,775K 

LOCKHEED  MARTIN 

6,29oft 

MAYTAG 

1.193B 

MERCK 

12,8091 

NIKE  ttt 

2,682ft 

NORTHROP  GRUMMAN 

4,396ft 

NUCOR 

1,141 

OCCIDENTAL  PETROLEUM 

3,141 

PEPSICO 

6,178 

PFIZER  8,033 

PHILIP  MORRIS  16,520. 

PHILLIPS  PETROLEUM  10,367 

RJL  REYNOLDS  TOBACCO  HOLDMGS     1,705 
RAYTHEON  4,095 


SCHLUMBERGER 

TEMPLE-INLAND 

3M 

TYCO  INTERNATIONAL  tt 

UNITED  TECHNOLOGIES 


3,388 
1,202 
4,161 
9,123 
7,324 


UNOCAL 

l,356.ft 

VF 

1,193. la 

VISTEON 

5,039.  ft 

WHIRLPOOL 

2,737.  ft 

SERVICES 

188,631    ] 

ALLSTATE 

AMERICAN  EXPRESS 

AMR 

BANK  OF  AMERICA 

BANK  ONE 


7,455.1 

5,945.' 

4,479.1 

Ni 

N/ 


BEST  BUY  t 

CAPITAL  ONE  FINANCIAL 

CENDANT 

CIRCUIT  CITY  GROUP  t 

CITIGROUP 


4,586.( 
2,369> 
3,784.( 
2,118.; 

26.938.C 


50  BusinessWeek  /  August  5,  2002 


EST.  EPS 

G         (5/15) 


REPORTED 
EPS    • 


CURRENT  QTR.  SALES 
(MILLIONS) 


%  CHG. 


QTR.  PROFITS 
(MILLIONS) 


%  CHG. 


EST.  EPS  REPORTED 
(5/15)         EPS 


DIFF. 


0.50 

-1.93 

1.39 

0.68 


0.51 

-3.19 

1.40 

0.71 


0.21 
0.86 
0.37 
0.03 
0.81 


0.22 
0.92 
0.25 
0.08 
0.78 


+0.03 
-0.29 


iO 

0.36 

0.29 

-0.07 

!  14 

0.36 

0.39 

+0.03 

IM 

0.56 

0.54 

-0.02 

IM 

0.25 

0.29 

+0.04 

14 

0.44 

0.44 

— 

71 

2.13 

2.43 

+0.30 

90 

0.50 

0.38 

-0.12 

26 

0.25 

0.28 

+0.03 

71 

0.08 

0.18 

+0.10 

IM 

0.17 

-0.83 

-1.00 

25 

0.44 

0.47 

+0.03 

18 

0.56 

0.56 

— 

13 

0.82 

0.86 

+0.04 

71 

0.72 

0.63 

-0.09 

4M 

0.21 

0.45 

+0.24 

12 

0.58 

0.54 

-0.04 

62 

1.11 

1.42 

+0.31 

78 

0.54 

0.52 

-0.02 

20 

0.61 

0.61 

— 

34 

0.56 

0.78 

+0.22 

47 

0.72 

0.86 

+0.14 

-4 

0.77 

0.77 

— 

28 

0.75 

0.77 

+0.02 

60 

1.45 

1.53 

+0.08 

79 

0.53 

0.76 

+0.23 

49 

0.51 

0.63 

+0.12 

hll 

0.52 

0.49 

-0.03 

+9 

0.33 

0.32 

-0.01 

14 

1.23 

1.21 

-0.02 

-41 

0.99 

0.95 

-0.04 

66 

2.29 

2.29 

— 

64 

0.54 

0.54 

— 

NM 

0.31 

0.34 

+0.03 

45 

0.40 

0.31 

-0.09 

131 

1.25 

1.18 

-0.07 

NM 

0.57 

-0.04 

-0.61 

+6 

1.20 

1.23 

+0.03 

-52 

0.43 

0.46 

+0.03 

t-28 

0.63 

0.79 

+0.16 

MM 

0.30 

0.56 

+0.26 

-15 

1.45 

0.91 

-0.54 

33 

0.62 

0.58 

-0.04 

105 

0.57 

0.48 

-0.09 

+0.01 
-1.26 
+0.01 
+0.03 


+0.01 
+0.06 
-0.12 
+0.05 
-0.03 


COSTCO  WHOLESALE  ft  8,616.7  +12  130.4  +24 

DOW  JONES  417.0  -14  54.0  +25 

FEDEX  ttt  5,416.0  +6  236.0  +109 

FLEETBOSTON  FINANCIAL  NA  NA  -106.0  NM 

GANNETT  1,624.3  0  303.9  +30 

GOLDMAN  SACHS  GROUP  6,234.0  -24  563.0  -2 

HCA  4,903.0  +10  350.0  +33 

J J».  MORGAN  CHASE  NA  NA  1,028.0  +172 

LEHMAN  BROTHERS  HOLDINGS       4,347.0  -31  296.0  -31 

MANPOWER  2,602.9  -1  25.7  -26 

MARRIOTT  INTERNATIONAL  2,586.0  +6  129.0  -1 

MBNA  NA  NA  457.8  +20 

MCDONALD'S  3,862.1  +4  497.5  +13 

McKESSONt  13,628.0  +17  117.3  +11 

MERRILL  LYNCH  7,352.0  -29  634.0  +17 


0.27 
0.28 
0.76 
0.72 
1.12 


MORGAN  STANLEY 
NATIONAL  CITY 
NEW  YORK  TIMES 
OFFICE  DEPOT 
PROGRESSIVE 


8,149.0 

NA 

772.2 

2,644.3 

2,256.5 


SAFEWAY 

SCHWAB  (CHARLES) 
SEARS,  ROEBUCK 
SOUTHWEST  AIRLINES 
SUNTRUST  BANKS 


8,081.3 

1,049.0 

10,142.0 

1,472.8 

NA 


-35 

NA 

+2 

+4 

+21 

+  1 
-2 
0 
-5 
NA 


797.0 

392.8 

78.8 

56.9 

160.4 

309.3 
98.0 
420.0 
102.3 
343.7 


-14 
+12 
+225 
+36 
+55 

+1 

NM 
NM 
-42 

-6 


0.99 
0.62 
0.65 
1.07 
0.24 

0.42 
0.34 
0.37 
0.40 
0.71 

0.74 
0.61 
0.50 
0.20 
0.71 

0.77 
0.09 
1.10 
0.12 
1.20 


0.28 
0.64 
0.78 
-0.11 
1.13 

1.06 
0.66 
0.50 
1.08 
0.33 

0.50 
0.35 
0.39 
0.39 
0.66 

0.72 
0.63 
0.51 
0.18 
0.71 

0.63 
0.07 
1.31 
0.13 
1.20 


+0.01 
+0.36 
+0.02 
-0.83 
+0.01 

+0.07 
+0.04 
-0.15 
+0.01 
+0.09 


+0.08 
+0.01 
+0.02 
-0.01 
-0.05 

-0.02 
+0.02 
+0.01 
-0.02 

-0.14 
-0.02 
+0.21 
+0.01 


SUPERVALU  t  5,849.2 

TENET  HEALTHCARE  ttt  3,738.0 

TRAVELERS  PROPERTY  CASUALTY  3,320.0 
UAL  3,793.0 

UNION  PACIFIC  3,154.0 


UNITEDHEALTH  GROUP 
USFREIGHTWAYS 
WALGREEN  tt 
WASHINGTON  MUTUAL 
WELLS  FARGO 
YELLOW 


TECHNOLOGY 


APPLE  COMPUTER  tt 

EMC 

GATEWAY 

GENENTECH 

IBM 

INTEL 

MICROSOFT  ttt 
MOTOROLA 
ORACLE  ttt 
SANMINA-SCI  tt 


6,078.0 

626.7 

7,397.9 

NA 

NA 

842.5 


-16 
+16 
+11 
-19 

+5 

+5 
0 
+17 
NA 
NA 
+2 


77.2 

321.0 

332.0 

-340.0 

304.0 

325.0 

5.9 

259.0 

985.0 

1,420.0 

6.2 


+35 

+113 

-8 

NM 
+25 

+46 
-48 
+21 
+23 
NM 
+10 


0.58 
0.60 
0.34 
-6.68 
1.03 

0.94 
0.38 
0.25 
0.99 
0.82 
0.20 


0.57 
0.64 
0.33 
-6.08 
1.15 

1.01 
0.22 
0.25 
1.01 
0.82 
0.22 


-0.01 
+0.04 
-0.01 
+0.60 
+0.12 

+0.07 
-0.16 

+0.02 

+0.02 


58,414.0  -4         334.6  -85       0.18       0.01      -0.17 


1,429.0 

1,387.5 

1,004.9 

622.3 

19,651.0 

6,319.0 
7,253.0 
6,741.0 
2,773.8 
2,617.6 


-3 
-31 
-33 
+29 

-6 

0 

+10 

-10 

-16 

+237 


32.0 

0.8 

-58.5 

-213.6 

445.0 

446.0 

1,525.0 

-2,321.0 

655.9 

-5.0 


-48 
-99 


-79 


0.13 

-0.02 

-0.17 

0.22 

0.87 


+128  0.15 

NM  0.42 

NM  -0.04 

-23  0.12 

NM  0.03 


0.09 

0.00 

-0.19 

-0.41 

0.25 

0.07 
0.28 

-1.02 
0.12 

-0.01 


-0.04 
+0.02 
-0.02 
-0.63 
-0.62 


-0.08 
-0.14 
-0.98 

-0.04 


SOLECTRON  tt  3,032.8 

SUN  MICROSYSTEMS  ttt  3,420.0 

TEXAS  INSTRUMENTS  2,162.0 


-24 

-14 

+6 


-287.0 
20.0 
95.0 


UTILITIES  &  TELECOM      66,274.2  -5  -16,983.0 


AT&T  12,104.0  -9 

BELLSOUTH  5,780.0  -3 

CONSOLIDATED  EDISON  1,900.2  -10 

DOMINION  RESOURCES  2,347.0  +2 

DUKE  ENERGY  16,333.0  +5 


FPL  GROUP  2,249.0 

LUCENT  TECHNOLOGIES  tt  2,949.0 

NEXTEL  COMMUNICATIONS  2, 1 54.0 

SBC  COMMUNICATIONS  10,843.0 

SOUTHERN  2,632.0 


SPRINT  FON  GROUP 
SPRINT  PCS  GROUP 


3,965.0 
3,018.0 


+4 
-50 
+25 

-6 

+3 

-8 
+32 


-12,749.0 
293.0 
101.0 
271.0 
474.0 

254.0 

-7,864.0 

123.0 

1,845.0 

337.0 


102.0 
-170.0 


NM 
NM 


NM 
-67 
-3 
+75 
+13 

+14 
NM 
NM 
-11 

+23 

-65 

NM 


-0.05 
0.01 

0.06 


-0.35 
0.01 
0.05 


-0.30 
-0.01 


0.24     -0.99      -1.23 


0.04 
0.58 
0.49 
0.92 
0.56 

1.31 

-0.10 

-0.28 

0.60 

0.42 


-3.49 
0.16 
0.46 
0.97 
0.56 

1.46 
-2.30 
0.37 
0.55 
0.47 


0.33 
-0.12 


0.12 
-0.17 


-3.53 
-0.42 
-0.03 
+0.05 

+0.15 
-2.20 
+0.65 
-0.05 
+0.05 

-0.21 
-0.05 


t  First-quarter  results  tt  3rd-quarter  results  ttt  4th-quarter  results  NM  =  not  meaningful 

Data:  Standard  &  Poor's  COMPUSTAT,  Earnings  Estimate  Data  Provided  by  Thomson  Financial/First  Call 


NA  =  not  available 


BusinessWeek  /  August  5,  2002  51 


News:  Analysis  &  Commentary 


To  hear  most  economists  tell  it, 
growth  is  on  a  glide  path  to  a 
vigorous  expansion.  Consumer 
spending  is  still  strong,  and  the 
housing  market  remains  buoy- 
ant. With  corporate  profits  for  most 
companies  perking  up,  the  last  pieces 
needed  for  a  full-bore  recovery  are 
about  to  fall  into  place:  stepped-up  hir- 
ing by  business  and  increased  capital 
spending. 

It  all  sounds  just  fine.  And  a  lot  of 
the  economic  data  even  seems  to  bear  it 
out.  There's  just  one  problem.  Should 
the  savage  sell-off  in  the  stock  market 
continue,  it  could  swamp  all  that  good 
news  and  turn  economists'  rosy  scenario 
into  a  far  darker  one.  The  sudden  swoon 
in    shares    has    left    investors    shell- 


shocked.  Despite  July  24's  huge  rally, 
the  market  is  still  off  13.6%  since  Pres- 
ident Bush  spoke  to  Wall  Street  earlier 
in  the  month.  Even  if  a  rally  develops, 
the  market  slide  has  finally  driven  home 
to  Americans  that  they  can  no  longer 
depend  on  the  stock  market  to  do  their 
saving  for  them.  That's  got  many  re- 
assessing their  free-spending  ways. 
"Now  I'm  not  going  to  get  a  new  BMW," 
says  28-year-old  Scott  McAuliffe  of  At- 
lanta. "Instead,  I'm  going  to  get  a  used 
Honda  Accord."  Multiply  that  caution 
across  millions  of  Americans  and  it's 
easy  to  see  why  trouble  may  be  brew- 
ing for  the  economy  despite  a  recovery 
that  ostensibly  began  at  the  start  of 
the  year. 

But  it's  not  just  personal  consump- 


tion that  will  I 
risk  if  stoci 
sliding.  The 
of  the  market 
vilification 
venerated  CE(| 
threatening 
lyze  corporat 
sion-making. 
with  a  bar 
criticism  from 
holders  and  ]ai 
ers,  corporate  I 
tains  are  hunll 
down,  focusinl 
cleaning  up  b<[ 
sheets  rather  I 
building  busil 
They're  delayir| 
pansion  plant 
putting  off 
That's  imperil 
much-hoped- 
ness-led  bounce 
economy  in 
months  ahead, 
market  is  tellh 
the  economy  is 
to  be  very  we 
the  second  half,' 
James  W  Pail 
chief  investment 
cer  for  Wells  C.| 
Management. 

How  weak? 
most  macroecorl 
models,        inclu| 
those   employed 
the  Federal  Res 
and  the  White  HI 
reckon  that  the] 
lapse  in  stock  pj 
this  year  will  si 
anywhere  from  a| 
to  one  full  percerl 
point    off    econ| 
growth  in  the  coil 
year.  Says  White  House  chief  econol 
R.  Glenn  Hubbard:  If  stocks  don'll 
cover,  "it  would  be  a  substantial  en 
But  it  wouldn't  derail  the  recovery! 
Those  models,  though,  assume  thaj 
terest  rates  fall  in  response  to  the 
nage  in  the  stock  market,  cushioningl 
blow  to  the  economy.  Treasury  bl 
yields  and  mortgage  rates  have  dror,| 
as  stocks  have  tanked.  But  worries 
the  veracity  of  corporate  balance  shl 
have  kept  corporate  bond  yields  fl 
enjoying  a  similar  fall.  And  Fed  Cr| 
man  Alan  Greenspan  has  shown  no 
yet  of  being  willing  to  cut  short-fcl 
interest  rates,  although  Greenspan  wj 
undoubtedly  act  if  the  financial  marll 
suddenly  seized  up.  There  was  a  whiil 
that  happening  early  on  July  24  as  T| 


52  BusinessWeek  /  August  5,  2002 


e  electronics  designer 

earns  of  seeing  the  future  first 


FORTUNE" 

100  BEST 

COMPANIES  c 
I  TO  WORK  FOR  I 
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sury  bond  yields  plunged  on  a  flight  by 
investors  to  liquidity.  But  the  danger 
passed  as  the  stock  market  rallied. 

What's  more,  the  models  don't  pre- 
tend to  predict  whether  the  crisis  on 
Wall  Street  will  lead  to  a  wholesale 
breakdown  in  confidence  on  Main  Street. 
"The  sharp  break  in  the  stock  market 
creates  uncertainty,  and  the  uncertainty 
itself  can  have  an  effect  on  spending," 
says  Chris  Varvares,  president  of  con- 
sultants Macroeconomic  Advisers  LLC. 

So  far,  that  doesn't  seem  to  be  hap- 
pening. Yes,  consumer  confidence  tum- 
bled in  July  to  its  lowest  level  in  eight 
months.  But  comments  from  retailers, 
auto  dealers,  and  others  on  the  front 
lines  of  the  economy  suggest  that  con- 
sumption is  fraying,  yet  not  cracking, 
under  the  strains  of  the  stock  slump. 
Retail  sales  actually  rose  1.1%  in  June, 
although  since  then  they've  been  mixed. 

Thanks  to  the  reintroduction  of  0%  fi- 
nancing, carmakers'  sales  soared  in  July, 
a  fact  cited  approvingly  by  Greenspan. 
And  the  housing  market,  buoyed  by  a 
recent  plunge  in  mortgage  rates,  re- 
mains strong.  "We  are  not  seeing  any 
indications  that  the  consumer  is  pulling 
out  of  the  housing  market,"  says  Stuart 
A.  Miller,  chief  executive  of  Lennar 
Corp.,  one  of  the  nation's  largest  home- 
builders.  "To  the  contrary,  people  are 
looking  more  favorably  on  the  housing 
market  [as  stocks  sink]." 

In  industries  closely  linked  to  hous- 
ing, though,  the  market  sell-off  has 
clouded  otherwise  sunny  skies.  In  a  dis- 
turbing disconnect,  Stanley  Furniture 
Co.  in  Stanleytown,  Va.,  has  seen  furni- 
ture sales  slide  even  as  the  housing  in- 
dustry has  continued  to  boom.  "If  the 
evening  news  leads  off  with  'another 
bad  day  on  Wall  Street,'  then  that's 
tough,"  says  ceo  Albert  L.  Prillaman. 
"Consumers  are  taking  advantage  of 
low  interest  rates  but  living  with  some 
empty  rooms  for  a  while." 

Some  other  areas  of  the  economy  that 
service  consumers  are  also  not  faring 
well.  Companies  as  diverse  as  airline 
ual  Corp.,  appliance  maker  Maytag, 


and  high-end  consumer  electronics  re- 
tailer Tweeter  Home  Entertainment 
Group  Inc.  all  reported  a  sudden  sales 
slump  in  June,  coinciding  with  the  stock 
slide.  Says  ual  President  Rono  J.  Dut- 
ta:  "It  looks  like  things  stalled." 

Call  it  payback  for  the  go-go-years 
of  the  late  '90s.  As  stock  prices  zoomed 
ahead  at  the  end  of  the  last  decade, 
personal  wealth  soared,  reaching  a 
record  high  of  622%  of  aftertax  income 
in  the  first  quarter  of 
2000,  the  height  of  the 
bull  market.  Not  sur- 
prisingly, given  the 
pumped-up  value  of 
their  portfolios,  many 
Americans  felt  com- 
fortable saving  less 
and  spending  more. 
The  savings  rate,  as 
measured  by  the 
Commerce  Dept.,  fell 
all  the  way  to  0.4% 
personal  disposable  in- 
come in  September, 
2000,  from  6.1%  in 
1994,  before  the  boom. 

For  a  time  after 
the  stock  market 
peaked,  the  relentless 
rise  in  housing  prices 
helped  cushion  the 
blow  from  Wall  Street 
as  homeowners  saw  the  value  of  their 
real  estate  increase.  But  the  startling 
acceleration  in  the  stock  market  slide 
in  recent  weeks  means  that's  no  longer 
the  case.  According  to  calculations  by 
Merrill  Lynch  &  Co.  chief  economist 
Bruce  Steinberg,  personal  wealth  as  a 
percentage  of  income  is  now  back  to 
about  485%.  That's  a  level  not  seen 
since  the  mid-1990s,  before  the  boom.  To 
make  up  for  the  evaporation  of  so  much 
wealth,  argues  Goldman,  Sachs  &  Co. 
Chief  U.  S.  Economist  William  C.  Dud- 
ley, Americans  will  need  to  raise  the 
savings  rate  back  up  to  the  pre-boom 
levels  of  an  average  8%,  from  3%  now. 

Corporate  America,  of  course,  has  al- 
ready done  a  lot  of  housecleaning  since 
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Companies  as  diverse  as 
airlines  and  appliance 
makers  reported  a  sudden 
slump  in  sales  in  June 
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the  late  '90s.  Companies  have  si; 
ventories  and  cut  back  business 
ment.  With  corporate  balance  she 
better  shape,  the  hope  was  that 
nies  were  now  poised  to  sharply 
spending  and  hiring. 

Better  think  again.  If  the  stockl 
ket  slide  continues,  corporate  chie| 
will  remain  cautious,  and  could 
twice  about  boosting  capital  invest  I 
That's  already  hitting  equipment| 
pliers — from 
Caterpillar  Inc 
some  cases,  su 
telephone  equip 
maker  Lucent  ' 
nologies  Inc.,  it's 
prompting     a 
round  of  layoffs 
ting  the  econom; 
ther  at  risk. 

That  means  ti 
dreaded  doubl 
cession  can't 
out,  especially  if 
prices  fall  furthe 
deed,  chief  global 
omist  Allen  S 
consultants  De 
Economics  Inc. 
the  chances  of  a  d 
turn  during  the 
18  months  as  1 
even  if  stocks  stab 
Unless  stocks  stage  a  major  t 
around,  an  extended  period  of  slow, 
appointing  growth  looks  likely.  Dv 
the  go-go  years,  Greenspan  recko 
that  the  booming  stock  market  boo 
economic  growth  by  one  percen^ 
point  per  year.  Now  the  reverse  is 
pening.  So  instead  of  the  the  ZW> 
4%  annual  growth  most  economists 
visage  over  the  next  18  months, 
U.S.  may  have  to  settle  for  somet 
closer  to  2Wc.  It  won't  feel  good  or 
particularly  pretty,  but  it's  a  whole 
better  than  a  double  dip. 

By  Rich  Miller  in  Washington 
Brian  Grow  in  Atlanta,  with  Ro 
Berner  and  Michael  Arndt  in  Chic 
and  bureau  reports 
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DO  YOU  MAKE  HEADLINES 
OR  DO  YOU  READ  THEM? 

Invent  a  cure.  Create  a  new  business  model.  Try  something  different.  If  you  like  to  push 
the  boundaries,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more 
financial  solutions  than  anyone  else.  Everything  from  environmental  insurance  to  risk 
management  services  to  financial  protection  for  high  net  worth  individuals,  to  name  a 
few.  So  if  you  want  to  see  your  bold  idea  in  bold  headlines,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE." 
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TECHNOLOGY 

UPTURN? 

WHAT  UPTURN? 

Tech  execs  expect  their 
customers  to  keep  a  lid  on 
spending  until  next  year 

By  rights,  the  engines  of  a  high-tech 
turnaround  should  be  starting  to 
roar,  speeding  toward  a  recovery 
in  the  last  half  of  2002.  Domestic  pro- 
duction of  such  high-tech  gear  as  com- 
puters, chips,  and  electronic  components 
has  surged  12%  since  the  start  of  the 
year.  Excess  information-technology'  in- 
ventories have  been  whittled  down  4.5% 
since  then  too.  And  corporate  profits 
are  again  rising  in  some  sectors  of  the 
economy,  meaning  companies  should 
have  the  cash  to  upgrade  their  systems. 
But  the  high-tech  bounceback — which 
tech  execs  and  analysts  widely  expected 
in  the  second  half  of  2002 — is  behind 
schedule.  More  than  half  of  chief  infor- 
mation officers  who  took  part  in  a  June 
Morgan  Stanley  survey  don't  see  the 
economy  improving  until  2003.  Only  four 
months  before,  only  16%  of  cios  felt  that 
way.  Moreover,  more  than  half  of  cor- 
porate IT  buyers  say  they  will  conserve 
their  tech  budgets  for  the  rest  of  '02,  ac- 
cording to  a  survey  released  July  11  by 
Goldman,  Sachs  &  Co.  And  on  July  23, 
Merrill  Lynch  &  Co.  downgraded  the 
stocks  of  11  chip  companies  because  it 
felt  they  had  been  too  bullish  about  po- 
tential orders.  'The  change  in  sentiment 
has  been  dramatic,"  says  Michael  Shul- 
man,  director  of  research  at  Change- 
Wave  Research.  "It  even  calls  into  ques- 
tion the  kind  of  growth  vou'U  get  in 
the  first  half  of  2003." 


TECH  PROSPECTS 

What  the  CEOs  think 

NETWORKING  GEAR 

Won't  stabilize 
until  2003 

After  a  22%  plunge  in 
2001,  at  least  corporate 
purchasing  has 
stabilized.  But  less 
spending  by  telecoms 
will  likely  cut  sales  8% 
below  first-half  2002 
levels  through  yearend. 


MAKING  SERVERS:  To  trim  costs,  many 
nies  are  catting  the  number  of  servers 


compa- 
they  run 


With  the  economy  on  the  mend,  why 
the  trouble  in  Techland?  Because  de- 
mand for  high-tech  products  simply  has- 
n't materialized  as  expected.  The  un- 
certain economy  and  continued  market 
woes  are  prompting  companies  and  con- 
sumers alike  to  put  major  buys  on  hold. 
"There  is  just  not  a  lot  of  business  be- 
ing done  in  the  it  market,"  says  Thomas 
M.  Siebel,  ceo  of  Siebel  Systems.  "We 
don't  see  any  reason  why  it  should  get 
better  in  Q3  and  Q4." 

Of  course,  tech  execs  have  a  history 
of  incorrectly  forecasting  demand — par- 
ticularly when  the  underlying  trends 
shift.  The  same  could  be  happening  now. 
Despite  predictions  of  brisk  back-to- 
school  and  pre-Christmas  sales  that 
prompted  many  tech  companies  to  gear 
up  production  during  the  past  few  quar- 
ters, the  long-awaited  turn  isn't  materi- 
alizing. Merrill  Lynch  says  orders  for 
chips  used  in  PCs,  cell  phones,  and 
home-networking  gear  peaked  in  June. 
It  cut  the  sector's  growth  target  for  the 


fourth  quarter,  from  5 
5.4%,  as  inventories  a 
chipmakers,  such  as 
Corp.  have  grown.  "Cm 
have  clearly  started  to 
ders  and  will  take  less 
tory  risk  given  weak  er 
kets,"  says  Merrill  anah 
Heyler. 

Meanwhile,  softwai 
server  makers  are  wait 
customers  to  install  an 
mize  the  products  the 
chased  during  the  late 
That  could  take  a  whil 
Research  Inc.  estimate 
only  half  of  the  busines 
ware  bought  since  199; 
use.  The  Goldman  S; 
survey  found  that  re 
aging  hardware  is  a 
ority  for  cios.  Indeed, 
costs  and  complexity,  c 
nies  ranging  from  Ea 
Chemical  to  General  ft 
to  IBM  are  consolidate 
number  of  servers  and  software 
cations  they  run.  IBM,  for  exampl 
running  1,500  e-mail  servers  in 
thanks  to  improved  efficiency,  il 
to  have  500  by  the  end  of  the  yes 
To  be  sure,  the  positive  news 
the  economy  should  not  be  ignor 
slowing  wage  growth  allows  corr 
profits  to  continue  picking  up,  that 
mean  more  cash  to  invest  in  new  « 
ment  and  systems.  Even  though  6 
the  Morgan  Stanley  cio  respondent 
a  near-term  rise  in  profits  won't  tra 
into  bigger  IT  budgets,  some  will 
spending.  And  technology  imports 
whole  have  inched  up  over  the 
three  months,  topping  the  year-ago 
This  all  points  to  tech  spending  sli 
outpacing  nominal  gross  domestic  pr 
in  2003,  according  to  Goldman 
But  hopes  for  a  recovery  any  e< 
than  that  are  fading  fast. 

By  Ben  Elgin,  with  Jim  Kers 
and  Cliff  Edwards,  in  San  M 
Calif,  and  Faith  Keenan  in  Bostc 


PCs 

Some  growth  possible 
in  late  2002 

PC  shipments  fell  about 
8%  in  the  second  quarter 
as  consumers  and  corpo- 
rate buyers  cut  back.  But 
analysts  expect  help  from 
back-to-school  buyers, 
holiday  shoppers,  and 
last-minute  corporate  buys. 


CHIPS 

Potential  for  moderate 
improvement  in  late  2002 

Double-digit  hikes  through 
May  slowed  to  5%  in  June 
as  inventory  rebuilding 
eased.  But  chipmakers 
expect  more  call  for  next- 
generation  cell  phones, 
home-networking  gear, 
electronics,  and  PCs. 


SOFTWARE 

Little  chance  of  recovery 
in  2002 


New  business  software 
sales  are  down  as  mucl 
as  25%  in  the  second 
quarter.  Services  reveni 
remains  strong,  but  wit 
fewer  software  deals  in 
the  pipeline,  services 
sales  will  fall,  too. 
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How  smart  is  Sprint's  100%  fiber-optic  network?  Ponder  this.  In  the  event  of  a  break,  the  network 
heals  itself,  not  in  a  matter  of  days  or  even  hours,  but  in  milliseconds.  And  our  network  can  prioritize 
traffic  —  so  critical  information  travels  faster  and  arrives  sooner,  all  while  offering  more  ways  to  cut 
transmission  costs.  Our  network  boasts  seamless  interoperability  between  IP,  Frame  Relay  and  ATM 
platforms.  And  because  it's  built  from  the  ground  up  as  a  single,  totally  unified  whole  (in  other  words, 
not  piecemeal)  that  integrates  with  our  wireless  network,  it's  faster  and  more  reliable  in  rolling  out  new 
services.  In  fact,  our  customers  will  be  among  the  first  to  take  advantage  of  the  latest  3G  wireless 
technologies  —  letting  them  run  data  applications  as  easily  on  the  road  as  in  the  office.  Which  is  why  so 
many  people  are  clever  enough  to  sign  up  with  Sprint.  To  get  smart,  visit  sprint.com/fineprint 
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COMMENTARY 

By  Lee  Walczak 

DEMOCRATS  POINT, 
BUT  THEY  MAY  OVERREACH 


It's  a  scorching  Washington  sum- 
mer, but  Republicans  are  do- 
ing most  of  the  sweating.  The 
stock  market  is  melting  like  an 
ice-cream  cone  on  a  hot  side- 
walk. Corporate  accounting 
problems  continue  to  rattle  in- 
vestors. To  top  it  off,  there's  the 
Bush  factor.  While  George  W. 
Bush  conveys  a  steely  resolve 
in  the  war  on  terrorism,  he  looks 
like  a  rattled  rookie  in  the  role 
of  economic  confidence-builder. 
The  President  says  the  funda- 
mentals are  sound.  But  polls 
show  that  confidence  in  Bush's  eco- 
nomic stewardship  is  flagging. 

That's  a  nightmare  scenario 
for  Republicans,  and  it  explains 
why  many  now  embrace  the 
accounting  reforms  pushed 
through  a  House-Senate  con- 
ference committee  by  Senator 
Paul  S.  Sarbanes  (D-Md.).  But 
it  isn't  Armageddon — yet.  Polls 
show  voters  aren't  ready  for  a 
partisan  rebuke  like  the  one 
aimed  at  Ronald  Reagan  in  the 
recession  year  of  1982.  That 
year,  the  GOP  lost  26  House 
seats  while  gaining  one  Senate 
slot.  Indeed,  in  an  Ipsos-Reid 
poll  taken  July  11-21,  Republi- 
cans held  a  surprising  48%  to 
40%  lead  among  likely  voters  in  the 
battle  for  Congress.  Until  those  num- 
bers turn  around,  don't  expect 
Teapot  Dome  II. 

Still,  House  Minority  Leader 
Richard  A.  Gephardt  is  convinced  a 
mighty  wave  is  about  to  propel  Dem- 
ocrats back  to  power  in  Congress. 
His  strategy  is  simple:  Produce  TV 
ads  that  blast  Republicans  for  voting 
to  weaken  financial  safeguards,  and 
let  sinking  401(k)  portfolios  do  the 
rest.  "This  is  a  big  opportunity,"  ex- 
ults David  Axelrod,  a  Democratic 
consultant  in  Chicago.  "It's  true  that 
there  hasn't  been  a  shift  yet  in  the 
generic  vote,  but  in  '94  [when  Dem- 
ocrats lost  the  House]  the  big  break 
didn't  come  until  the  fall." 

Of  course,  in  1994  Newt  Gingrich 
managed  to  nationalize  the  election 
around  the  Contract  With  America — 


DEMOCRATIC  ADS:  Dingell  as  corporate  gadfly 


a  mash  note  to  laissez-faire  and 
deregulation.  This  year,  Democrats 
are  undertaking  something  harder:  to 
channel  unfocused  anger  at  business 
greed  into  an  anti-Republican  tide. 
Difficult?  Yes.  But  it's  not  rocket 
science.  Already,  American  Family 
Voices,  a  liberal  advocacy  group,  has 
run  TV  ads  in  New 
York  and  Washing- 
ton that  depict 
Team  Bush  as  soft 
on  corporate  crooks. 
For  example,  sup- 
porters of  Michigan 
Democrat  John  D. 
Dingell — a  veteran 
fighting  for  re-elec- 
tion in  a  redrawn 
House  district — are 
airing  an  ad  that 
trumpets  his  role  as 
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*  Average  result  from  Ipsos-Reid  surveys  conduct- 
ed from  April-June 

*  Results  from  surveys  of  2,000  adults  conducted 
July  11-15  and  July  18-21 

Data:  Ipsos-Reid  Public  Affairs  polls 


a  corporate  gadfly.  The  spot  boast 
that  "BusinessWeek  calls  Dingell ' 
large  thorn  in  the  side  of  Big  Busi 
ness.' "  True,  Dingell  frequently  si< 
with  liberals.  But  he  is  also  a  fierc 
defender  of  the  auto  industry  and 
ten  tangles  with  consumer  groups 
and  environmentalists. 

In  Republican  ranks,  there  is 
growing  dread  over  the  econoi 
storm — but  no  road  map  to  sa 
ty.  By  belatedly  signing  on  to 
the  corporate  cleanup  drive  o 
Capitol  Hill,  "Republicans  car 
fight  that  issue  to  a  draw,"  sa 
GOP  strategist  Charles  Black. 
"The  real  danger  is  an  econor 
slowdown  that  works  against 
Republicans  as  the  party  in 
power." 

It's  not  just  Republicans  w 
are  worried.  The  backlash 
against  business  excesses  is  al 
taking  its  toll  on  CEOs'  legislatr 
agenda.  On  Capitol  Hill,  pro-bus 
ness  bills  are  drawing  heavier 
fire.  For  instance,  legislation  to 
restore  fast-track  trade  negotu 
ing  authority  is  being  jeopard- 
ized by  labor  and  environmen 
talist  claims  that  it  is  a 
giveaway  to  corporations.  And 
consumer  groups  battling  a 
rewrite  of  bankruptcy  laws 
claim  they're  also  making  heat 
way.  Why?  Because  the  bill  ca 
be  portrayed  as  helping  big 
creditors.  Foes  hope  to  preveni 
passage  this  year — and  to  stall 
the  measure  indefinitely. 

In  reality,  there's  little  Repub 
cans  or  business  lobbyists  can  ( 
now  but  hang  on  for  dear  life. 
And  Democrats,  for  their  part,  coulc 
still  overreach.  Says  pollster  John 
Zogby:  "They  could  blow  it  by  over 
using  the  'little  guy  vs.  giant  corpor 
tions'  rhetoric."  That's  because  man} 
investors  are  repelled  by  class-based 
appeals  and  reforms  that  seem  anti- 
growth.  Indeed,  Ipsos-Reid  found 

that  the  gop  has 

made  small  gains 
with  independents 
lately — a  sign  that 
an  immense  oppor- 
tunity for  Democ- 
rats could  yet  be 
blown  by  a  lapse 
into  retro-politics 


Shifting  Winds 


How  Americans  view  Bush's 
handling  of  the  economy 

APPROVE  DISAPPROVE 


34% 
42 
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tinving  /  noun  1:  the  capacity 
to  choose  for  utmost  effect 
the  exact  moment  for  taking 
action. 


Right  now  you  can  choose  the  Honda  you  want  at  a  savings  you  7/  love. 

The  2002  Honda  Clearance.  It  wont  last  forever  (the  best  things  never  do). 

Hurry,  because  right  now  your  timing  couldn't  be  better. 


perfect  tim«ing: 

The  2002 
Honda  Clearance 

Lucky  you 


See  Your  Honda  Dealer  Today 
honda.com 


to  availability.  ©2002  American  Honda  Motor  Co..  Inc. 
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In  Business  This  Week 


EDITED  BY  DOUG  ROYALTY 


A  BIG  BOOST  FOR 
CORPORATE  REFORM 

CHALK  UP  A  MAJOR  WIN  FOR 

corporate  reformers — and  De- 
mocrats. The  accounting  bill 
adopted  by  House  and  Senate 
negotiators  on  July  24  dif- 
fered only  slightly  from  Sen- 
ate Democrats'  tougher  ver- 
sion. Business  and  accounting 
lobbyists  had  counted  on 
killing  the  bill,  championed 
by  Senate  Banking  Commit- 
tee Chairman  Paul  Sarbanes 
(D-Md.),  but  their  clout  melt- 
ed away  after  WorldCom's 
bankruptcy.  The  bill,  which 
President  Bush  is  expected 
to  sign  in  August,  establishes 
an  independent  board  to 
write  auditing  rules  and  dis- 
cipline wayward  accountants. 
It  also  bars  accounting  firms 
from  consulting  for  their  au- 
dit clients  and  cracks  down 
on  Wall  Street's  conflicted  an- 
alysts. House  Republicans  did 
raise  the  bar  on  criminal 
prosecution  of  executives: 
Prosecutors  can  only  charge 
violations  that  are  committed 


CLOSING    BELL 


SEEING  RED,  AGAIN 

Investors  shed  Lucent  Tech- 
nologies shares  after  it  post- 
ed a  $7.91  billion  loss  on  July 
23,  its  ninth  straight  red-ink 
quarter.  The  telecom-equip- 
ment maker's  shares  tumbled 
21%,  to  $1.65,  as  it  lowered 
earnings  guidance  for  the 
year  and  announced  7,000 
job  cuts.  Said  CEO  Patricia 
Russo:  "Capital-spending 
constraints  have  intensified." 

3.00 
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2.00 
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Data:  Bloomberg  Financial  Markets 


knowingly,  not  recklessly.  But 
execs  who  are  caught  will 
face  stiffer  penalties,  with 
sentences  as  long  as  25  years. 
One  thing  the  bill  won't  do: 
boost  the  sec  to  Cabinet 
rank,  as  requested  by  Chair- 
man Harvey  Pitt. 

THROWING  THE  BOOK 
ATADELPHIA 

ALLEGING  "ONE  OF  THE  MOST 

extensive  financial  frauds 
ever  to  take  place  at  a  public 
company,"  the  sec  on  July  24 
charged  Adelphia  Communi- 
cations founder  John  Rigas, 
two  sons,  and  two  other  ex- 
ecutives of  the  Coudersport 
(Pa.)  cable  company  with  hid- 
ing off-balance-sheet  loans, 
enhancing  operating  earnings 
by  falsifying  information,  and 
"rampant  self-dealing"  that 
included  buying  stock,  con- 
dos,  and  timberland  with 
company  funds.  The  defen- 
dants, if  convicted,  face  up  to 
30  years  in  prison  and  mil- 
lions of  dollars  in  fines.  An- 
other Rigas  son  was  named 
in  the  sec  complaint  but  was 
not  arrested. 


POWER  MARKETERS 
GET  ZAPPED 

THE  BAD  NEWS  KEEPS  COMING 

in  the  power-merchant  and 
energy-trading  sector.  On 
July  23,  shares  of  virtually 
every  player  tanked  on  trou- 
bling reports  from  Williams, 
Dynegy,  and  El  Paso.  On 
July  22,  Williams  said  its 
struggling  energy  marketing 
and  trading  business  would 
cause  it  to  report  a  second- 
quarter  loss.  Snares  sank  77% 
in  two  days.  On  July  23,  Dyn- 
egy stock  plunged  64%  after 
the  company  slashed  its  cash- 
flow outlook  for  2002.  That 
day,  El  Paso  shares  fell  23% 
on  concerns  about  a  venture 
in  its  electricity-restructuring 
business  called  Project  Elec- 
tron. It's  at  the  center  of  a 
series  of  complex  off-balance- 
sheet  partnerships  that  helped 


HEADLINER:   E.   STANLEY   O'NEAL 


A  MILESTONE  AT  MERRILL 


Everyone  expected  Mer- 
rill Lynch  President 
E.Stanley  O'Neal,  50,  to 
become  chief  executive 
of  America's  No.  1 
brokerage.  They 
just  didn't  real- 
ize it  would  be 
so  soon.  On  July 
22,  Merrill  an- 
nounced that 
O'Neal  will  suc- 
ceed David  Ko- 
mansky  as  ceo  in 
December.  Next 
April,  Komansky,  63, 
will  retire  as  chairman, 
and  O'Neal  will  assume 
that  post,  too.  He  will  be 
the  first  African  American 
to  run  a  top  investment 
bank. 

Since  becoming  presi- 
dent in  July,  2001,  O'Neal 
has  led  Merrill  through  a 


painful  restructuring,  si 
ding  thousands  of  jobs 
amid  a  market  meltdo? 
His  next  challenge 
be  to  achieve  Mer| 
rill's  goal  of 
a  24%  pretax 
margin  next 
year.  O'Neal  id 
on  his  way.  In| 
the  second 
ter,  pretax 
gins  rose  four 
percentage  point| 
year  on  year,  to 
19.1%,  despite  an  11%'i 
decline  in  net  revenues. 
Excluding  a  $100  million  | 
settlement  with  New  jT 
State  Attorney  General 
Eliot  Spitzer  and  related  | 
costs,  Merrill's  pretax 
gin  was  21.4%. 

By  Emily  Thomtonl 
New  Yd 


El  Paso  book  millions  in  prof- 
its years  before  they'll  be  re- 
alized, while  keeping  billions 
in  debt  off  its  books. 
The  company  says  it  followed 
accounting  rules. 

AOL:  YOU'VE  GOT 
REGULATORS 

AOL  TIME  WARNER'S  EFFORTS 

to  hold  off  the  advertising 
bust  have  roused  the  sec.  On 
July  24,  ceo  Richard  Parsons 
acknowledged  that  the 
agency  was  conducting  a 
"fact-finding  inquiry"  into 
America  Online's  accounting. 
It  comes  after  The  Washing- 
ton Post  reported  how  the 
aol  unit  used  aggressive 
measures — including  barter- 
ing ads  for  computer  equip- 
ment and  settling  lawsuits 
with  ad  deals — to  bolster  ad 
revenues  and  meet  Wall 
Street's  targets  for  three 
quarters  in  2000  and  2001. 
AOL  has  denied  any  problem 
with  ad  accounting. 


ANOTHER  DUSTINGl 
FOR  MARTHA 

MARTHA   STEWART'S   lnM\ 

trading  battle  is  biting 
her  company's  fortunes. 
July  24,  Martha  Stewart 
ing  Omnimedia  said  id 
pects  profits  of  6c  to  7| 
share  in  the  third  qua 
less  than  half  analysts' 
jections.  Stewart  is  fighl 
allegations  that  she  had 
side  information  in  dump 
shares  of  drugmaker  ImCI 
Systems — and  now  invest 
are  suing  the  banks  that  I 
died  her  IPO,  calling  it  rigj 

ETCETERA... 

■  Hewlett-Packard  said  it 
no  longer  sell  printers  thra 
its  rival  Dell. 

■  Amgen's    second-quar 
profits  rose  28%,  and  the 
O.  K.'d  its  anemia  drug. 

■  The  New  York  Stock 
change  may  build  a  trac 
floor  awav  from  Wall  Stre 
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Penetrate  Region 
of  3.6  Billion  Peo 


ISTSingapon 
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Only  one  country  allows  you  to  instantly  plug  into  Asia,  the 
world's  fastest  growing  market  for  IT  and  telecommunications 
products  and  services Singapore. 

Singapore  offers  a  great  broadband  and  wireless  environment.  Unmatched  connectivity  to 
markets  in  the  region  and  around  the  world.  A  completely  open  and  free  telecoms  market.  A 
highly  educated,  English-speaking  work  force.  A  tech-sawy  population.  And,  the  region's  best 
education,  transportation,  legal  and  lifestyle  infrastructure. 

Singapore  companies  have  decades  of  experience  with  markets  in  Greater  China,  India,  and 
Southeast  Asia.  They  can  help  you  create  and  sell  products  and  services  throughout  the  region. 
And,  they  offer  locally  developed  products  and  services  that  can  be  marketed  into  North 
America  and  Europe. 

Does  Singapore  sound  like  the  kind  of  place  you'd  like  to  be?  If  it  does,  you're  in  good  company. 
More  than  6,000  multinational  companies  have  already  discovered  the  advantages  of  being 
there.  Singapore  offers  a  variety  of  programs  designed  to  help  your  company  implement  a 
successful  Asia  strategy.  Contact  us  at  the  URL  below  for  details. 

When  you're  playing  for  high  stakes,  you  should  give  yourself  every  advantage.  Plug  into 
Singapore  and  experience  Asia's  most  IT-friendly  hub... 

www.  opportunities-Singapore,  com 


puts  a  customer  in  the  palm  of  your  hand 

(fits  there,  too) 


hp  digital  projector  sb2 1 

Portability  plus  at  just  2.2  pounds, 
with  1,000  comparable  lumens  it 
carries  more  than  its  own  weight. 


hp  digital  projector  xb31 

Packed  with  brightness,  it's  powered 

by  1,500  comparable  lumens  for 

outstanding  image  quality. 


Upgrade  to  a  bright,  lightweight  digital 
projector  from  HP. 

For  presentations  that  impress,  choose  HP  digital  projectors. 
Experience  an  unmatched  1,800:1  contrast  ratio  for  deep  blacks  and 
rich  colors— all  in  a  sleek,  lightweight  package  that's  easy  to  use. 

Trade  in,  trade  up  and  take  12  months  to  pay. 

Upgrade  your  technology  through  the  HP  Trade-In  Program.  Apply  the 
value  of  your  current  HP  and  non-HP  technology  toward  the  purchase 
of  a  new  digital  projector. 

And  for  a  limited  time,  lease  an  HP  digital  projector  and  take  1 2 
months  to  pay  at  a  0%  implicit  lease  rate*.  Get  your  HP  digital 
projector  now  for  a  low  monthly  payment.  Hurry  offer  ends  soon. 

For  more  information  about  HP  digital  projectors  and  special  promotions, 
go  to  www.hp.com/go/projector. 


A  TEXAS  INSTRUMENTS  TECHNOLOGY 


AWERKANl 
■  EXPRESS 


Business 
Finance 


n  v  e  n  t 


*12  month  offer  is  avoiloble  on  orders  for  HP  Digital  Projector  models  sb21  and  xb31  only,  and  is  valid  on  leases  originated  between  Jury  1,  2002  thru  September  30,  2002.  Implicit  lease 
assuming  lessee  does  not  exercise  a  fair  market  value  purchase  option  at  lease  termination  and  timely  returns  the  leased  equipment  to  American  Express  Business  Finance  at  lease  terminatiol 
disregarding  any  charges  payable  by  lessee  other  than  rent  poyments  (such  as  taxes,  fees  and  shipping  charges). 

Terms  &  Conditions  Apply.  Financing  available  through  American  Express  Business  Finance  Corporation  to  qualified  customers  in  the  U.S.  Financing  is  subject  to  credit  approval  and  executiorl 
standard  American  Express  Business  Finance  documentation.  Other  restrictions  may  apply.  American  Express  Business  Finance  Corporation  reserves  the  right  to  change  or  cancel  this  prograrrl 
any  time  without  notice. 


ashington  Outlook 


■  D  BY  LEE  WALCZAK 


1ST  WHAT  THE  DOCTOR  ORDERED 
R  THE  FDA? 


im  the  first  days  of  the  Bush  Administration,  the  White 
House  had  one  overarching  goal  for  the  Food  &  Drug 
Administration.  No,  it  wasn't  picking  an  agency  head 
would  ban  the  abortion  drug  RU-486,  a  red-flag  issue  to 
Religious  Right.  Instead,  the  Bushies  wanted  a  low-key, 
iliant  commissioner  who  would  be  the  antithesis  of  Dr. 
d  A.  Kessler,  the  crusading  FDA  chief  who  railed  against 
!"Ibbacco  and  bedeviled  Bush  Sr.  "The  White  House  is  ab- 
ly committed  to  not  having  another  Kessler,"  says  a 
e  close  to  the  recruiting  process. 

finding  a  candidate  who  fits  this  pre- 
dion has  proved  difficult,  which  explains 
an  agency  that  is  routinely  lashed  by  in- 
ry  and  conservative  critics  for  slow  drug 
vals  remains  leaderless  after  18  months. 
e  void  at  the  top  may  soon  be  filled.  The 
House  is  expected  to  nominate  Dr.  Mark 
cClellan,  39,  a  highly  regarded  health-care 
omist  at  Stanford  University  and  a  current 
•nber  of  the  President's  Council  of  Econom- 
kdvisers.  Low-key,  smart,  and  largely  apo- 
al,  he  could  be  on  the  job  by  the  end  of  the 
r.  His  academic  studies  examine  the  cost-ef- 
liveness  of  new  health-care  innovations — 
the  agenda  he'll  carry  out  at  the  FDA  is  ex- 
ted  to  be  favorable  to  industry.  Already, 
agency  is  considering  easing  restrictions 
everything  from  drug  ads  to  food  labels,  " 
ring  up  controversy  and  internal  tensions. 
IcClellan  isn't  Bush's  first  choice.  Last  summer,  the  White 
ise  settled  on  Michael  J.  Astrue,  a  top  Health  &  Human 
vices  Dept.  (hhs)  official  in  the  Bush  Sr.  Administration 
vice-president  at  Transkaryotic  Therapies  Inc. — only  to 
e  him  nixed  by  Senator  Edward  M.  Kennedy  (D-Mass.), 
)  insisted  that  the  new  chief  not  have  industry  ties.  Mc- 
Uan's  name  is  also  raising  eyebrows  on  Wall  Street,  where 
lysts  fret  that  a  cost-effectiveness  expert  may  not  be  a 


CANDIDATE:  Mark  McClellan 


good  fit  in  an  agency  charged  only  with  ensuring  that  drugs 
are  safe  and  effective. 

But  otherwise,  McClellan  fits  the  bill.  He's  an  M.D.  who 
passes  Kennedy's  litmus  test.  More  important,  he's  a  Bush 
team  player,  with  strong  ties  to  the  President.  Brother  Scott 
is  a  White  House  press  spokesman,  and  his  mother,  Carole 
Keeton  Rylander,  is  Texas'  comptroller  and  former  mayor 
of  Austin.  "Unless  someone  digs  up  dirt  on  him,  it's  a  pretty 
clean  confirmation,"  says  one  observer. 

If  he  gets  the  Hill  0.  K,  McClellan  would 
head  an  FDA  that's  already  being  reshaped. 
HHS  Secretary  Tommy  G.  Thompson  "has  his 
hands  all  over  the  agency" — vetting  most  reg- 
ulations— says  one  industry  source.  More  im- 
portant, chief  counsel  Daniel  E.  Troy,  who  was 
appointed  nearly  a  year  ago,  is  already  pushing 
the  FDA  down  a  deregulatory  path.  His  philos- 
ophy: Agencies  should  limit  their  actions  to 
what  the  law  explicitly  authorizes  them  to  do. 
For  the  FDA,  which  often  creatively  adapted 
its  creaky  old  laws  to  fit  new  circumstances — 
especially  under  Kessler — that  means  limiting 
its  reach.  "The  fact  that  Kessler  stretched  the 
law  is  the  reason  why  Daniel  Troy  is  there 
now,"  says  one  longtime  FDA  watcher. 

Agency  staffers  are  already  complaining  of 

micromanagement,  delays,  and  being  unable  to 

-  carry  out  their  mission  of  protecting  the  public. 

Some  are  thinking  about  leaving.  "There  is  a  fundamental 

philosophical  clash,"  says  one  agency  official. 

McClellan's  task,  if  he  gets  the  job,  will  be  to  lead  the  FDA 
smoothly  down  this  less  activist  path.  Some  loosening  of 
regulations  is  probably  healthy,  many  agency  watchers  say. 
But  if  the  FDA  finds  itself  in  hot  water  over  unsafe  products 
or  egregious  advertising  claims,  McClellan  may  find  himself  in 
a  brighter  spotlight  than  the  White  House  expected. 

By  John  Carey,  with  Howard  Gleckma-.-. 


CAPITAL  WRAPUP 


TUBBORNNESS  PAYS 


WELL-ETCHED  CHALLENGERS        DONDE  ESTAN  LOS  DISTRITOS? 


House  Ways  &  Means  Committee 
hairman  Bill  Thomas  (R-Calif.)  held 
3  a  conference  committee  on  the  fast- 
|  ack  trade  bill  for  a  week  by  insisting 
was  his  turn  to  chair  the  panel.  Sen- 
ile Democrats  insisted  it  was  their 
I  irn  to  chair  a  conference,  and  Majori- 
1  Leader  Tom  Daschle  (D-S.  D.)  com- 
i  lained  that  Thomas  was  "jumping  up 
bid  down  and  throwing  things  again." 
ut  on  July  23,  the  conference  finally 
ot  under  way  after  both  sides  agreed 
'  iat  Thomas  could  fill  the  rotation. 


►  California's  12th  congressional  dis- 
trict voters  can't  say  they  lack  choices. 
If  they  don't  want  to  vote  for  incum- 
bent Democrat  Tom  Lantos,  a  Holo- 
caust survivor,  they  can  choose  Maad 
Abu-Ghazalah,  a  Palestinian-American 
software  engineer  running  as  a  Liber- 
tarian. Lantos,  a  liberal  and  supporter 
of  Israel,  backs  the  Administration's 
anti-terror  campaign.  Abu-Ghazalah  is 
a  fiscal  conservative,  critic  of  Israel, 
and  opponent  of  U.  S.  military  action 
in  Afghanistan.  Lantos  is  favored. 


►  Latino  activists  had  been  expecting 
at  least  six  new  Hispanic-majority 
House  districts  to  be  created  by  redis- 
tricting  this  year  and  as  many  as  10 
Latinos  to  win  election  to  the  House 
in  November.  But  early  calculations  by 
UCLA's  Leo  F.  Estrada  show  that  only 
three  Latino  districts  will  be  fashioned 
from  the  new  electoral  map.  Hispanics 
are  particularly  incensed  that  in  Texas, 
where  they  accounted  for  60%  of  the 
state's  1990s  growth,  no  Latino  district 
was  created. 


- 
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IT'S  MARCH  3RD 






TOO  RAP  IT'S 
■ANUARY 3RD 


INANCE 


It  doesn't  matter  what  business  you're  in;  if  everyone  in  your  company  is  not 
working  in  real  time  at  all  times,  you've  got  problems.  Financial  data  isn't  accurate; 
forecasting  is  imprecise;  and  investors  don't  know  what  to  believe.  mySAP™  Financials 
helps  make  sure  there's  one  version  of  the  truth  across  vour  entire  enterprise,  so  your 
financial  data  gives  you  the  kinds  of  insights  you  need  to  run  your  business.  Now  and 
into  the  future.  For  more  information,  visit  sap.com/solutions/financials  or  call 
us  at  800  880  1727. 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


International  Business 


RUSSIA 


RUSSIA'S 

NEW  WEALTH 

Moscow's  young  tycoons  eye 
farming,  banking,  and  more 


With  his  smooth  cheeks  and 
angelic  looks,  Andrei  Mel- 
nichenko  seems  awfully 
young  to  be  one  of  the  key 
players  in  the  next  stage  of 
Russia's  capitalist  revolution.  Yet  Mel- 
nichenko  has  already  helped  turn 
Moscow's  MDM  Group  into  a  $3  billion-a- 
year  chemicals,  pipeline,  and  coal  busi- 
ness. But  in  a  country  in  which  the  free- 
market  economy  is  barely  more  than 
10  years  old,  the  players  may  look  like 
cherubs  but  can  bite  like  wolves.  "He's 
30 — and  he  wants  to  own  the  world," 
says  Len  Blavatnik,  a  Russian-born 
U.S.  citizen  who  invests  in  oil  and  alu- 
minum and  who,  at  45,  is  an  elder  in 
Russia's  big  business  set. 

Bona  fide  senior  tycoons  sure  take 
Melnichenko's  moves  seriously.  His  big 
play?  It's  not  oil  or  metals,  the  tradi- 
tional industries  where  a  tycoon  earns 
his  stripes  in  this  tumultuous  economy. 
No,  he's  headed  back  to  the  land,  the 
land  that  once  made  Mother  Russia 
great.  Russia's  farming  sector  is  poised 
to  boom  with  the  recent  passage  of  leg- 


islation that  authorizes 
the  private  ownership  of 
agricultural  acreage.  That 
has  set  off  a  scramble  for 
the  choicest  plots.  If  a 
few  companies  can  intro- 
duce modern  farming  on 
these  vast  tracts,  the  in- 
crease in  grain  yields 
could  be  enormous. 

That's  why  Melnichenko  has  quietly 
invested  $220  million  in  Russia's  best 
fertilizer  plants.  He  figures  the  new 
landowners  will  need  massive  supplies 
to  revive  poorly  cultivated  plots.  Ac- 
cording to  Melnichenko,  profit  margins 
in  mdm's  fertilizer  foray  are  20%  and 
rising.  "It  is  relatively  easy  money,"  he 
says  between  puffs  of  his  habitual  Philip 
Morris  cigarette. 

Melnichenko — and  Blavatnik  and  a 
host  of  other  tycoons  old  and  new — are 
deep  into  the  hunt  for  the  Next  Big 
Thing  in  Russia's  economy,  a  hunt  that's 
reaching  into  previously  neglected  areas 
such  as  agriculture,  natural  gas,  elec- 
tricity, railroads,  and  financial  services. 


These  investments  are  in  the 
stages.  But  a  coterie  of  billionaire  I 
nessmen  are  building  on  their  poi| 
savvy  and  dealmaktng  skills  to 
the  right  plays.  And  if  they  succ 
grabbing  big  stakes,  they  may  wej 
cide  to  pump  a  big  portion  of  thei 
tunes  into  Russia  rather  than 
las  or  bank  accounts  in  Cyprus. 
This  is  the  third  big-money 
Russia  since  the  demise  of  the 
Union.  In  the  first  stage,  beginninjj 
fore  the  Soviet  Union's  crack-up  in 
communist  industrialists  carved 
moths  such  as  gas  giants  Gazpror 
Lukoil  directly  out  of  Soviet  minisl| 
Assets  were  stripped  and  massive 


A  $90  Billion 

Fortune 

Hunt 

Some  30%  of  the  economy's 
GDP  of  $300  billion  is  up 
for  grabs.  The  major  prizes: 

Data:  BusinessWeek.  Prosperity  Capital 
Management,  Russian  State  Statistics 
Committee,  World  Bank 


RAILROADS 


8%  of GDP 

Potential:  Debt-ridden  monop- 
oly Gazprom  could  go  bank- 
rupt, giving  the  circling  oil- 
baron  sharks  a  major  kill. 
Even  if  it  doesn't,  independent 
gas  producers  will  gain  access 
to  its  pip  iines.  Russia  has  a 
32%  share  of  the  world's 
proven  gas  reserves  but  only 
22%  of  total  production. 


Potential:  The  corrupt  Rail- 
ways Ministry  is  embarking  on 
a  privatization.  Big  industrial 
barons  are  getting  in  on  the 
ground  floor  by  snapping  up 
depots,  repair  facilities,  and 
other  assets.  With  Russia 
plagued  by  bad  roads  and 
frozen  rivers,  the  rails  are  al- 
ways going  to  be  big  business. 


AGRICULTl 


Potential:  A  ne 
ing  land  owners! 
ers  buying  farms, 
fertilizer  factories,  I 
processing  plants, 
port  plans  don't  pa 
mestic  producers  ail 
take  back  a  big  slicil 
$50  billion  in  food  pi 
imported  by  Russian 


66  BusinessWeek  /  August  5,  2002 


ted  out  of  the  country.  In  stage 
in  the  mid-1990s,  government-con- 
i?d  bidders  won  prize  oil  and  metals 
janies  in  rigged  privatizations.  The 
lest  players  made  a  killing, 
nen  something  amazing  happened: 
I  more  astute  winners  actually  in- 
pd  in  their  oil  and  metal  holdings, 
ting  productivity  and,  in  a  few  cas- 
piproving  the  rights  of  shareholders, 
oligarchs  have  hardly  become  an- 
But  the  partial  move  to  legitimacy 
made  some  of  them  even  more  pow- 
l.  Mikhail  Khodorkovsky,  the  con- 
ereial  ceo  of  Yukos  Oil  Co.,  for  ex- 
le,  is  now  worth  $7  billion — because 
tern  investors  believe  his  numbers. 


'  CIAL  SERVICES 


rGDP 

rnment  is  plan- 
d  the  exclusive  right 
ly  bank  Sberbank  to 
mment-guaranteed 
surance.  Upcoming 
form  would  permit 
lancial  providers  to 
wis  of  retirement 
d  a  new  law  makes 
•nee  compulsory. 


ELECTRICITY 


2.5%  of  GDP 

Potential:  Industrial  players 
are  trying  to  get  in  early  to 
influence  the  restructuring  of 
the  Unified  Energy  System 
electricity  monopoly  by  its 
chief,  Anatoly  B.  Chubais, 
who  wants  to  create  a  free 
market  for  electricity 
in  Russia. 


Vladimir 
Potanin 

41 

Position:  President, 
Interros,  Moscow. 

Background: 

Devised  the  loans- 
for-shares  auctions 
in  the  1990s  to  cap- 
ture Soviet  metals 
giant  Norilsk 
Nickel. 

New  Plays:  Food 
products  and 
entertainment/ 
media. 

Now  comes  the 
third  stage.  The 
carve-up — and  the 
cleanup — of  the  Oil 
Patch  is  largely  done. 
This  time  the  assets 
are  in  big  unreformed 
chunks  of  the  econo- 
my. Not  only  is  Presi- 
dent Vladimir  V. 
Putin's  government 
paving  the  way  for  a  private  market 
for  farmland,  it's  also  poised  to  break  up 
monopolies  in  natural  gas,  utilities,  rail- 
roads, and  banks,  and  even  start  the 
private  management  of  pension  funds. 
Altogether,  the  sectors  up  for  grabs  ac- 
count for  some  30%  of  Russia's  gross 
domestic  product  of  $300  billion.  That's 
$90  billion  in  prizes. 

Four  years  after  a  financial  crisis  that 
nearly  devastated  the  country,  and  with 
political  stability  seemingly  assured  un- 
der Putin's  authoritarian  rule,  Russians 
are  starting  to  feel  secure.  Although 
the  Russian  stock  market  is  now  taking 
some  sharp  hits,  the  big  Moscow  index 
is  up  27%  for  the  year.  Inflation  is  rela- 
tively   low    at    17%, 
down  from  triple-dig- 
it  levels   a   decade    « 
ago.      "Money     is    » 
coming  back,"  says    jjj 
senior  economist  |^ 
Peter  Westin  of 
Aton        Capital  | 
Group,  a  Moscow  ' 
brokerage.     Last 
year,     Cyprus,     a    M 
haven   for   Russian  ^[ 
funds,  was  the  leading 
source   of  foreign   in- 
vestment, at  $2  billion, 
15%  of  the  total. 
Even  if  Putin  con- 


tains the  corruption  in  this  next  stage  of 
privatization,  he  will  also  have  to  curb 
the  monopolistic  instincts  of  his  tycoons. 
The  tycoons  counter  that  the  economy  is 
still  too  uncertain  for  them  to  act  oth- 
erwise. "If  we  don't  have  a  strong  posi- 
tion, we  will  lose,"  says  34-year-old  Oleg 
Deripaska,  who  with  his  partner  con- 
trols 70%  of  aluminum  production. 

The  game  is  well  under  way.  A  prime 
jackpot  will  be  the  country's  natural- 
gas  wells  and  pipelines.  At  the  center  of 
it  all  is  Gazprom,  which  operates  the 
monopoly  gas-pipeline  network  and  is 
responsible  for  90%  of  gas  production. 
The  government,  which  owns  38%  of 
Gazprom,  should 

Mikhail 
Khodorkovsky 

39 


soon  open  its 
pipeline  to  other 
producers.  So 
this  year,  Yukos 
paid  $121  million 
for  100%  control 
of  bankrupt 
Rospan,  whose 
reserves  have  a 
market  value  of 
$9  billion.  A 
sharp  fight  fol- 
lowed with  rival 
Tyumen  Oil, 
which  cried  foul 
over  Yukos'  ac- 
quisition meth- 
ods.    Yukos 


Position:  CEO, 
Yukos,  Moscow. 

Background:  Won 
Yukos,  a  state  oil 
property,  in  rigged 
loans-for-shares 
auctions  in  mid- 
1990s  and  made 
paper  fortune  of  $7 
billion  with  appre- 
ciation in  Yukos 
shares. 

New  Plays: 

Gas  and 
electricity. 


i 


r 


m 
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later  sold  44%  of  Rospan  to  Tyumen. 
Gas  fields  are  not  the  only  fields 
drawing  attention.  At  406  million 
hectares,  Russia  has  13  times  the  farm- 
land of  France.  Land  is  plentiful — and 
cheap  enough  to  attract  players  such 
as  Moscow  metals  mogul  Oleg  Kiselev. 
His  Metalloinvest  conglomerate  is  buy- 
ing 320,000  hectares  of  farmland  in  cen- 
tral Russia,  at  just  $30  per  hectare. 
Kiselev  predicts  that  "in  a  few  years" 
the  price  will  reach  $1,000  per  hectare. 
Others  are  more  skeptical.  But  there's 
huge  room  for  growth  just  by  catering 


vestment  firm  Prosperity  Capital  Man- 
agement. Generation  plants  and  the  dis- 
tribution grid  are  now  largely  in  the 
hands  of  Unified  Energy  System  (ues), 
which  is  53%  state-owned.  Key  aspects 
of  the  ues  restructuring  plan  are  stalled 
in  the  Duma  over  concerns  that  con- 
sumers may  be  socked  with  huge  tariff 
hikes.  But  the  big  players  are  plunging 
in  now  before  the  plan  takes  hold. 
ues  is  a  model  of  management  com- 
pared with  the  railroad  monopoly,  run 
by  the  notoriously  corrupt  Railway 
Ministry.      Undeterred,      Blavatnik, 


Ruben  Vardanian 

34 

Position:  President,  Troika 
Dialog,  Moscow. 

Background:  He  began  run- 
ning Troika  Dialog  brokerage 
in  his  early  20s. 

New  plays:  Life  insurance, 
auto  insurance,  and  financial 
products. 


Oleg  Kiselev 

45 

Position:  Leading  sharehold- 
er in  Metalloinvest,  Moscow. 

Background:  Acquired  stakes 
in  metals  and  raw  material 
companies. 

New  Plays:  Purchasing  farm- 
land and  railway  assets. 


to  the  domestic  market.  Imports  now 
account  for  $50  billion  of  Russia's  $70 
billion  food-products  market.  "Can  you 
imagine  if  [Russians]  gain  half  of  this 
market?"  asks  Kiselev.  "It's  a  big  deal." 

Joining  the  land  rush  are  other  big 
players  such  as  Moscow's  Vladimir  O. 
Potanin.  Author  of  the  notorious  loans- 
for-shares  program  in  the  mid-1990s,  in 
which  he  gained  control  of  the  world's 
largest  nickel  producer,  Norilsk  Nickel, 
for  next  to  nothing,  Potanin,  41,  aims  to 
make  his  next  fortune  in  processed  food 
products,  land,  and  media.  His  Interros 
company  is  investing  $100  million  in 
its  new  agricultural  unit,  Agros. 

Russia's  electricity  assets  also  look 
cheap.  Generating  capacity  in  Russia 
can  now  be  bought  for  $50,000  per  kilo- 
watt, compared  with  $400,000  in  Ger- 
many or  Poland,  estimates  Moscow  fil- 


ing a  dozen  or  more  regional  bari 
eluding  some  specializing  in  pro(j 
government  pension  checks, 
is  to  create  an  expertise — and 
tionship  with  the  government's! 
Pension  Fund — that  can  make  Ml 
top  dog  in  2004.  That's  when  ]l 
pension  managers  can  finally  bid  t| 
age  state  retirement  funds. 

Then  there's  insurance.  Total 
urns  from  life  insurance  and  otheil 
ucts  account  for  1.5%  of  Russia! 
compared  with  10%  in  some  devl 
countries.  There's  "huge  potential  | 

Mikhail  Fridi 

38 


Position:  Chairman,. 
Group,  Moscow 

Background:  Made  fortu| 
with  acquisition  of  big  i 
in  privatized  Tyumen  i 

New  Plays:  Gas,  high-tec| 
banking  services  target! 
Russia's  new  middle  cla 


Andrei  Melnichenko 

30 

Position:  President,  MDM 
Group,  Moscow. 

Background:  Built  up  com- 
manding stakes  in  Russia's 
coal  and  pipes  industries. 

NewPlays:  Fertilizer  and 
pension  funds. 


Moscow  industrialist  Viktor  Vekselberg, 
and  Kiselev  are  putting  money  into 
railway  assets  now.  The  bet  is  that 
railroads  will  boom  as  Russia  extracts 
and  ships  more  of  its  commodities. 
Just  as  in  railroads,  the  tycoons'  for- 
ay into  banks  depends  on  the  decon- 
struction  of  a  state  monopoly.  That's 
what  Alfa  Group  Chairman  Mikhail 
Fridman  is  hoping  for.  As  things  stand, 
his  Alfa  Bank  has  a  tiny  2.3%  of  Rus- 
sia's ruble  deposits — against  72%  held 
by  Central  Bank-owned  Sberbank,  with 
its  exclusive  right  to  offer  government- 
guaranteed  deposit  insurance.  But  the 
Central  Bank  is  crafting  a  plan  to  allow 
deposit  insurance  at  all  properly  super- 
vised banks.  Fridman  is  investing  $50 
million  in  a  new  branch  network  mod- 
eled on  Deutsche  Bank's  Bank  24  in 
Germany.  Melnichenko's  mdm  is  acquir- 


Ruben  K.  Vardanian,  34,  preside 
Moscow  brokerage  Troika  Dialog, 
paid  $40  million  for  a  49%  stake  in  J 
gosstrakh,   the   Soviet-era   mon<| 
provider  of  insurance.  Greater  st 
ty,  Vardanian  notes,  has  lots  more  I 
sians  buying  life  insurance,  while  a| 
law  makes  auto  insurance  compuls| 

Of  course,  the  tycoons  could  cor 
empty-handed  if  Russia's  economy 
another  1998-type  nosedive.  Anc 
their  chances  are  that  much  gr<| 
because  of  the  perception  of  Russ| 
unpredictable.  Without  such  w; 
assets  wouldn't  be  priced  so 
"Controlled  chaos"  is  the  best  en1 
ment   for   making   big   money, 
Khodorkovsky.  And  Russia's  young  I 
italists  are  hungry  for  fresh  troph| 
By  Paul  Starobin,  with  Cath 
Belton,  in 
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MARKETS 


CASH  IS  KING 
THESE  DAYS' 

But  excess  liquidity  may 
damage  the  global  economy 

Equity  markets  are  plunging.  Cor- 
porate bonds  are  sagging.  And  as 
panicky  investors  rush  for  the 
exits,  they  are  unleashing  a  wave 
of  cash.  Almost  $800  billion  has  been 
generated  worldwide  by  dumping  stocks 
over  the  past  quarter,  calculate  market 
experts.  Some  of  that  is  being  reinvested 
in  government  bonds,  real  estate,  or 
hedge  funds.  But  the  largest  single 
chunk — some  $275  billion — has  gone  into 
cash  deposits  around  the  world.  "Cash 
is  king  right  now,"  says  David  Jeal,  mar- 
keting manager  at  the  Share  Center,  a 
British  retail  stockbroker. 

Yet  such  prudence  could  vastly  com- 
plicate life  for  policymakers:  Those  bil- 
lions are  not  being  channeled  back  into 
productive  investments.  "We  foresee  trou- 
ble ahead,"  says  Stephen  King,  head  of 
economics  at  hsbc  Investment  Bank  in 
London. 

Investors  just  about  everywhere  are 
bailing  out  of  equities.  And  it's  not  just 
individuals  who  have  fled  their  local  mar- 
kets. Many  insurance  companies,  pen- 
sion funds,  and  other  institution 
bringing  at  least  part  of  their  mont . 
back  home.  Europeans  pulled  about  $5,^ 


billion  from  U.  S.  markets  in  the  second 
quarter.  Americans  are  bailing  out  over- 
seas, too.  "In  times  like  this,  investors 
feel  more  secure  in  markets  they  know 
best,"  says  Lukas  Daalder,  head  of  re- 
search at  Oyens  &  Van  Eeghen,  a  bro- 
kerage in  Amsterdam. 

As  the  uncertainty  mounts,  some  in- 
stitutions have  concluded  that  they  can't 
expect  to  make  the  15%-plus  returns 
from  stocks  that  they  made  during  the 
bull  market.  Take  British  insurance  com- 
panies, which  have  typically  channeled 
up  to  70%  of  their  investments  into 
shares.  Most  are  selling  off  at  least  some 
of  them  and  moving  the  money  into  oth- 
er assets.  "A  major  rebalancing  is  taking 
place,"  says  Richard  Reid,  chief  equity 
market  economist  at  Schroder  Salomon 
Smith  Barney  in  London. 

If  the  money  being  freed  by  the  great 
stock  sell-off  went  into  other  classes  of 
equities  or  corporate  bonds,  it  wouldn't 
be  a  big  deal.  But  that's  not  the  case. 


"There  is  a  lot  of  money  out  ther 
isn't  being  invested,"  laments 
Bebear,  founder  and  chairman  of  I 
insurance  giant  Axa.  Wary  Europ 
vestors,  for  example,  are  not  even  I 
ed  by  corporate  bonds.  "Fear  and| 
are  at  extremes,"  says  William  Cv 
ham,  director  of  credit  strategy 
Morgan  Chase  &  Co.  in  New| 
"Nearly  all  traditional  valuatior 
corporate  bonds  to  be  attractrv 
spreads  continue  to  widen." 

The  trouble  with  these  huge 
ances  is  that  investors  could  eveJ 
either  do  something  dumb  with  the 
do  nothing  at  all.  First,  the  di 
There  has  been  a  noticeable  uptl 
the  volume  of  cash  flowing  into 
ty — some  $200  billion  globally, 
fueled  the  recent  boom  in  house 
especially  in  Britain  and  the  U.S| 
property  boom,  particularly  in 
is  beginning  to  look  like  a  bubblj 
could  soon  burst,  giving  many  invj 
as  big  a  shock  as  the  equity  col 
Meanwhile,  some  $29  billion  worlj 
flowed  into  hedge  funds  in  the  la 
ter.  Since  even  hedge  funds  strug 
make  decent  returns  in  this  marked 
are  driven  further  into  risky  new 
ments.  Higher  risk  is  not  what  thd 
kets  need  right  now. 

The  biggest  worry  is  that  all  tr 
isn't  being  used  productively.  Aboi 
the  pile  globally  is  going  into  r| 
market  or  highly  liquid  funds.  If  ac 
managed,  these  funds  can  earn  up 
from  certificates  of  deposit  and 
term  treasuries.  The  other  half  is  st| 
bank  deposits,  with  returns  often 
2%.  Judging  by  central  bank  stat 
tie  of  this  cash  is  finding  its  wa^ 
bank  lending.  In  Germany  comm| 
lending  has  hardly  increased  ovel 
past  six  months,  causing  some  to  I 
credit  crunch  is  on  the  way.  Cash 
king  for  investors,  but  hundreds  <| 
lions  of  dormant  dollars  and  ei 
the  last  thing  the  global  economy  il 
By  David  Fairlamb  in  Fran 


THE  GLOBAL  STOCK  SELL-OFF:  WHERE  THE  MONEY  IS  GOI 

GLOBAL      U.S.     EURO  ZONE 

SECOND  QUARTER  2002                                                                                       BILLIONS 

JAPAN    BRfl 

MONEY  GENERATED  BY  SELLING  SHARES      $785      $400       $195 

$90        $1 

AMOUNT  INTO  CASH                                   275    .    150           75 

35 

AMOUNT  INTO  REAL  ESTATE                         210        100          40 

25 

AMOUNT  INTO  GOVERNMENT  BONDS 

170 

80 

50 

20 

AMOUNT  USED  TO  REPAY  DEBT 

101 

60 

22 

4 

AMOUNT  INTO  HEDGE  FUNDS 

29 

10 

8 

6 

Data:  BusinessWeek  estimates,  based  on  data  from  Westdeutsche  Landesbank,  Schroder  Salomon  Smith  Barney,  HSBC  B I 
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You  Can  See  The 
Value  Of  AWell-Planned 
Manufacturing  Strategy. 

A  Better  Product 
Faster  For  Less. 


Build-to-order  flexibility  means  you  don't  have  to 
follow  the  leader.  You  are  the  leader. 

When  you  link  your  manufacturing  strategy  to  your  business  strategy, 

the  synergy  is  dramatic.  It  creates  a  seamless  information  environment  that's 

far  more  productive.  Allowing  you  to  move  from  build-to-stock  to  build-to-order. 

How?  Complete  Automation"'  from  Rockwell  Automation.  Everything  you 

need  to  maximize  efficiency,  reduce  inventory  expense,  increase  equipment 

availability,  and  respond  preemptively  to  changing  market  conditions. 


We  have  a  full  range  of  world-class  products  that  provide  superior 
performance  for  every  industry  and  application.  Backed  by  global  technical 

support  and  technology  partnerships.  And  an  extensive  portfolio  of  consulting 
services.  All  designed  to  help  you  deliver  quality  products,  faster,  at  lower 

cost.  By  maximizing  the  productivity  of  all  your  assets,  equipment,  and  people. 

Companies  that  view  manufacturing  as  critical  to  their  success  have 

made  us  their  automation  solutions  provider.  And  a  valuable  business 

partner.  Rockwell  Automation.  Completely  focused  on  automation. 

Completely  dedicated  to  our  automation  customer.  For  more  information,  visit 

our  web  site:  www.rockwellautomation.com. 


Rockwell 
Automation 

Copyright  ©  2002  Rockwell  Automation,  Inc.  All  rights  reserved 
A0BSCS2103-R1P 


How  do  you  cut 

customer  service  costs  without 

cutting  customers? 


Are  customer  service  costs  cutting  into  your  profits?  Do  you  know  what  to  do  about  it?  If  you're  working 
with  Business  Objects,  you'll  know.  Our  business  intelligence  software  enables  you  to  view  and  analyze  every 
aspect  of  your  customer  service  operation.  Which  means  you'll  have  the  intelligence  you  need  to  reduce  your 
customer  service  costs.  Without  it  costing  you  customers.  To  learn  more,  visit  www.businessobjects.com/profit 
and  register  for  our  free  online  seminar  "Using  Business  Intelligence  to  Increase  Profits."  Or  call] 
Business  Objects,  the  world  leader  in  business  intelligence  software,  at  1-800-527-0580  ext.  36. 


BUSINESS  OBJECTS' 

Business  Intelligence.  If  you  have  it,  you  know' 


rwwtwumww 


iternational  Outlook 
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UNA:  WILL  JIANGS  POWER  PLAY 
ET  OFF  POLITICAL  UNREST? 


vas  supposed  to  be  the  most  orderly  transfer  of  power  in 
ana's  modern  history.  In  a  scenario  planned  years  ago  by 
an-paramount  leader  Deng  Xiaoping,  President  Jiang 
n  was  to  step  down  as  General  Secretary  of  the  Chinese 
nunist  Party  at  the  16th  Party  Congress  this  fall.  Hu 
o,  vice-president,  head  of  the  Communist  Party  School 
me  of  Deng's  anointed,  would  then  take  Jiang's  place  as 
r  chief  and,  next  spring,  as  President, 
t  now,  rumors  are  swirling  that  Jiang  wants  to  hang  on 
wer — and  he's  wooing  party  leaders  for  their  backing, 
this  turn  of  events,  the  party's  annual  summit  now 
ng  under  way  at  the  seaside 
1  of  Beidaihe  assumes  tremen- 
significance.  "This  meeting  will 
ucial  in  shaping  the  final  lineup" 
lina's  leadership,  says  Kenneth 
rthal,  a  China  expert  who  ad- 
the  Clinton  Administration, 
ing,  76,  longs  to  ensure  for  him- 
i  top  place  in  Communist  Party 
ry  books,  alongside  Mao  Zedong 
Deng.  Observers  say  he  wants 
time  at  the  top  to  oversee  his 
ies  of  strengthening  China's  re- 
ns  with  the  rest  of  the  world, 
nng  Taiwan  back  closer  to  the  " 
land,  and  integrating  China  into  the  global  economy.  He 
wants  to  make  his  philosophy  for  expanding  the  party's 
—a  theory  known  as  the  "Three  Represents" — part  of 
ese  doctrine.  "He  is  looking  to  hold  onto  a  maximum 
jnt  of  power,"  says  a  Western  diplomat  in  Beijing, 
le  risk  is  that  by  preserving  a  powerful  role,  Jiang  could 
the  party  between  mostly  older  cadres  who  support 
vs.  those  officials — both  younger  and  older — who  want 
I  to  step  down  so  a  new  generation  can  take  the  reins, 
ough  these  factions  wouldn't  largely  disagree  over  policy, 
hting  could  destabilize  the  country  as  it's  facing  key 


RIVALS:  Hu  Jintao  and  Jiang  Zemin 


challenges.  At  worst,  analysts  say,  China  could  end  up  with  a 
divided  government  at  a  time  when  impoverished  farmers, 
unemployed  workers,  and  others  who  feel  victimized  by  re- 
forms are  taking  to  the  streets.  "You  could  end  up  with  a  pro- 
longed period  of  social  and  political  unrest,"  Lieberthal  says. 
No  matter  what  unfolds  at  Beidaihe,  Jiang  will  have  to  give 
up  the  presidency  next  year.  China's  constitution  limits  the 
President  and  Premier  to  two  terms.  But  sources  say  Jiang  is 
looking  into  staying  on  in  the  post  of  General  Secretary  or 
kicking  himself  upstairs  to  become  party  Chairman — a  post 
eliminated  after  Mao's  rule.  Jiang  may  try  some  horse-trading 

at  Beidaihe.  One  idea  making  the 
rounds  is  that  he  will  back  the  can- 
didacy of  Luo  Gan  for  the  powerful 
seven-member  Politburo  Standing 
Committee.  Luo  is  the  protege  of 
Li  Peng,  74,  the  hard-line  chief  of 
the  National  People's  Congress  who 
is  supposed  to  step  down.  With  Luo 
in  his  new  post,  Li  would  still  have 
influence:  As  payment,  Li  would 
likely  back  Jiang's  bid  to  stay  on. 
Analysts  say  Jiang  aims  to  stack 
the  Standing  Committee  with  sup- 
porters. He  is  expected  to  keep  his 
""  post  as  chief  of  the  military. 
With  all  the  maneuvering  going  on,  the  Party  Congress, 
originally  expected  in  September,  could  be  postponed  until 
November.  Meanwhile,  observers  are  watching  the  ever-cau- 
tious Hu,  who  is  likely  to  count  on  the  support  of  other 
leaders  in  his  quest  to  become  General  Secretary  as  well  as 
President.  One  ally  may  be  Li  Ruihuan,  68,  a  Standing  Com- 
mittee member  and  longtime  Jiang  adversary.  The  coming 
days  could  show  whether  Jiang  follows  the  late  Deng's  wish- 
es and  relinquishes  power  gracefully — or  tilts  China  into  a  pe- 


riod of  political  uncertainty. 


By  Dexter  Roberts  in  Beijing 


GLOBAL  WRAPUP 


ILL  BERLUSCONI  SELL? 


Pressure  is  mounting  on  Italian 
ime  Minister  Silvio  Berlusconi  to 
1  some  of  his  media  holdings  and 
rt  of  state-owned  broadcaster  rai. 
Aug.  23,  Italian  President  Carlo 
eglio  Ciampi  called  for  new  laws  to 
Iress  the  country's  excessive  media 
icentration  and  guarantee  "pluralism 
A  impartiality."  That  was  seen  as  a 
nal  of  Ciampi's  concern  about 
rlusconi's  near-monopoly  in  Italian 
vate  TV  through  his  family's  control 
$2.5  billion  broadcaster  Mediaset. 


Thanks  to  his  parliamentary  major- 
ity, Berlusconi  also  effectively  controls 
state-owned  TV.  While  a  bill  on  Berlus- 
coni's conflict  of  interest  is  moving 
through  Parliament,  it  doesn't  require 
asset  sales.  Ciampi  has  the  authority 
to  send  the  bill  back  for  revisions. 

A  SHAKY  PEACE 

►  Rising  street  violence  between 
Protestants  and  Catholics  in  Northern 
Ireland  puts  Britain's  Tony  Blair  in  a 
nasty  bind.  The  province's  First  Minis- 
ter, David  Trimble,  is  pressing  him  to 
bounce  Sinn  Fein,  the  Irish  Republican 


Army's  political  wing,  from  the  local 
government  to  punish  republican  sym- 
pathizers for  fighting.  But  Blair  is  like- 
ly to  reckon  that  such  a  harsh  mea- 
sure could  jeopardize  the  overall 
peace.  That  increases  the  possibility 
Trimble  will  resign,  as  he  has  twice 
before,  paralyzing  local  government. 

Meanwhile,  Trimble  warns  that  Ian 
Paisley's  Democratic  Unionists,  who 
oppose  the  Good  Friday  peace  pact, 
and  Sinn  Fein  could  become  the  domi- 
nant parties  in  the  province's  assembly 
after  next  May's  elections.  That  would 
bog  down  the  government  even  more. 
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COMMENTARY 


By  Timothy  J.  Mullaney 


AMAZON  IS  ALL  GROWN  UP,  EXCEPT  FOR  ITS  ACCOUNTING 


It  has  been  a  fun  debate,  but  it's 
just  about  over  The  numbers  make 
it  increasingly  clear  that 
Amazon.com  Inc.  is  out  of  the  woods. 
On  July  23,  Amazon  said  second-quar- 
ter sales  surged  21%  to  $806  million. 
Operating  cash  flow  was  $4.6  million, 
and  its  net  loss  came  in  at  $94  million, 
44%  less  than  the  same  quarter  in 
2001.  Amazon  probably  won't  make 
money  this  year  under 
generally  accepted  ac- 
counting principles 
(gaap) — a  second-quarter 
currency  adjustment  of  $71 
million  took  care  of  that — 
but  true  profits  will  almost 
certainly  arrive  in  2003. 

So  why  don't  more  peo- 
ple believe  in  Amazon? 
Frankly,  it's  the  company's 
own  fault.  Years  of  argu- 
ments over  Amazon's 
accounting  have  left  the 
online  retailer  with  a 
dodgy  reputation,  in  a 
market  where  credibility  is 
everything.  Since  1999, 
there  have  been  at  least 
three  federal  inquiries  into 
Amazon's  practices,  and, 
though  it  hasn't  had  to  pay 
any  fines  or  make  restate- 
ments, that  has  hurt  Ama- 
zon's image.  There  is  a  so- 
lution. It's  time  for 
Amazon  to  banish  two  of 
ceo  Jeff  Bezos'  favorite 
words:  pro  forma. 

Why  is  it  so  important 
for  Amazon  to  dump  pro 
forma  earnings?  Now,  with 
Net  companies  fighting  for 
credibility  and  investors 
skittish  about  all  stocks, 
Amazon  needs  to  play  the  role  of  in- 
dustry statesman.  Because  of  mis- 
trusted pro  forma  accounting,  most 
people  think  truly  profitable  Web 
companies  are  rare.  In  reality,  more 
than  50  of  the  roughly  200  public  In- 
ternet companies  make  GAAP  profits 
now,  and  others  will  follow  soon.  Back 
in  Amazon's  early  days,  before  Enron 
and  Worldcom,  pro  forma  may  have 
been  a  reasonable  standard  to  judge 
nascent  companies  whose  investments 
needed  time  to  pay  off.  But  now 


Amazon,  like  other  dot-coms,  must 
understand  that  trust  is  worth  more. 
Amazon  took  a  big  step  in  that  direc- 
tion on  July  23  when  it  became  the 
first  Net  company  to  say  it  would  ex- 
pense new  stock  options.  By  embrac- 
ing gaap,  Bezos  can  finish  the  job. 

Bezos  has  argued  against  project- 
ing Amazon's  GAAP  results  because 
those  are  affected  by  currency  and 


AMAZON 


CD 


«*dCO  D  CD 


1    hHp://www.amazor),com/financialstat»ment/fulldisclosure? 


Jeff  Bezos  will  get  more  credit  if  he 
drops  pro  forma  from  his  routine 


stock  market  moves  he  can't  control. 
"For  me  to  predict  gaap  earnings 
would  require  me  to  predict  our  stock 
price,  which  I'm  not  about  to  try  to 
do,"  he  says.  Indeed,  the  rising  euro 
and  an  increase  in  Amazon's  stock 
price  hurt  the  company's  financial  re- 
sults in  the  second  quarter.  Amazon 
recalculates  the  dollar  value  of  its 
euro-denominated  debt  each  quarter, 
and  those  obligations  rose  by  $71  mil- 
lion this  time.  The  cost  of  stock  op- 
tions was  $23  million  because  employ- 


ees exercised  their  options  when 
Amazon's  stock  rose.  But  Amazon 
can — and  does — explain  those  issue| 
on  its  GAAP  cash-flow  statement.  It 
doesn't  need  the  pro  forma  crutch. 

Amazon  can  afford  to  give  pro  fol 
ma  a  rest.  Besides  the  currency  ancj 
stock  adjustments,  the  difference  bt| 
tween  pro  forma  and  real  net  incon 
is  getting  tiny.  Amazon's  amortizatid 
expense  is  down  to  $1.3 
million  a  quarter  from 
million  a  year  ago.  Even  J 
stock  compensation  expel 
es  of  $34  million — mostly 
stock  options — aren't  mu-f 
considering  Amazon's  $L 
billion  in  sales.  And  the 
justments  will  get  smallej 
still  as  options  expire  ant 
depreciation  falls  more. 

A  clean  break  would  lj 
Amazon  focus  even  mor 
attention  on  its  surpr 
ly  clear  path  to  profits 
from  here.  Costs  are 
falling  faster  than  prom-| 
ised,  and  sales  growth- 
21%  so  far  this  year — ha  | 
picked  up  from  2001.  Ma  | 
Rowen  of  Prudential 
rities  Inc.,  who  rates 
zon  a  hold,  says  it  will 
make  $51  million  net  in 
2003,  even  if  sales  growt ! 
slips  to  10%.  From  there 
things  should  accelerate  .] 
Amazon  pumps  more  bv 
ness  through  the  same 
warehouses.  With  real 
numbers  like  that,  why 
fool  with  pro  forma? 

Jeff,  if  your  foot  hurts,  i 
stop  shooting  it.  Next 
quarter,  say:  "111  make  X| 
for  the  year  under  GAAP" — pick  a 
number,  or  a  range  to  allow  for 
bounces  in  your  stock  and  the  euro. 
Skip  pro  forma.  A  recent  Harvard 
University  study  shows  the  stocks  i 
companies  that  followed  best  corpo- 
rate practices  beat  the  pants  off  cov 
boys  in  the  1990s.  It'll  be  more 
in  this  decade,  and  a  white  hat  meai 
GAAP  accounting  now. 

Mullaney  covers  technol 
and  final 
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what  if. 


■■■■  I  / 


Spring  2000  -  a  14-mile  pipeline  and  six  months  stood  between 
the  Midwest  and  a  repeat  ot  the  previous  summer's  blackouts. 

14  miles  of  pipe  and  14  miles  of  regulations, 

governing  everything  from  road  crossings  to,  believe  it  or  not,  bats. 
Specifically  -  endangered  Indiana  Bats.  They  roost  in  trees. 

There's  a  short  window  when  you  may  disturb  their  habitat. 

Miss  it  -  you  wait  a  year. 
The  competition  said,  "not  enough  time."  We  said,  "what  if?" 

What  if  we  approached  the  problem  with  our  unique  source  of  power? 
The  power  of  can  do.  Of  not  believing  in  no. 
Six  short  months  later,  the  regulatory  agencies  in  two  states  were  impressed. 
The  bats  were  happy.  And  the  Midwest  was  cool. 


Duke 
'Energy® 

we  generate  what's  next 


can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 


Information  Technology 


THE  INTERNET 


CAN  MSN  PLAY  DAVID 
TO  AOL'S  GOLIATH? 

It's  still  a  distant  No.  2  in  market  share,  but  opportunity  knocks 


Taped  onto  a  stop  sign  on  Microsoft's 
Redmond  (Wash.)  campus  is  a  piece 
of  paper  bearing  three  letters:  AOL. 
The  message:  Stop  America  Online  Inc. 
After  trailing  aol  for  years,  Microsoft  is 
mobilizing  to  steal  market  share  from 
the  top  dog  in  cyberspace.  It's  rolling 
out  a  new  version  of  MSN,  gearing  up 
for  the  switch  to  broadband  Internet 
access,  and  signing  up  new  customers  at 
a  rate  of  over  6,000  people  a  day.  Says 
vice-president  Yusuf  Mehdi:  "We've  nev- 
er been  in  a  better  situation  to  bring 
some  heat  to  America  Online." 

Considering  the  turmoil  at  aol  Time 


MSN'S  OFFENSIVE 


SERVICE  A  new  upgrade  this  fall 
will  include  such  bells  and  whistles 
as  photo  editing,  user-friendly 
spam  filters,  and  parental  ^A       t 

controls  v 

PRICE  MSN's  monthly 
dial-up  runs  $21.95,  vs. 
AOL's  $23.90,  while  broadband 
access  runs  $39.95 — $5  less 
in  AOL 

EASE  A  recent  marketing 
campaign  offers  a  simple 
way  for  AOL  customers  to  switch 
over  to  MSN 


scribers  surged  34%  over  the  past  12 
months.  And  analyst  Ken  Kiarash  of 
the  Buckingham  Research  Group  pre- 
dicts it  will  jump  another  26%  over  the 
next  year. 

It's  an  awkward  time  for  aol  to  be 
playing  defense.  An  accelerating  switch 
to  broadband  Internet  access  could  re- 
shape the  landscape.  Analysts  expect 
broadband  users  to  triple  to  32  million 
between  now  and  2005.  Meanwhile,  dial- 
up  Internet  access  is  expected  to  stall 
this  year  at  54.4  million  households  and 
then  decline,  according  to  researcher 
Yankee  Group.  Unless  aol  can  convince 


ONLINE  WARS 


With  MSN  8  due  out  in  the 
crosoft  will  for  the  first  time 
leg  up  on  aol  in  features  and 
The  new  version  offers  photo 
and  the  Encarta  digital  encyclop 
things  aol  doesn't  have — as 
improved  parental  controls  and 
mail  filters.  "If  you  look  at  AC 
ture  by  feature,  aol  isn't  as 
says  analyst  Charlene  Li  of 
Research  Inc.  To  make  that 
consumers,  Microsoft  pints 
price  promotions  again*-' 
series  of  "Pepsi  vs.  Cok< 
advertisements. 

Still,  aol  denies  that  it's  vuln| 
The  company  plans  on  launching 
improved  service  this  fall.  While 
won't  divulge  all  the  details, 
the  new  aol  will  contain  manyj 
same  innovations  as  MSN  8,  pk 
goodies  such  as  Google  search, 
rate  version  of  aol  tuned  to 
broadband  connections  is  due  oi 
this  year,  aol  spokesman  John 
scoffs  at  Microsoft's  aspirations, 
checked,  at  its  peak,  18  people  s\ 


AOL'S  COUNTERATTACK 


UPGRADES  This  fall,  the  m; 
leader  will  roll  out  its  own 
improved  version,  which  will 
^^    include  new  functions  similar  to 

^P    MSN's,  as  well  as  better  search  tc 

BROADBAND  Later  this  year, 
AOL  will  launch  a  new  broadbc 
service  that  will  allow 
improved  streaming  of 
music  and  movies 


Warner,  he's  probably  right.  The  aol 
unit's  second-quarter  revenues  dropped 
3%  from  the  same  period  a  year  ago, 
mostly  due  to  an  ad  slump,  aol,  with 
26.5  million  U.  S.  customers,  is  triple  the 
size  of  msn,  but  its  growth  of  new  sub- 
scribers has  slowed  to  13%  over  the  past 
12  months,  down  from  21%  the  previ- 
ous year.  The  July  departure  under  pres- 
sure of  chief  operating  officer  Robert  W 
Pittman,  who  had  been  the  acting  head 
of  aol,  leaves  the  unit  without  a  strong 
hand  on  the  rudder.  And  now  there's  a 
federal  investigation  into  its  accounting. 
While  aol  is  foundering,  msn  is  gain- 
ing strength.  The  number  of  msn  sub- 


customers  to  stick  with  it  when  they 
shift  to  broadband,  it  faces  a  massive 
loss  of  subscriptions. 

Microsoft  aims  to  take  advantage  of 
the  broadband  upswell.  aol  has  done  lit- 
tle to  sign  up  customers  for  broadband 
access — which  number  only  in  the  hun- 
dreds of  thousands  for  both  companies. 
But  Microsoft  in  June  began  offering  msn 
nationwide  via  broadband  telephone  lines. 
The  price  is  $39.95  a  month,  vs.  aol's 
fee  of  $44.95.  And  starting  later  this  year, 
msn  will  be  packaged  with  broadband  of- 
ferings from  Verizon  Communications, 
Qwest  Communications  International,  and 
other  telephone  carriers. 


MUSIC  AOL  is  also  counti 
a  relaunched  online  music] 
subscription  service  to  attrac 
more  users  next  year 


a  day  from  aol  to  msn.  Based  oil 
in  the  year  3000,  they  may  welj 
caught  up,"  he  says. 

But  aol  can't  afford  to  tai 
crosoft  lightly.  Time  after  timl 
software  giant  has  matched  the 
bilities  of  rival's  products  and  theif 
its  Windows  monopoly  and  its  va 
horde  to  gradually  gain  market 
If  aol  doesn't  sort  out  its  mana 
problems  and  pick  up  the  pace  oil 
vation  and  marketing,  its  namel 
be  added  to  the  long  list  of  thos| 
lost  battles  of  attrition  with  Mic 

By  Heather  Green  in  New  Yor\ 
Catherine  Yang  in  Washington 
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ProLiant  BL  e-Class  Servers 
Intel''  Pentium1  III  processors 


In  today's  constantly  changing  business  environment,  you  have  to  stay  one 
step  ahead  of  the  competition.  Wouldn't  it  be  nice  if  your  infrastructure  could 
help  get  you  there?  It  can,  with  ProLiant  server  technologies  from  HP, 
powered  by  Intel*  Pentium8  III  and  Intel  Xeon™  processors.  Reliable.  Scalable. 
Manageable.  And  built  on  industry  standards.  So  your  infrastructure  can 
adapt  to  change  just  as  quickly  as  you  do. 

HP  can  help  you  plan,  implement,  and  manage  your  infrastructure  with 
service  and  support  solutions  for  every  product,  and  every  business. 

For  more  information,  visit  hp.com/go/proliant3  or  call 
1 .800.282.6672,  option  5,  and  mention  code  TLR. 
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CHEVRON 


KAZAKHS! 


STRATEGIES 


AN  OIL  GIANT 
SPRINGS  A  LEAK 

ChevronTexaco  trails  its  peers-and  has  a  Dynegy  dilemma 


On  July  23,  Dynegy  Inc.'s  troubles 
deepened  as  the  energy  trader 
yanked  a  $325  million  bond  deal  in- 
tended to  shore  up  its  finances  and  cut 
its  cash  flow  expectations.  With  gas  and 
power  prices  low  and  plenty  of  debt  on 
its  books,  the  company's  $800  million 
cash  hoard  has  been  declining  quickly. 
The  bad  news  drove  the  stock  down 
64%,  to  $1.26  a  share.  And  trading  down 
along  with  it  were  the  shares  of  its 
biggest  supporter:  ChevronTexaco. 

For  ChevronTexaco  Corp.,  which 
owns  a  26%  stake  in  the  company,  the 
questions  raised  by  Dynegy  run  deep. 
Most  immediately,  it's  unclear  what  will 
happen  to  its  $2.8  billion  investment, 


especially  if  the  trading  house  does  run 
out  of  cash.  That  won't  imperil  Chevron- 
Texaco, but  it  heightens  questions  about 
ceo  David  J.  O'Reilly's  decision  last  win- 
ter to  pump  an  additional  $1.7  billion 
into  the  troubled  concern. 

More  pressing  are  the  questions  the 
Dynegy    debacle    is 

raising  about  manage-  C  ll  6  V  T  0  flTGXd  C 0 
ment's  judgment.  At  a 
time  when  ChevronTexaco  must  con- 
vince analysts  and  investors  that  a  much 
bigger  and  more  complicated  bet  will 
pay  off — the  $38  billion  merger  of 
Chevron  and  Texaco — support  is  eroding 
fast.  'Teople  are  beginning  to  say  these 
guys  are  not  as  shrewd  or  as  good  as 


we  thought,"  says  Fadel  Gheit,  a  j 
energy  analyst  at  Fahnestock 
"Dynegy  definitely  took  some  si 
of  the  stock." 

Last  fall,  when  oil  giant  CI 
Corp.  tied  the  knot  with  Texacd 
little  of  this  could  have  been  expj 
Dynegy  was  then  seen  mainlj 
smart  doorway  into  the  energy 
business.  At  the  time,  the  usuallj 
spoken  O'Reilly  boasted  confider| 
the  benefits  the  merger  would 
With  $100  billion  in  revenues,  O^J 
promised,  ChevronTexaco  Corp. 
be  positioned  for  stronger  financj 
turns  than  could  be  achieved  by 
company  separately." 

But  that  promise  has  proven 
to  keep  in  the  wake  of  Enron.  In  I 
little  less  than  a  year  later,  Ch<| 
Texaco  not  only  finds  itself  wrt| 
with  the  usual 
lems  of  a  multim 
oil  company — si 
finding  more  oil  and  gas — but 
stuck  with  the  Dynegy  burden.  Tl 
suit?  Chevron,  once  one  of  the! 
profitable  Big  Oil  companies,  hi| 
come  a  laggard. 

Its  return  on  capital  is  lowest  <l 
the  five  biggest  integrated  oil  cj 
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NEC  can  help  take  your  business  to  new  levels  of  quality,  satisfaction  and  productivity.  With  innovative  technology  from 
NEC,  you  can  migrate  your  current  network  to  converge  voice  and  data.  Advanced  IP  telephony  from  NEC  means 
information  can  be  shared.  Access  and  security  controlled.  Service  enhanced.  And  costs  reduced.  All  while  protecting 
your  investment  in  your  current  infrastructure.  It's  just  one  more  way  NEC  innovation  can  empower  competitive 
advantages  for  your  enterprise.  From  networking,  systems  integration  and  custom  semiconductor  solutions,  we 
empower  people  through  innovative  technology.  Call  1.800.338.9549  or  visit  www.necus.com. 
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nies — five  years  after  Chevron  on  its 
own  was  second-highest  (chart).  Its 
stock,  recently  at  $69,  trades  at  a  no- 
ticeable discount  to  its  peers:  14  times 
2002  expected  earnings  per  share,  vs.  16 
times  for  bp  PLC  and  17  for  Exxon  Mo- 
bil Corp.  Political  unrest  in  West  Africa 
and  a  fire  that  shut  down  production  in 
mid-July  threaten  a  critical  region  for 
the  company. 

The  merger  gave  Chevron  the  bulk 
O'Reilly  felt  was  needed  to  compete 
against  larger  rivals.  But  Texaco  had  a 
serious  shortcoming:  It  had  spent  bil- 
lions on  international  energy  projects, 
yet  was  never  able  to  boost  oil  and 
gas  production  as  profitably  as  its 
peers.  Says  O'Reilly:  "We  knew 
when  we  put  the  two  companies  to- 
gether the  combined  returns  would 
be  lower.  The  great  opportunity  is 
to  capture  the  synergy  between  the 
two  businesses."  He  says  that  is  al- 
ready happening.  He  expects  his 
big  exploration  projects  to  pay  off, 
while  he  slashes  at  costs  during  the 
integration. 

O'Reilly  has  begun  ChevronTexa- 
co's  turnaround  with  some  aggres- 
sive cost-cutting.  Chevron  and  Tex- 
aco had  overlapping  facilities  in  14 
major  producing  areas  worldwide. 
At  an  investors'  meeting  in  mid-  I 
June,  O'Reilly  said  the  company's  I 
expected  savings  from  the  merger  I 
would  increase  to  $2.2  billion  a  year  I 
by  April,  2003,  nearly  double  origi- 
nal estimates.  O'Reilly  is  also  cut-  I 
ting  capital  spending  by  22%,  to  $9.4  I 
billion  this  year.  All  told,  it  should 
boost  the  company's  return  on  capi- 
tal two  or  three  percentage  points, 
bringing  it  more  in  line  with  peers. 

Then  comes  the  second  stage  of 
O'Reilly's  strategy.  Starting  in  2004, 
he  expects  new  oil  and  gas  projects 
to  give  the  company  the  sort  of 
boost  Chevron  got  in  the  '90s  from 
its  9-billion-barrel  Tengiz  field  in 
Kazakhstan.  But  to  nudge  growth  of 
oil  and  gas  revenues  beyond  the  1% 
increase  he's  projecting  for  this  year 
and  next,  O'Reilly  needs  to  get 
lucky.  Part  of  his  cost-cutting  binge 
includes  reduced  spending  on  ex- 
ploration. What  he  is  spending  will 
be  focused  on  three  key  areas:  More 
than  half  of  ChevronTexaeo's  $650  mil- 
lion exploration  budget  will  be  spent  in 
the  Gulf  of  Mexico  and  in  the  waters  off 
Brazil  and  West  Africa. 

All  three  regions  carry  big  risks. 
Chevron  and  Texaco  each  got  a  late 
start  in  the  Gulf  of  Mexico,  notes 
Richard  G.  Gordon,  an  analyst  at  John 
S.  Herold  Inc.,  an  oil  and  gas  invest- 


ment firm.  Even  after  the  merger, 
ChevronTexaco  still  trails  BP,  Royal 
Dutch/Shell,  and  ExxonMobil  in  ex- 
pected production  from  the  gulf.  No 
foreign  company  hassyet  had  a  major 
new  field  come  on  line  in  Brazilian  wa- 
ters. And  while  ChevronTexaco  has  had 
some  success  in  West  Africa,  the  re- 
gion has  become  a  headache  recently.  In 
mid-July,  hundreds  of  women  occupied 
the  company's  Escravos  crude-oil  dis- 
tribution facility  in  Nigeria,  demanding 
the  construction  of  schools,  clinics,  and 
water  systems.  The  protests,  which  co- 
incided with  an  unrelated  fire  that  shut 
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down  production,  underscored  the  diffi- 
culties of  doing  business  in  a  country 
where  local  villagers  have  long  felt  they 
aren't  sharing  in  the  nation's  oil  riches. 
Meanwhile,  O'Reilly's  commitment  to 
Dynegy,  in  which  Chevron  first  acquired 
a  stake  in  1996,  continues  to  confound 
Wall  Street.  Despite  the  demise  of  Dyn- 
egys  online  trading  operation,  O'Reilly  is 
confident  that  there  will  always  be  op- 


portunity in  linking  buyers  and 
electricity  and  natural  gas.  The 
government,  after  all,  has  dere| 
much  of  the  utility  business  in  t! 
20  years,  aDowing  a  freer  mar' 
tween  big  users  and  producers. 
Dynegy  markets  all  of  Chevron1 
U.  S.  natural  gas  production. 

But  the  collapse  of  Enron  G 
been  bad  news  for  all  energy 
and  Dynegy  shares  have  falle 
than  90%  on  concerns  of  trad: 
accounting  shenanigans.   F 
chance  of  serious  damage  to  C 
Texaco,  even  if  it  has  to  write 
its  $2.8  billion  Dynegy  inve: 
But   some   wonder  why 
hasn't  done  so  already.  Fahn 
Gheit  estimates  that  a 
would  erase  $2.75  from  its 
ue  per  share,  minor  compar 
the    $26   a   share    the    sto 
dropped  since  early  October, 
on  concerns  about  Dynegy. 
What  worries  Wall  Street 
that  O'Reilly  might  sink  more 
into  Dynegy  or  buy  it  outrigh 
would  lower  ChevronTexaeo's 
and  could  also  bring  legal  lia 
stemming  from  the  Californi; 
tricity  crisis.  O'Reilly  says  he 
decided  which  course  to  take 
whole  sector  is  struggling,  but 
is  a  business  there,"  he  says, 
not  sure  how  it's  going  to  plaj; 

O'Reilly's  image  on  Wall 
remains  as  unclear  as  Chevrd 
aco's  future  with  Dynegy.  The 
a   department   store   mana 
Dublin,  Ireland,  O'Reilly  gra 
from  University  College  then 
a  chemical  engineering  degre 
joined    Chevron    California 
away.  He  made  his  mark  ru 
its  troubled  refining  operation 
mid-1990s.  By  focusing  on  a  fe 
areas,  like  safety  and  custome 
vice,  he  helped  boost  refining 
from  $75  million  in  1995  to 
lion  three  years  later. 

As  ceo,  however,  O'Reilh 

yet  to  spell  out  a  management 

that  defines  ChevronTexaco.  E 

Mobil's  Lee  R.  Raymond  is  se 

the  strong,  silent  bull  that  al 

delivers  industry-leading  ret 

At  BP,  John  Browne's  rep  is  th 

an  environmentally  sensitive  \isic 

When    asked    what    ChevronTe 

stands  for,  O'Reilly  says:  "We  ar 

company  that  delivers  on  its  con' 

ments."  Wall  Street  is  saying  tha 

livery  seems  a  long  way  off. 

By  Chiistopher  Palmeri  in  Xeic 
with  Stephanie  Anderson  Fore. 
Dallas 
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hear  our  company  now  has  real-time 
wireless  access  to  all  our  critical 
hetwork  data,  like  customer  files. 


Imagine  how  successful  we 
could  have  been  with  that  kind 
of  network  access. 


What's  a  network? 
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|  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
il-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business. 
e.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
al  wireless  network  designed  specifically  to  carry  both  voice  and  data.  Call  toll  free 
NEXTELC,  or  visit  nextel.com/WBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 
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Snapping 
at  Each  Other? 


If  there's  one  thing  every 
company  doing  business  on  a 
global  scale  wants  to  avoid,  it's 
the  delay  cost  and  uncertainty  of 
litigation  in  a  foreign  court. 

That's  why  more  and  more 
companies  entering  into  cross- 
border  agreements  are  turning  to 
the  International  Centre  for  Dispute 
Resolution5"  a  division  of  the  American 
Arbitration  Association,  for  assistance 
in  drafting  conflict  resolution  clauses. 

So  when  conflicts  arise,  parties  can 
turn  to  our  experienced  case  managers 
and  expert  neutrals,  utilizing  our 
internationally  recognized  rules  and 
procedures,  to  resolve  the  issues  in  a 
timely,  fair  and  non-litigious  manner. 

For  more  information  on 
international  dispute  resolution 
services  that  take  the  bite  out  of 
even  the  most  complex  cross-border 
dispute  call  1-800-311-3799  or  visit  us 
from  anywhere  around  the  globe  at 
www.adr.org. 
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COMMENTARY 


By  Peter  Coy 


IE  AIRLINES:  CAUGHT  BETWEEN  A  HUB  AND  A  HARD  PLACE 


ost  of  the  big  U.  S.  airlines  are 
getting  their  wings  yanked  off. 
And  it's  not  just  because  of  the 
^rmath  of  September  1 1  or  the 
■nomic  slowdown.  In  a  June  meet- 
with  Wall  Street  analysts,  Ameri- 
i  Airlines  ceo  Donald  J.  Carty 
i:  "Everybody  knows  the  indus- 
's  current  pricing  model  is  badly 
tken.  Many  of  our  customers  feel 
though  they're  being  cheated.  It's 
,ar  that  something  dramatic  needs 
be  done." 
One  critical  problem: 

treacherous  economics 
'the  carriers'  far-flung 
!;works,  in  which  dozens 
"spoke"  cities  are 
"ved  through  a  handful 
"hub"  airports.  In  good 
les,  hubs  enable  the  air- 
es to  provide  frequent 
nice  to  many  cities 
th  short  layovers.  But 
?  hub-and-spoke  net- 
>rks  of  United  Airlines, 
nerican  Airlines,  Delta 
r  Lines,  and  other  big 
rriers  are  enormously 
pensive  to  run — and 
siness  travelers  seem 
longer  willing  to  pay 
e  high  ticket  prices  that 
ike  them  viable. 
Change  won't  be  easy, 
hub  airlines  cut  back 
o  much,  they  will  sur- 
nder  the  one  advan- 
ce— service — they  have 
er  discount  point-to- 
»int  carriers,  such  as 
mthwest  Airlines  Co. 
lys  Peter  P.  Belobaba, 
i  aeronautics  professor  at  Massa- 
tusetts  Institute  of  Technology:  "It's 
'ry  difficult  to  incrementally  dis- 
antle  a  hub." 

The  hub  airlines'  troubles  have 
orrisome  implications  for  other  fi- 
incially  stressed,  deregulated  indus- 
ies  that  have  high  fixed  costs,  such 
i  telecom  and  electric  utilities.  In 
ich  industry,  serving  additional  cus- 
mers  is  cheap  once  a  network  is  in 
lace.  But  price  wars  are  endemic, 
irlines,  which  were  deregulated  in 
^78,  have  made  some  money  by  of- 
'ring  business  travelers  the  high- 


frequency  connections  they  want,  al- 
beit at  a  high  price.  But  if  corporate 
purchasing  departments  are  balking, 
it's  not  a  good  sign  for  the  other 
high-fixed-cost  industries  that  have 
been  looking  to  boost  profits. 

In  many  ways,  hubs  are  a  great 
idea.  A  point-to-point  airline  could 
never  make  money  on  frequent  serv- 
ice between,  say,  Syracuse  and  Rich- 
mond. But  a  hub  airline  can,  by  rout- 
ing passengers  through  Newark  or 
Detroit.  It's  easy  for  hub  airlines  to 

THE  TOUGH  ECONOMICS 
OF  HUB-AND-SPOKE  AIRLINES 


TOO  EXPENSIVE  Requires  lots  of  gates,  staff,  and 


to-point  crews  do  because  they  have 
to  wait  for  connecting  flights.  Hub 
airlines'  labor  costs  wouldn't  seem  so 
high  if  they  got  more  hours  of  useful 
work  out  of  their  employees. 

The  necessity  of  charging  high 
fares  makes  hub  carriers  vulnerable 
to  attack  from  both  above  and  below. 
Some  high-paid  business  travelers 
are  turning  to  private  jets,  while  the 
budget-conscious  are  switching  to 
low-fare  airlines,  including  point-to- 
point  carriers.  "What  was  a  competi- 
tive advantage  in  the 
'90s — hubbing — is  becom- 
ing a  competitive  disad- 
vantage," says  Bert  Wine- 
miller,  ceo  of 
Houston-based  pros  Rev- 
enue Management,  which 
sells  fare-setting  software 
to  airlines. 

Hub-and-spoke  systems 
will  never  disappear  entire- 
ly, because  only  they  can 
provide  frequent  flights  to 
many  cities  with  short  lay- 
overs. Even  Southwest's 
chief  financial  officer,  Gary 
C.  Kelly,  says:  "I  would 
concede  that  our  approach 
is  a  niche  approach." 

But  the  hub  airlines 
can't  continue  business  as 
usual.  To  save  money,  they 
are  likely  to  spread  their 


planes  to  achieve  good  connections  flights  out  instead  of 


con- 


OVERDEPENDENT  ON  BUSINESS  TRAVEL  Needs 
high-fare  business  passengers  to  justify  expense  of  hubs 

HARD  TO  SCALE  BACK  Cutting  service  can  render 
hubs  unattractive  to  business  travelers 


fill  flights  out  of  smaller  cities  be- 
cause their  planes  carry  passengers 
bound  for  anywhere  in  the  world — 
not  just  one  destination,  as  with  a 
point-to-point  airline. 

But  the  blanket  coverage  comes  at 
a  price.  To  minimize  layover  times, 
hub  airlines  schedule  lots  of  flights  to 
arrive  and  depart  within  narrow  win- 
dows of  time  called  "banks."  That  re- 
quires leasing  many  gates  and  hav- 
ing lots  of  ground  crew,  who  are  idle 
between  banks.  Also,  planes  and 
their  expensive  flight  crews  spend 
more  time  on  the  ground  than  point- 


centrating  them  in  banks, 
thus  lengthening  layovers. 
In  the  longer  run,  airlines 
will  merge  and  close  hubs. 
"There  will  be  less  service, 
and  it  will  be  less  conven- 
ient to  travel,"  predicts  Robert  Cran- 
dall,  the  ex-chief  of  American  Airlines, 
who  created  some  of  the  first  hubs. 
American  is  already  experimenting  in 
Chicago  with  scheduling  flights  more 
evenly,  cutting  congestion  by  building 
in  longer  layovers. 

Corporate  America's  travel-and-ex- 
pense  accounts  have  paid  for  an  im- 
pressive system  of  air  transportation. 
As  expense  accounts  shrink,  airlines 
are  the  first  losers.  But  the  ultimate 
victims  will  be  the  traveling  public. 

With  Wendy  Zellner  in  Dallas 
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Legal  Affairs 


COMMENTARY 


By  Dan  Carney 


DON'T  TOSS  THIS  STOCK-FRAUD  LAW.  JUST  FIX  IT 


When  Congress  made  it  harder 
to  sue  companies  for  stock 
fraud  in  1995,  critics  predicted 
catastrophe.  The  new  law,  said  Sena- 
tor Joseph  R.  Biden  (D-Del.),  would 
"give  corporations  a  license  to  He." 
Added  Representative  John  D.  Din- 
gell  (D-Mich.):  "It  would  encourage 
the  worst  kind  of  misbehavior  by 
people  of  great  wealth." 

Now,  Biden  and  Dingell  are  lead- 
ing the  "I-told-you-so"  caucus.  Along 
with  consumer  groups,  plaintiffs'  at- 
torneys, and  a  growing  contingent  of 
fellow  legislators,  they're  calling  for 
the  repeal  of  the  Private  Securities 
Litigation  Reform  Act  (pslra).  While 
there  isn't  yet  enough  support  to 
eliminate  the  law,  opposition  is  grow- 
ing with  each  new  scandal.  "We  are 
now  seeing  the  horrible  effects  that 
this  law  is  having,"  says  Representa- 
tive Bart  Stupak  (D-Mich.),  who 
sponsored  a  repeal  bill  in  February. 
But  though  it  may  be  tempting  to 
eliminate  the  pslra,  the  law  didn't 
create  the  current  mess  we're  in. 
The  threat  of  getting  sued  by  plain- 
tiffs' lawyers  has  never  been  the 
main  force  keeping  executives  in 
check.  And  in  truth,  the  pslra  has 
hardly  killed  investor  lawsuits.  Dur- 
ing the  five  years  preceding  the  pas- 
sage of  the  measure,  shareholders 
filed  948  suits.  In  the  five  after,  there 
were  935.  And  cases  filed  since  the 
law  was  enacted  have  yielded  some 
of  history's  biggest  settlements,  in- 
cluding suits  against  Cendant  ($2.8 
billion),  Waste  Management  ($456 
million),  and  3Com  ($259  million). 
Fact  is,  the  pslra  has  done  a 
pretty  good  job  of  weeding  out  abu- 
sive lawsuits  while  allowing  meritori- 
ous ones  to  go  forward.  One  of  the 
most  controversial  provisions  of  the 
law,  back  when  it  was  under  debate 
in  1995,  was  a  tPi  zaaEa*^™*^^ 


provision  raising 
the  "pleading 
standards"  for 
new  lawsuits.  It 
required  plain- 
tiffs' attorneys  to 
provide  much 
more  detail  al 
an  alleged  fraud 
before  a  judge 


would  hear  a  case.  But  rather  than 
slam  the  courthouse  doors  to  inno- 
cent shareholders,  as  critics  warned, 
this  rule  has  simply  forced  investors' 
attorneys  to  bring  better-researched 
cases.  So  the  bottom  line  is  basically 
that  executives  face  just  as  much  of 
a  threat  from  securities-fraud  litiga- 
tion as  they  did  before  the  1995  law. 

That's  not  to  say  the  pslra  is 
flawless.  At  a  time  when  investors 


are  suffering  enormous  losses,  it 
too  far  in  protecting  the  liability 
the  accountants,  lawyers,  and  fim 
ciers  who  aid  white-collar  crimina 
Under  the  pslra,  these  profess! 
are  not,  in  most  cases,  on  the  hocl 
for  the  full  amount  that  shareholq 
lose.  Rather,  they  are  only  "propc 
tionately  liable"  for  the  percentag 
losses  directly  attributable  to  th 
misconduct.  That  means  that  if 
jury  determined  that  Arthur  Anc 
sen  LLP  had,  say,  25%  of  the  resp 
sibility  for  Enron  Corp.'s  collapsel 
the  auditor  would  have  to  shell  oi 
maximum  of  only  one-quarter  of 
damages  in  a  fraud  suit — a  specia 
protection  generally  not  afforded 
elsewhere  in  the  U.  S.  legal  systej 

This  provision  may  sound  techif 
cal,  but  it  significantly  decreased 
legal  exposure  of  professionals  wlj 
play  a  role  in  the  commission  of 
fraud.  Prior  to  the  pslra,  accounlj 
ants,  lawyers,  and  investment 
bankers  faced  the  prospect  of  hol| 
the  whole  bag  if  a  company  they 
resented  went  bankrupt.  Now,  thj 
face  only  a  small  fraction  of  that 
bility  since  the  lion's  share  of  blaJ 
for  corporate  failures  is  almost  al^ 
ways  assigned  to  the  execs  mal 
the  key  decisions,  not  the  outsidej 
visers  who  help  them.  And  don't 
think  they're  not  aware  of  this  wJ 
they  give  advice.  "This  has  had  a] 
impact  on  their  willingness  to  pi 
closer  to  the  edge,"  says  Henry 
Hu,  law  professor  at  the  Univers^ 
of  Texas  at  Austin. 

Restoring  the  old  rule  would  sil 
ly  make  the  hired  hands  that  advl 
Corporate  America  take  their  waj 
dog  roles  more  seriously.  And  gi\ 
all  we  have  learned  about  corponi 
misbehavior  recently,  that's  a  musj 
But  Congress  would  draw  the  ~\ 
lesson  from 


STILL  GOING 
STRONG 

The  1995  Private  Securities 
Litigation  Reform  Act  (PSLRA) 
hasn't  hurt  investors  as 
as  opponents  claim. 


Dita;  Stanford  Law  School, 
me  Research 


THE  NUMBER  OF  CASES 
HAS  BARELY  SLOWED... 


.WHILE  SETTLEMENTS 
ARE  GROWING 


NUMBER  OF  CASES  FILED 
IN  FIVE  YEARS  BEFORE  PSLRA: 


I  NUMBER  OF  CASES  FILED 
!  IN  FIVE  YEARS  AFTER: 


recent  scandi 
and  the  historl 
the  pslra — if  [ 
decided  to  tosl 
the  legislation! 
altogether. 

Carney  col 
legal  affairs  J\ 
Washington. 
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Finance 


BONDS 


SOY 


The  1990s  saw  a  rash  of 
flawed  high-yield  bond 
projects.  Now,  that  bubfr 
is  bursting  all  over  the  I 


Bid,  a ,f| 


fees' 


When  city  officials  set  01  1 
years  ago  to  give  De& 
downtown  a  lift,  a  "ill 
class"  aquarium  looke  ? 
just  the  ticket.  Ocean  Journey  \f 
lure  1.2  million  free-spending  vis: 
year.  The  best  part:  It  wouldn' 
taxpayers  much.  Helped  by  its 
a  safe  municipal  issuer,  the  city 
nearly  $60  million  from  investc  »warj 
selling  high-yield  bonds  that  paid  Preiw 
from  the  box  office.  .  ik^" 

Alas,  for  investors,  low  out-ol  ^m 
traffic,  static  exhibits,  and  high  m  ^ 
prices  meant  the  aquarium  got  »"!1  u 
thirds  of  the  visitors  it  expect*  fame  c 
April,  Ocean  Journey  filed  for  b  the 
ruptcy  after  city  officials  declin  *''-' 
bail  it  out.  "We  decided  it  was  .  tollra 
best  interest  of  the  city  for  the  a  it-"  sa 
um  to  proceed  on  its  own,"  sayi  direci 
Gibson,  Denver's  director  for  fin  tesear 
management.  Now,  bondholders,  i:  ICo.  • 
ing  the  Delaware  Investments  anc  i  low 
nam  Investments  mutual-fund  con  fly  gf 
es,  are  holding  a  soggy  ba  t  R 
restructuring  may  avert  a  shut*  in  of 
but  at  best,  they'll  get  a  fraction  'hu 
pected  returns.  tanci 

Across  the  U.  S.,  investors  are  g  ncedf 
similar  shocks.  During  the  boc  I  gel 
record  $150  bilhon  in  high-yield  m    i 
pal  bonds  financed  a  building  sp 
aquariums,  stadiums,  toll  roads,  ai 
ment    parks,    and    housing    pro  -; 
Unlike  bonds  backed  by  state  or 
taxes,  they  had  no  claim  on  publi 
fers.  Yet  investors  disregarded  the 
because  of  tax  breaks  associated 
muni  bonds  and  the  perception  thai 
ernment  issuers  don't  default. 

Now,  this  high-yield  muni  bub 
bursting  as  the  weak  economy  re 
the  projects'  flaws.  A  few  cities 
made  revenue  bondholders  whole  i 
past — Tampa  bailed  out  its  strug 


M 


WILD  RIDE:  This  Birmingham  (Ai\ 
park  went  bankrupt  in  June 


on 
■ha 


NK  MUNIS  ARE  SAFE? 


n  in  1996.  But  most  say  they 

ipport  such  projects  now.  In 
ijll)  jveral  Alabama  communities  let 

ind,  a  three-year-old  amusement 
need  by  $90  million  in  revenue 

ile  for  bankruptcy. 

)iggest  problems  are  toll  roads. 

:0  major  ones  constructed  since 

-1990s,  nearly  half  carry  far  less 

lan  projected.  Some  $4  billion  in 

i  bonds  risk  default  over  the 
i   i  years  unless  they're  refinanced, 

s  Robert  H.  Muller,  a  municipal 

alyst  at  J.  P.  Morgan  Securities 
:   long  the  problem  roads  is  the 
-j  Uion,  16-mile  Southern  Connector 
J  ;nville,  S.  C.  Designed  to  steer 

oward  some  private  developers' 
j  I  projects,  the  road  opened  just 
recession  hit  in  February,  2001. 

detour  to  avoid  the  $1.50  toll,  so 
an  half  the  projected 
I  commuters  use  it  daily. 

lame  consultants  hired 
ss  the  projects.  "There 
tory  of  feasibility  stud- 
toll  roads  being  overly 
tic,"  says  John  J.  Halla- 

director  of  municipal 
research  for  Merrill 
&  Co.  Greenville  officials 
ie  local  economy  will 
ally  generate  the  traf- 
iit  Richard  Few  Sr., 
lan  of  Connector  2000 

which  oversaw  the 
financing  and  construc- 
oncedes  that  investors 
,'t  get  much  in  a  default. 
A  of  the  road  would  re- 
:o  the  state — not  the 
aiders. 

:istics  are  scarce,  but 
treet  pros  estimate  that 
ts  of  high-yield  mums 


says  Jeffrey  M.  Wilson,  co-ma  \ager  of 
Saybrook  Capital  LLC's  Saybr  )k  Tax- 
Exempt  Opportunity  Fund,  v  io  buys 
distressed  muni  bonds,  bet  ing  on  a 
restructuring. 

While  investors'  losses  in  risky  public 
projects  may  seem  a  pinprick  compared 
with  the  trillions  wiped  off  the  value  of 
stocks,  the  high-yield  bond  blowup  bears 
close  watching.  The  riskiest  bonds  may 
be  the  canary  in  the  coal  mine  for  the 
$1.6  trillion  municipal  bond  market.  The 
nation's  state  governments'  collective 
operating  deficit  will  likely  come  in  at 
nearly  $50  billion  in  the  fiscal  year  end- 
ed June  30,  2002,  vs.  a  $23.9  billion  sur- 
plus in  fiscal  2001.  California  faces  a 
staggering  $25  billion  deficit  in  its  2002- 
2003  budget.  This  year,  Standard  & 
Poor's  has  downgraded  New  Jersey, 
Wisconsin,  and  Colorado  debt,  and  put 


BAD 
PLANNING 


Many  projects  that  pay 
bond  investors  out  of  their 
revenues  are  in  trouble 


TOLL  ROADS  Cities  in  South  Carolina,  Florida,  and  Cali- 
fornia built  them  to  serve  real  estate  projects  of  politically 
connected  developers.  Traffic  often  misses  projections, 


four  other  states  on  negative  outlook. 
"We  think  it's  going  to  be  a  pretty  dif- 
ficult environment  for  the  states,"  says 
Robin  L.  Prunty,  a  director  at  s&p's 
public  finance  ratings  department.  "I 
see  very  little  upside." 

Unfortunately,  small  investors  don't 
see  it  that  way.  Panicked  by  their  stock 
losses,  they're  blindly  pouring  money 
into  the  perceived  safe  haven  of  muni 
bonds.  A  record  $320  billion  is  expected 
to  come  into  munis  this  year.  And  ana- 
lysts think  investors  are  becoming  less 
discriminating  about  risk  just  as  they 
should  be  on  high  alert. 

The  demand  for  all  types  of  muni 
bonds  has  raised  prices  and  lowered 
yields  across  the  board.  It  has  also  nar- 
rowed the  yield  spread  between  high- 
and  low-quality  bonds.  For  example, 
Hallacy  notes,  over  the  past  year,  yields 
"  on  10-year  California  state* 
bonds,  which  only  carry  an  A+ 
rating,  have  dropped  from  38 
basis  points  above  the  average 
yield  for  AAA  bonds  to  8  basis 
points  below  it.  The  wider  use 
of  bond  insurance  is  one  reason 
why  lower-quality  issues  carry  a 
smaller  risk  premium  than  they 
once  did.  But  analysts  also  think 
investors  are  ignoring  potential 
credit  problems. 

To  be  sure,  there  are  only  a 
few  cases  of  public  defaults  on 
investment-grade  munis — New 
York  City  in  1975  and  the 
Washington  Public  Power  Sup- 
ply System  in  1983  being  the 
most  notorious.  Governments 
can,  in  theory,  always  raise  mon- 
ey through  taxes.  Yet  analysts 
fear  that  investors,  who  mistak- 
enly believe  that  their  capital  is 
safe,  could  lose  lots  of  money  if 


are  largely  bought  by     and  road  operators  are  careening  toward  default.  issuers  are  downgraded  and  the 


funds — jumped  this 
rom  2%  to  3%  and  are 
g  up.  That  sounds  small, 
s  nearly  10  times  the  his- 
0.3%   default   rate   for 


AQUARIUMS  Denver,  Tampa,  and  Duluth,  Minn., 
among  others,  erected  aquariums  to  draw  tourists. 
The  Duluth  project  took  out  a  bank  loan  to  meet  bond 
payments  in  June.  In  Denver,  unchanging  exhibits 


prices  of  weaker  issues  plunge. 
Many  investors  are  still  des- 
perately seeking  a  safe  haven 
from  the  misery  of  the  stock 
market.  But  the  public  sector 


tream  munis  backed  by      stymJe..rePeaLbusin.ess-. can  offer  only  so  much  succor. 


"There  are  going  to  be 
grenades,  some  definite 
o  value  that  make  you 
ir  what  they  were  smok- 
hen  they  bought  this," 


HOUSING  Many  cities  underestimated  the  costs  of 
renovating  rundown  apartments  for  low-income  hous- 
ing, and  many  tenants  preferred  private  units.  Default 
rates  average  5% — 15  times  higher  than  munis  overall. 


After  all,  it's  only  as  financially 
solid  as  its  citizens.  And  most 
feel  pretty  shaky  right  now. 

By  Dean  Foust 
in  Atlanta 
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ACQUISITIONS 

POLAROID: 
A  SWEET  DEAL 

Bank  One  is  set  to  land  it 
for  a  song,  but  critics  are 
crying  foul 

Superficially,  Polaroid  Corp.  has  all 
the  market  appeal  of  one  of  its 
quaint  instant  cameras.  But  as  the 
hot  tech  company  of  the  1960s  and  70s 
emerges  from  bankruptcy,  it's  turning 
out  to  be  one  of  the  year's  best  bargains, 
with  a  trove  of  assets  that  are  going  for 
cents  on  the  dollar. 

On  June  28,  the  U.S.  bankruptcy 
court  in  Delaware  approved  the  sale  of  a 
65%  stake  in  Polaroid  to  One  Equity 
Partners,  a  private  equity 
unit  of  Chicago's  Bank  One 
Corp.,    for   $255    million. 
(Unsecured  creditors  get 
35%.)  But  Polaroid  has 
more  than  $1  billion  in  as- 
sets— including  real  es- 
tate,  art,   and   foreign 
holdings — that  are  ei- 
ther undervalued  or  not 
valued  at  all  in  filings. 

The  deal  is  a  steal 
for  OEP.  Most  of  the 
price  is  a  promise  to 
pay  off  $228  million  in 
Polaroid  debts.  The 
money    will    come 
mostly     from     the 
$215  million  in  cash 
Polaroid  held  at  the 
end   of  May.   oep 
will  only  put  in  about  $60  million 
Shareholders  get  zip,  and  many  retirees' 
checks  will  shrink  when  the  government 
takes  over  Polaroid's  pension  plan. 

oep's  first  offer  was  even  more  self- 
serving:  It  gave  unsecured  creditors, 
whom  Polaroid  says  it  owes  $887  mil- 
lion, a  mere  5%  stake.  After  the  creditors 
told  Judge  Peter  J.  Walsh  that  Polaroid 
was  doing  better  than  forecast  and  oep 
was  paying  peanuts,  oep  raised  its  offer 
to  35%. 

Still,  many  critics  want  a  new  auc- 
tion. "The  sale  is  a  scandal,"  says  Ulysses 
A.  Yannas,  an  analyst  at  Buckman,  Buck- 
man  &  Reid  Inc.,  who  doesn't  own 
shares.  A  group  of  retirees  has  asked 
Walsh  and  Mark  Kenney,  the  U.S.  bank- 
ruptcy trustee,  to  reopen  the  b; 
Kenney  says  he  has  no  plans  to  do  so. 
Unless  Walsh  reverses  himself  or  an  ap- 


peal voids  the  sale,  OEP  will  be  Polaroid's 
new  owner. 

OEP  won't  comment.  But  Polaroid 
clearly  is  no  longer  the  disaster  it  was  in 
October.  Then,  a  10-year  slide  in  instant- 
film  sales  finally  crippled  the  65-year-old 
company's  ability  to  pay  down  its  $950 
million  in  debt  and  it  declared  bankrupt- 
cy. In  the  five  months  through  May  31,  it 
earned  $16.8  million  before  interest,  tax- 
es, depreciation,  amortization,  and  re- 
structuring charges. 

The  $714  million  of  assets  Polaroid 
showed  in  its  bankruptcy  filings  were 
only  part  of  the  story.  In  its  final  quar- 
terly statement  to  the  Securities 
&  Exchange  Com 
mission  last 
year,  the  com- 
pany listed  $1.8 
billion  of  assets. 
What's  the  dif- 
ference? Polaroid 
changed  its  ac- 
counting   to    list 


OEP'S  SPOILS: 

Polaroid's 
property  in 
Norwood,  Mass. 
and  its  new  dig- 
ital photo-finish- 
big  system 


INSTANT  RICHES 

Bank  One's  purchase  of 

bankrupt  Polaroid  for 

$255  million  looks  like 

a  steal  What  the  bank  gets: 

■  $214  million  in  cash 

■  A  65%  stake  in  a  profitable 
business  and  new  printing 
technology 

■  U.S.  assets  worth  at  least 
$714  million 

■  Foreign  assets  worth  at  least 
$154  million 

Data.-  Polaroid,  bankruptcy  court  filings 


only  assets  with  book  values  it  coi 
ify,  eliminating  foreign  assets,  cro 
L.  Flaherty  said  market  vagaries 
impossible  to  do  otherwise.  Judge 
agreed,  saying  prospective  buye 
to  decide  what  the  assets  were  v 
As  a  result,  it  takes  some  si 
to  find  out  what  Polaroid  has. 
A:  Its  108-acre  property  in  Nc 
Mass.,  where  250  employees  mai 
The  bankruptcy  filing  values  it 
million,  but  the  town  of  Norwc 
praised  it  at  nearly  $34  million, 
holder  Stephen  J.  Morgan  says  th 
lie  assessments- 
Polaroid's  real  ei 
worth  $144  mill 

Foreign 
including  facte, 
China,  Mexic 
Netherlands, 
Scotland,  anc 
not  valuec 
though  P< 
said  in  its 
ing  that 
lived"  fore 
sets  were 
$154  mill: 
photo  col 
including 
by  V 
Wegman 
Ansel 
was  giv 
"undetermined"  value, 
meantime,  Polaroid  is  developing 
cost  instant  digital-printing  tech 
which  former  ceo  Gary  T  DiCamL 
could  generate  $1  billion  in  sale: 
the  next  five  years. 

Despite  its  latent  value,  Polan 
tracted  little  interest  among  the  17 
panies  investment  bankers  cont 
Eastman  Kodak  Co.  and  Fuji  Phot 
Co.  execs  visited  but  did  not  bid,  s 
close  to  the  company  say.  The  onl; 
bidder,  Deutsche  Bank,  withdrev 
sibly  put  off  by  Polaroid's  shak}  r;  I 
ness  prospects.  Instant  film  is  an 
gered  species,  with  sales  expec 
drop  for  the  foreseeable  future, 
take  millions  before  the  new  digital 
ing  technology  is  ready. 

Still,  Polaroid  retirees  and  shar 
ers  say  they're  getting  the  shaft, 
another  example  in  the  making 
day's  well-publicized  corporate 
tion  and  infectious  greed,"  retiree 
D.  Gignac,  who  claims  to  represent 
pensioners,  wrote  Judge  Walsh. 

With  so  many  high-profile  ban 
cies  under  way,  oep's  deal  proves  tl 
plenty  to  fight  over.  Even  at  the| 
unappreciated  companies. 

By  Geoffrey  Smith  in  il 
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Bright  outside.  Brilliant  inside. 


The  NEC  lineup  of  MultiSync®  CRT  and  LCD  monitors  deliver  sharp  views  and  significant  values. 
All  because  the  technology's  smarter.  We've  made  them  more  intelligent  to  make  your  computing 
more  productive  and  cost-efficient.  With  a  host  of  IT-friendly  features  that  offer  centralized  control 
and  easier  asset  management.  Plus  available  dual  digital/analog  interfaces  that  extend  the  life  of 
your  monitor  investment.  You'll  slash  energy  costs  with  innovative  power  management  features. 
And  save  space  with  streamlined  cabinets  and  smaller  footprints. 

Choose  LCDs  when  space  is  at  a  premium  and  energy  efficiency  is  critical.  Or  go  with  CRTs  for  lowest 
total  cost  of  ownership  and  great  performance.  Either  way  you  get  fatigue-free  viewing,  featuring 
precise  geometries  and  fast  refresh  rates.  With  our  wide  range  of  models  to  fit  any  application 
along  with  superior  service  and  support, you'll  see  there's  never  been  a  better  time  to  see  more 
with  NEC — a  world-class  provider  of  visual  display  solutions. 

Learn  more  at  www.necmitsubishi.com/intelligent  or  call  888-NEC-MITS. 
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Intelligent 

Intelligent  power 

Intelligent 
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ergonomics 

management 

electronics 

visual  quality 

■  Slimmer  cabinets, 

Low  power 

Enhance  produc- 

From SuperBright™ 

'  smaller  footprints 

consumption  and 

tivity  and  flexibility 

toXtraView™,NEC 

1  and  new  thinner- 

an  array  of  power 

with  centralized 

innovations  ensure 

frame  designs 

down/power- 

and  localized 

the  highest  caliber 

1  integrate  more 

saving  modes  cut 

control  features, 

picture  quality 

easily  into  all  work 

costs  and  increase 

self-diagnosing 

with  minimal 

environments 

efficiencies 

circuitry  and 

fatigue  and 

available  Ambix™ 

ultimate  color 

dual  digital/ 

accuracy 

analog  inputs 

SEE  mORE. 


MultiSync  is  a  registered  trademark,  and  Ambix,  XtraView  and  SuperBright  are 
trademarks  of  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 
©2002  NEC-Mitsubishi  Electronics  Display  of  America,  Inc.  All  rights  reserved. 
Simulated  images  in  monitors. 
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THE  BEST 
GLOBAL  BRAND 

BusinessWeek  and  INTERBRAND  tell  you  what  they're  woil 


Wireless  phones.  Consumer  electronics.  Memory 
chips.  Could  you  pick  three  tougher  lines  of  busi- 
ness to  be  in  right  now?  Somehow,  with  just  such 
a  portfolio,  Samsung  Electronics  Co.  managed  to 
more  than  double  its  profits  in  the  most  recent 
quarter,  to  $1.6  billion. 

How?  Once  a  humdrum  manufacturer  of  commodity  elec- 
tronics largely  sold  under  other  companies'  names,  South 
Korea-based  Samsung  is  reaping  the  rewards  of  moving  ag- 
gressively into  higher-end  prod- 
ucts that  carry  fatter  profit 
margins.  It  has  invested  heavily 
to  produce  cutting-edge  designs, 
from  flat-panel  TV  monitors  that 
can  '  hung  on  walls  like  paintings  to  an  elegantly  thin  DVD 
\e  company  moved  up  the  memory-chip  price  chain 
»  devices  to  video  game  makers.  And  it  became  the 
No  3  t  of  cell  phones,  with  a  premium-priced  line 

that  ndsets  with  color  screens. 

But  ju^i,  as  critical  as  the  turnover  in  product  was  the  face- 
lift Samsung  gave  its  brand.  Last  year,  it  took  a  first  stab  at 
creating  a  new  image  with  visually  arresting  ads  such  as 
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one  that  posed  an  impossibly  stylish  woman  in  blue  ms 
yellow  nail  polish,  and  ostrich  feathers  next  to  one  of  j 
monitors.  This  year,  it  plans  to  spend  $200  million  on  A 
cused  on  the  company's  promise  to  provide  a  "DigitAl 
perience."  That's  an  attempt  to  drive  home  the  link  bej 
Samsung's  new  upscale  image  and  the  lifestyle  its  cust  j 
crave,  says  Eric  B.  Kim,  executive  vice-president  for 
marketing  operations.  Says  Kim:  "This  is  our  first  atter| 
be  at  the  leading  edge  rather  than  being  a  follower." 

Now  more  than  ever, 
nies  see  the  power  of  a  si 
brand.  At  a  time  when  bal[ 
investors,  customers,  anc| 
ployees  are  questioning 
they  can  trust,  the  ability  of  a  familiar  brand  to  d-l 
proven  value  flows  straight  to  the  bottom  line.  If,  shakl 
the  plummeting  stock  market  and  concerned  about  the  [ 
rity  of  their  jobs,  consumers  start  cutting  back  on  spei| 
they're  more  likely  to  stick  with  names  they  know  the 
rely  on.  "When  a  brand  earns  our  trust,  we  not  only  rl 
our  purchases,  but  we  also  tell  all  of  our  friends  aboil 
says  David  Martin,  U.S.  president  of  New  York-ba 


Marlboro 


\nW 


^ 


"H& 


i  Corp.,  a  pioneering  brand  consultant  that  teamed  up 
'('ssWeek  to  create  our  second  annual  ranking  of  the 

iluable  global  brands. 

ds  usually  aren't  listed  on  corporate  balance  sheets, 

y  can  go  further  in  determining  a  company's  success 

ie\v  factory  or  technological  breakthrough.  That's  be- 

urturing  a  strong  brand,  even  in  bad  times,  can  allow 

fees  to  command  premium  prices.  Purveyors  of  products 
from  Budweiser  beer  to  BMW  cars  have  been  able  to 

rowing  without  succumbing  to  the 

1  pressures  of  an  intensely  promo- 

nvironment.  A  strong  brand  also 

n  the  door  when  growth  depends 

king  into  new  markets.  Starbucks 
ong  the  fastest-growing  brands, 

r  set  up  shop  in  Vienna,  one  of  Eu- 

afe  capitals,  and  says  400  of  its 
1,200  new  store  openings  this  year 

overseas. 

ort  out  which  global  brands  are 


The  World's  10 
Most  Valuable  Brands 


RANK    BRAND 


COCA-COLA 
MICROSOFT 


nomic  climate,  it's  no  surprise,  then,  that  49  out  of  the  100 
brands  on  our  list — and  7  of  the  top  10 — fell  in  value  this 
year.  That  compares  with  41  that  dropped  in  value  in  our 
2001  ranking.  Some  of  the  hardest-hit  brands  represent  in- 
dustries— telecommunications,  finance,  travel,  and  luxury 
goods — that  have  been  body-slammed  by  the  downturn. 

Take  Boeing  Co.,  whose  ambitious  brand-influencing  ef- 
forts— from  advertising  to  relocating  its  headquarters  from 
Seattle  to  Chicago — helped  put  it  on  the  list  last  year  at  $4 
billion.  But  September  11 's  devastating 
impact  on  air  travel  almost  instantly  put 
on  hold  airlines'  plans  to  expand  their 
fleets,  causing  Boeing's  hard-won  brand 
value  to  plunge  27%  this  year,  to  $3  bil- 
lion— a  billion  dollars  of  value  wiped  out. 
Still,  some  companies  compounded  the 
problems  of  a  down  economy  with  man- 
agement missteps.  AT&T  plunged  30%  in 
value,  losing  its  place  among  the  top  10 
brands.  The  company  spent  hundreds  of 


2002  BRAND 
VALUE  ($BILLI0NS) 


69.6 
64L1 


|  their  ground  and  which  are  crum-        ~. !"!*[ ?.".".£..      millions  on  aggressive,  youth-oriented  ads 

fnterbrand  and  BusinessWeek  ere-       4        GE  41  3        anc*  upgraded  the  range  of  licensed  prod- 

;  ranking  of  the  top  100  by  dollar      ■  ucts  that  bear  the  AT&T  name  in  order 

The  list  by  Interbrand,  a  unit  of       5         INTEL  30.9        to  shed  its  stodgy  Ma  Bell  image.  But  it 

pm  Group  Inc.,  is  based  on  the  idea      T        NOKIA  VX  f\       didn't  deliver  enough  exciting  new  prod- 

|rong  brands  have  the  power  to  lift       ? _._. __..      ucts  and  services  fast  enough  to  sell  cus- 

^nd  earnings.  Interbrand  attempts       f         DISNEY                        293        tomers  on  a  "new"  AT&T. 
re  out  how  much  of  a  boost  each      ■'■ Amid  the  carnage,  though,  many  corn- 
delivers,  how  stable  that  boost  is        8         MCDONALD'S               26.4        panies  found  ways  to  add  value  to  their 
(to  be,  and  how  much  those  future      "q MARI  RPRD                  0A  9        brands.  Samsung  was  easily  the  fastest- 
are  worth  today.  The  value  that      ..?. ™."*\L.P.".v" tZ'±.      growing,  its  value  rising  an  estimated  30% 

^ied  is  strictly  for  the  products  with       )Q       MERCEDES  21.0        to  $8.3  billion.  While  Coke  continues  to 

and  on  them,  not  for  others  sold  by      •"■ struggle  to  get  back  its  rhythm  in  the 

|>mpany.  Therefore,  Coca-Cola  Co.—  Data:  Interbrand  Corp.,  J.P.  Morgan  Chase  &  Co.  U.  S.,  its  sales  are  still  growing  in  the  de- 
he  top  brand  again  this  year,  with  a  veloping  world,  buttressed  by  a  strong 
approaching  $70  billion — is  ranked  just  on  those  prod-      global  marketing  effort  behind  the  World  Cup.  Thus,  Coke 

eked  out  a  1%  gain,  adding  $700  million  in  brand  value.  De- 
spite losing  some  highly  publicized  battles  in  the  courtroom 
over  its  tobacco  liability,  Philip  Morris  Cos.  saw  its  venerable 
Marlboro  brand  push  into  the  Top  10,  adding  10%  to  its  val- 
ue. The  company  used  deep  pockets  to  squeeze  rival  brands 
out  of  prime  display  positions  in  stores. 

Other  winners  exploited  their  strong  brands  by  launching 
extensions  into  new  products  and  categories.  Too  often,  new  fla- 
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irrying  the  Coke  name,  not  Sprite  or  Powerade. 
ause  Interbrand  relies  on  a  rigorous  analysis  of  cash 
(rather  than  mere  consumer  perceptions  to  calculate 
values,  changes  in  the  business  climate  or  a  category's 
nics  can  have  a  strong  impact  on  those  values.  An 
nic  downturn  can  erode  values  even  among  companies 
ave  resisted  the  temptation  to  cut  marketing  budgets, 
>rices,  or  compromise  on  quality.  In  today's  perilous  eco- 


Winners 


Samsung  used  bold  designs  to  transform  itself 

into  a  premium  seller  of  consumer  products. 

Baby  boomers,  meanwhile,  pay  Harley  top 

dollar  for  a  dash  of  rebel  independence. 


vors,  formulations,  and 
packages  wind  up  as 
barren  exercises  in 
market  positioning  that 
clog  retail  shelf  space 
while  offering  con- 
sumers nothing  truly 
different.  But  this 
year's  ranking  offers 
proof  that  the  right 
line    extensions    can 

make  a  difference.  H.J.       34 SAMSUNG 8  3 

Heinz  Co.  boosted  its       91       NIVEA  2.1 

brand    value    by   4%       46 HARLEY-DAVIDSON   6  3 
with  ingenious  ways  of 
driving  consumer  in- 


Losers 


The  telecom  debacle  cut  the  legs  out  f 

under  Ericsson  and  AT&T.  Boeing  still  h 

recovered  from  September  11,  and  Me 

Lynch  got  mauled  by  the  bear  marke 


RANK       BRAND 


2002 

BRAND 

VALUE 

(SBILLIONS) 


2001         v 

BRAND 

VALUE 

(SBILLIONS) 


%  CHANGE 


RANK      BRAND 


2002 

BRAND 

VALUE 

(SBILLIONS) 


2001 

BRAND 

VALUE 

(SBILLIONS) 


31       DELL 


9.2 


6.4 

1.8 

1.5 ' 

8.3 


+30 
+16 
+13 
+12 


71 
11 
17 
82 


ERICSSON 
FORD 
AT&T 
BOEING 


3.6 
20.4 

16.1 


7.1 
30.1 
22.8" 

4.1 


terest  in  ketchup,  from       93      STARBUCKS  2.0  1.8  +12  25      MERRILL  LYNCH        11.2  15.0 


squeezable  bottles  to  Data:  Interbrand  Corp,  J.P.  Morgan  Chase  &  Co 

versions     spiced     up 

with  flavors  such  as  Smokey  Mesquite.  Diageo  PLC's  once- 
tired  Smirnoff  vodka  brand  scored  a  5%  gain  thanks  to  the  suc- 
cess of  a  citrus-flavored,  single-serve  drink,  Smirnoff  Ice.  Po- 
sitioned as  a  sophisticated  alternative  to  beer,  Ice  not  only 
became  a  hit  with  younger  consumers  but  also  enticed  them 
into  giving  a  second  glance  to  the  core  brand,  which  got  a  lift. 
The  Nivea  skin-care  line  shows  how  to  strengthen  a  brand 
by  branching  out.  Beiersdorf  went  further  than  a  line  exten- 
sion or  two  in  garnering  a  16%  brand-value  rise  for  its  unit. 
Starting  with  women's  skin-care  products  and  a  carefully 
nurtured  image  of  wholesomeness  and  natural  ingredients, 
Nivea  has  moved  into  men's  products,  including  deodorants, 
shampoos,  and  even  a  moisturizer  dispensed  from  an  electric 
razor.  Nivea  has  dozens  of  products  today,  vs.  a  handful  five 
years  ago.  "They  are  a  classic  example  of  how  far  you  can  go 

with  brand  extensions,"  says  Jan 
Lindemann,  Interbrand's  global 
director  for  brand  valuation. 
Advertising,  of  course,  is  one 
of  the  most  direct  ways  to  build  a 
brand.  But  the  danger  in  tough 
times  is  that  you  advertise  price 
breaks  and  wind  up  cheapening 

Profit  JTAcirSinS  a  brand.  That's  why  Dell  Com- 

puter  Corp.'s  ability  to  see  a  12% 


SAMSUNG  Heavy 
investment  in 
design  R&D  has 
brought  fatter 
margins 


Data:  Interbrand  Corp.,  J.P.  Morgan  Chase  &  Co. 

increase  in  brand  value  is  so  impressive.  The  PC  maker 
promotional  ads  an  additional  brand-building  role.  They  I 
an  enthusiastic  young  character,  "Steven,"  congratulat 
tomers  with  "Dude,  you're  getting  a  Dell!" — driving 
point  that  customers  can  get  exactly  wrhat  they  want 
prices.  After  years  of  making  that  point  in 
a  dry  way,  Steven  brought  "real  person- 
ality to  Dell,"  says  Scott  Helbing,  the 

DELL  The  enthusiastic 
"Steven"  of  recent  ads 
helped  boost  the 
brand's  value  12% 

company's  vice-presi- 
dent for  global  brand 
strategy 

But  ads  can  take  a  brand 
only  so  far.  And  if  their  claims  are 
not  backed  up  by  performance,  the  ads 
erode  value.  For  that  reason,  employees  are  a  crucial  I 
the  consumer.  If  employees  are  motivated  to  reflect  ti| 
brand  values  in  all  their  activities,  that  radiates  out 
tomers,  and  on  to  friends  and  family 
word-of-mouth  endorsements — whicl 
Internet  era  can  circle  the  globe 
can  be  far  more  convincing  than  anj 
keting  campaign.  Brand  winners 
"have  inculcated  what's  great  aboul 
companies  up  and  down  the  org 
says  Scott  Bedbury,  a  former  top 
at  Nike  Inc.  and  Starbucks  who  no 
consultant  Brandstream  in  Seattle. 

Even  the  best  corporate  names 
attack  these  days.  Still,  those  companl 
reaping  the  benefits  of  years  they  speni 
ing  customer  trust  and  honing  imal 
quality  and  dependability.  To  weather  [ 
tended  bout  of  distrust  and  instability, 
brands  are  crucial.  Companies  also  wi| 
to  work  doubly  hard  to  keep  them  int 
By  Gerry  Khermouch  in 


BusinessWeek  online 


For  a  video  discussion  of  brand  value  ancl 
interactive  version  of  our  scoreboard,  go  t(j 
Aug.  5  edition  online  at  www.businessweeH 
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THE  100 
TOP  BRANDS 

What's  in  a  name?  Plenty,  if  you  play  your  cards  right 


was  a  tough  year  to  build  a  brand — or  defend  one 
gainst  the  corrosive  effects  of  a  bear  market,  financial 
■andals,  and  shifting  consumer  priorities.  For  proof, 
ok  no  further  than  the  fact  that  roughly  half  of  the 
X)  global  brands  that  Interbrand  Corp.  and  Business- 
ranked  this  year  fell  in  value  compared  with  a  year 
[n  this  environment,  just  holding  your  own  is  an 
plishment. 

qualify  for  our  ranking,  brands  had  to  have  a  value 
r  than  $1  billion.  They  were  selected  according  to  two 

..'.a:  They  had  to  be  global  in  na- 

Ijderiving  20%  or  more  of  sales 

ffcutside  their  home  country.  They 
sad  to  have  publicly  available  mar- 

K>,r  and  financial  data  on  which  to  base  the  valuation. 

[excluded  some  big  brands,  such  as  Visa  International, 
'<  ,  and  Mars. 

do  you  place  a  value  on  a  brand?  Some  attempts 
n  little  more  than  opinion  polls  or  ad  spending.  Busi- 
'eek  selected  Interbrand's  method  because  it  values 
s  the  same  way  analysts  value  other  assets:  on  the 
if  how  much  they're  likely  to  earn  in  the  future.  Those 
ted  profits  are  then  discounted  to  a  present  value 
on  how  risky  the  projected  earnings  are — that  is,  the 
lood  that  they  will  in  fact  materialize, 
start  the  process,  Interbrand  first  figures  out  what 


Special  Report 


percentage  of  overall  revenues  are  accounted  for  by  the 
power  of  the  brand.  Next,  with  the  help  of  analysts  from  J.  P. 
Morgan  Chase  &  Co.,  Interbrand  projects  net  earnings  for 
that  segment  of  the  business.  Interbrand  then  deducts  a 
charge  for  the  cost  of  owning  the  tangible  assets,  on  the 
theory  that  whatever  income  is  generated  beyond  that  cost  is 
due  to  intangible  factors.  This  is  the  economic  value  added  by 
things  like  patents,  customer  fists,  and,  of  course,  the  brand. 
The  next  step  is  to  winnow  the  earnings  generated  by  the 
brand  from  the  earnings  generated  by  other  intangibles.  For 
example,  are  people  buying  Shell  gaso- 
line because  of  the  brand  name  or  be- 
cause the  gas  station  is  conveniently 
located?  Interbrand  uses  market  re- 
search and  interviews  with  industry  executives  to  sift  through 
those  variables. 

The  final  phase  is  to  analyze  the  strength  of  the  brand  to 
figure  out  how  risky  those  future  brand  earnings  are.  To 
calculate  the  brand's  strength,  Interbrand  looks  at  seven 
factors,  including  the  brand's  market  leadership,  its  stability, 
and  its  ability  to  cross  geographical  and  cultural  borders. 
The  risk  analysis  produces  a  discount  rate  that  is  applied  to 
the  brand  earnings  to  come  up  with  a  net  present  value  of 
the  brand.  BusinessWeek  and  Interbrand  believe  this  figure 
comes  closest  to  representing  the  true  economic  value  of 
that  complex  array  of  forces  that  make  up  a  brand. 
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2002 
BRAND  VALUE 

{BILLIONS 

2001 
BRAND  VALUE 

{BILLIONS 

PERCENT 
CHANGE 

COUNTRY 

OF 

OWNERSHIP 

DESCRIPTION 

'COCA-COLA 

69.64 

68.95 

+  1% 

U.S. 

Still  the  best  brand  by  far.  Growth  in  the  developing  world  offset  so-so 
new  products  like  Diet  Coke  with  Lemon. 

'MICROSOFT 

64.09 

65.07 

-2 

U.S. 

Its  name  is  still  dragged  through  the  courtroom,  but  the  biggest  challenge 
is  stagnant  PC  purchases. 

IBM 

51.19 

52.75 

-3 

U.S. 

Good  thing  Big  Blue  was  rebuilt  on  services,  which  remains  the  most 
promising  segment  for  tech  spending. 

GE 

41.31 

42.40 

-3 

U.S. 

The  retirement  of  Jack  Welch  and  angst  over  Corporate  America  took  a  toll 
on  the  GE  name. 

INTEL 

30.86 

34.67 

-11 

U.S. 

"Intel  Inside"  put  it  on  the  map,  but  now  the  brand  faces  tough  competi- 
tion and  sluggish  PC  sales. 

NOKIA 

29.97 

35.04 

-14 

Finland 

Still  the  cell-phone  brand  of  choice  among  consumers,  but  overall  sales  of 
mobile  handsets  are  weak. 

1 

1 

DISNEY 

29.26 

32.59 

-10 

U.S. 

Even  monster  hit  Monsters  Inc.  couldn't  compensate  for  a  post-September 
11  falloff  at  theme  parks. 

MCDONALD'S 

26.38 

25.29 

+4 

U.S. 

Who  remembers  Mad  Cow  disease?  Global  expansion  continues  as  nega- 
tive PR  fades. 

MARLBORO 

24.15 

22.05 

+  10 

U.S. 

The  iconic  brand  uses  line  extensions  and  merchandising  clout  to  over- 
come court  challenges  and  skyrocketing  price  of  cigs. 

Data:  Interbrand  Corp.,  J.P.  Morgan  Chase  &  Co.,  BusinessWeek 
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RANK                                                     2002                  2001           PERCENT        COUNTRY        DESCRIPTION                                                                                                   1 
BRAND  VALUE  BRAND  VALUE    CHANGE                OF                                                                                                                                                1 

SeiLUONS               MILLIONS                                 OWNERSHIP                                                                                                                                        I 

10   MERCEDES 

21.01 

21.73 

-3 

Germany 

The  leading  luxury  car  brand,  but  its  low-end  models  suffered  frorrB 
reviews.                                                                                            1 

11    FORD 

20.40 

30.09 

-32 

U.S.      ^ 

At  least  Ford  admitted  to  pursuing  strategies  that  were  "poorly  corH 
or  poorly  timed."  But  where's  the  fix?                                               1 

12  TOYOTA 

19.45 

18.58 

+5 

Japan 

Cruising  along  after  capturing  broad  mid-market  appeal  in  the  U.sl 
eluding  new  SUVs  and  pickups.                                                       1 

13   CITIBANK 

18.07 

19.01 

-5 

U.S. 

A  slowing  U.S.  economy  and  a  hit  from  the  Enron  fiasco  hurt  bothB 
and  image.                                                                                    1 

14   HEWLETT-PACKARD 

16.78 

17.98 

-7 

U.S. 

More  and  more,  its  printers  are  commodities.  Bickering  during  thel 
paq  merger  also  didn't  boost  HP's  image.                                       1 

15   AMERICAN  EXPRESS 

16.29 

16.92 

-4 

U.S. 

Wary  U.S.  consumers,  penny-pinching  corporations,  and  white-hot  1 
tition  in  credit  cards  made  it  a  tough  year  for  the  prestigious  brandB 

16   CISCO 

16.22 

17.21 

-6 

U.S. 

The  popping  of  the  Internet  bubble,  and  the  plunge  in  telecom  sptfl 
drew  down  brand  value.                                                                 1 

17   AT&T 

16.06 

22.83 

-30 

U.S. 

Nobody  loves  telecom  these  days.  But  at  least  it's  faring  better  thai 
WorldCom.                                                                                         1 

18   HONDA 

15.06 

14.64 

+3 

Japan 

Solid,  dependable,  and  nurturing  a  growing  reputation  for  earth-fri<^« 
"hybrid"  technology.                                                                      H 

19    GILLETTE 

14.96 

15.30 

-2 

U.S. 

The  King  of  Blades  is  still  gaining  share,  as  higher  marketing  boosB 
premium  Mach  3  and  Venus  razors.                                                ft 

20  BMW 

14.43 

13.86 

+4 

Germany 

Bold  new  designs — from  the  space-age  7-series  sedan  to  the  athletH 
SUV — helped  BMW  boost  sales  and  profit  margins.                         B 

21    SONY 

13.90 

15.01 

-7 

Japan 

Still  known  for  its  design  flair,  Sony  gadgets  have  come  under  attacM 
Samsung.                                                                                      H 

22  NESCAFE 

12.84 

13.25 

-3 

Switzerland 

Cheap  instant  coffee  is  losing  favor  as  people  consume  more  Java  oH 
the  home.                                                                                      HJ 

23  ORACLE 

11.51 

12.22 

-6 

U.S. 

Look  out  below:  Oracle's  value  has  eroded  along  with  tech  spendimM 

24  BUDWEISER 

11.35 

10.84 

+5 

U.S. 

Nimble  advertising  for  Bud  and  soaring  Bud  Light  gives  it  continueB^ 
inance  in  the  U.S.  and  U.K. 

25  MERRILL  LYNCH 

11.23 

15.02 

-25 

U.S. 

Investors  have  long  memories,  so  Merrill's  conflict-of-interest  fiasco 
tween  bankers  and  analysts  could  linger. 

26  MORGAN  STANLEY 

11.20 

N/A 

N/A 

U.S. 

Few  on  Wall  Street  emerged  unscathed  from  the  earnings  controver 
Morgan  Stanley  also  had  a  poor  performance  underwriting  IPOs. 

27  COMPAQ 

9.80 

12.35 

-21 

U.S. 

A  big  grab  for  market  share  by  Dell,  coupled  with  the  histrionics  ov« 
Compaq's  merger  with  HP,  hurt  a  tired  brand. 

28  PFIZER 

9.77 

8.95 

+9 

U.S. 

Pfizer  took  the  high  ground  on  a  hot-button  issue  with  initiative  to  s 
reduced-price  drugs. 

29  J.P.MORGAN 

9.69 

N/A 

N/A 

U.S. 

The  market  was  bad  enough,  but  J. P.  Morgan  also  had  big  negative 
sure  in  the  Enron  collapse. 

30  KODAK 

9.67 

10.80 

-10 

U.S. 

Kodak  so  far  hasn't  transferred  the  equity  from  its  longtime  domina 
photo  into  the  digital  market. 

31   DELL 

9.24 

8.27 

+12 

U.S. 

Proved  that  its  built-to-order  business  model  works  in  bad  times  as 
good. 

32  NINTENDO 

9.22 

9.46 

-3 

Japan 

On  top  of  the  price  battle  faced  by  its  GameCube,  the  handheld  Gai 
Boy  Advance  was  only  a  middling  success. 

33  MERCK 

9.14 

9.67 

-6 

U.S. 

Vioxx  faces  patent  expiration  and  new-drug  pipeline  is  dry.  Now,  inv< 
are  ill  over  accounting  questions. 

34  SAMSUNG 

8.31 

6.37 

+30 

S.  Korea 

Revved  up  brand  value  with  brilliant  product  design  and  arresting 
marketing. 

35  NIKE 

7.72 

7.59 

+2 

U.S. 

Strides  in  penetrating  soccer  market,  and  signs  it  may  do  the  same 
golf,  augur  well  for  this  premium  brand. 

36  GAP 

7.41 

8.75 

-15 

U.S. 

Its  slide  accelerated  as  consumers  turned  elsewhere  for  cutting-edgi 
styles  or  lower  prices. 

37  HEINZ 

7.35 

7.06 

+4 

U.S. 

A  classic  brand  that  exploits  core  markets  with  memorable  extensior 
everything  from  ketchup  to  tuna. 

38  VOLKSWAGEN 

7.21 

7.34 

-2 

Germany 

Global  car  sales  are  down,  and  the  new  Beetle  was  not  the  megahit 
might  have  hoped  for. 

39  GOLDMAN  SACHS 

7.19 

7  87 

-9 

U.S. 

CEO  Henry  Paulson  spoke  out  about  declining  corporate  credibility, 
far  it  hasn't  rubbed  off  on  the  Goldman  brand. 
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The  Global  Brand  Scoreboard 


RANK 


2002  2001  PERCENT         COUNTRY 

BRAND  VALUE   BRAND  VALUE    CHANCE  OF 

$BiLMONS  ONS  OWNERSHIP 


DESCRIPTION 


40   KELLOGG  S 


7.19 


7.01 


+3 


U.S. 


Stabs  at  innovation,  and  a  Disney  alliance  that  put  Buzz  Lightye 
real  boxes,  renewed  the  brand's  relevance. 


41    LOUIS  VUiTTON 


7.05 


7.05 


France 


Still  a  fashion  must-have,  particularly  in  Asia,  but  sales  have 
because  of  post-September  11  travel  decline. 


42  SAP 

43  CANON 


6.78 


6.31 


Germany 


SAP  has  delivered  on  theme,  "The  best-run  e-businesses  run  SAP.| 
software  maker  benefited  from  a  flight  to  established  suppliers. 


44  IKEA 


6.72 


6.68 


+2 


Japan 


A  reasonable  performance  in  a  camera  market  that  is  exhibiting  i 
growth.  And  it's  gaining  on  Xerox  in  copiers. 


6.55 


6.01 


+9 


Sweden 


Resonant  brand  benefited  from  the  weak  economy,  which  made 
tomers  willing  to  assemble  their  own  tables. 


45  PEPSI 


6.39 


6.21 


+3 


U.S. 


Innovations  keep  coming,  like  lemon-flavored  Pepsi  Twist.  But  big 
challenge  is  a  consumer  shift  to  bottled  water  and  juices. 


46  HARLEY-DAVIDSON 


6.27 


5.53 


+13 


U.S. 


Masterful  job  of  selling  Baby  Boomers  on  a  high-margin  symbol  ot| 
ful  rebellion. 


47   MTV 


6.08 


6.60 


U.S. 


Phenomenal  success  of  The  Osbournes  shows  MTV  still  has  its  sp 
fortunately,  the  ad  market  is  dead. 


48  PIZZA  HUT 


6.05 


6.00 


+1 


U.S. 


Tough  market,  but  the  chain  upgraded  its  restaurants  and  added 
products  like  P-Zone,  Twisted  Crust,  and  Quad. 


49  KFC 


5.35 


5.26 


+2 


U.S. 


Introduced  Popcorn  Chicken,  new  Chicken  Twister  sandwich,  and 
rants  co-branded  with  corporate  sibling  Pizza  Hut. 


50  APPLE 


5.32 


5.46 


U.S. 


A  well-received  new  iMac  couldn't  overcome  weak  sales  to  consun 
design  professionals. 


51    XEROX 


5.31 


6.02 


-12 


U.S. 


Trying  to  dodge  its  stodgy  image,  with  digital  and  high-speed  copi 
a  financial  cloud  lingers. 


52  6UCCI 


5.30 


5.37 


-1 


Italy 


The  ongoing  allure  of  lead  designer  Tom  Ford  could  offset  a  slow  s| 
2002. 


53  ACCENTURE 


5.18 


N/A 


N/A 


U.S. 


In  light  of  former  parent  Arthur  Andersen's  fate,  Accenture's  branc 
tiative  looks  like  sheer  brilliance. 


54  L'OREAL 


5.08 


N/A 


N/A 


France 


No  slowdown  here.  The  brand  now  gets  more  than  half  its  sales  oi 
Europe,  thanks  to  smart  acquisitions. 


55  KLEENEX 


5.04 


5.09 


U.S. 


Kleenex  held  most  of  its  value  because  of  innovations  like  Kleenex| 
ellers,  for  car  door  pockets. 


56  SUN 


4.78 


5.15 


U.S. 


Sun  still  leads  in  servers,  but  must  deal  with  the  implosion  of  the 
fertile  dot-com  sector. 


57  WRIGLEY'S 


4.75 


4.53 


+5 


U.S. 


Innovations  kept  the  Wrigley's  brand  fresh.  Can  "functional"  produ^ 
tooth-cleaning  gum  add  further  shine? 


58  REUTERS 


4.61 


5.24 


-12 


Britain 


Reuters  lost  considerable  ground  to  Bloomberg  as  customers  fled  ill 
fashioned  image  and  poor  service. 


59  COLGATE 


4.60 


4.57 


+1 


U.S. 


A  toothpaste/mouthwash  combo  and  other  novelties  helped  offset  s| 
share  in  other  product  areas. 


60  PHILIPS 


4.56 


4.90 


-7 


Netherlands 


Potent  in  Europe  but  weak  in  North  America,  this  brand  was  dc 
tough  consumer-electronics  markets  and  lackluster  U.S.  marketing.l 


61    NESTLE 


4.43 


N/A 


N/A 


Switzerland 


The  king  of  chocolate,  cookies,  and  baby  food  is  eating  up  U.S.  ice| 
with  Dreyer's. 


62  AVON 


4.40 


4.37 


+1 


U.S. 


A  makeover  of  its  sales  force  and  product  lines  boosted  U.S.  sales. 
Avon  has  stumbled  with  its  foray  into  retail  sales. 


63  AOL 


4.33 


4.50 


-4 


U.S. 


Few  signs  of  promised  synergies  following  merger  with  Time  Warner| 
AOL's  subscriber  growth  has  slowed. 


64  CHANEL 


4.27 


4.27 


France 


The  perfume  and  fashion  icon  held  its  own  in  a  tough  global  econoil 


65  KRAFT 


4.08 


4.03 


+1 


U.S. 


Still  dominates  lineup  stretching  from  cheese  to  salad  dressing,  anc 
afraid  to  use  its  muscle  to  get  the  best  store  display. 


66  DANONE 


4.05 


N/A 


N/A 


France 


No.  1  in  yogurt  outside  the  U.S.  and  No.  2  in  water,  Danone  is  well-j 
tioned  to  benefit  from  health  worries. 


67  YAHOO! 


3.86 


4.38 


-12 


U.S. 


Forget  the  ad  slump,  Yahoo  needs  to  prove  it  is  relevant  to  consur 
they  become  more  experienced  at  browsing. 


68  ADIDAS 


3.69 


3.66 


+  1 


Germany 


Benefited  from  World  Cup  fever,  but  still  has  little  appeal  among  tre| 
setting  black  and  Hispanic  youth. 


69  ROLEX 


3.69 


3.70 


Switzerland 


There's  nothing  like  a  classy  watch  in  bad  times.  But  improved  sale| 
wait. 


Data:  Interbrand  Corp.,  J.P.  Morgan  Chase  &  Co.,  BusinessWeek 
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! TIME 

3.68 

3.72 

-1 

U.S. 

Ads  are  way  off  but  big  news  year  has  helped  the  magazine's  reputation. 

ERICSSON 

3.59 

7.07 

-49 

Sweden 

Ericsson  keeps  falling  further  behind  Nokia,  Samsung,  and  Motorola. 

J  TIFFANY 

3.48 

3.48 

0 

U.S. 

With  sales  down  in  Japan,  the  world's  most  famous  jewelry  retailer  has 
had  to  sell  more  lower-priced  gold  and  silver. 

LEVI'S 

3.45 

3.75 

-8 

U.S. 

Until  new  designs  hit  store  shelves,  Levi's  will  continue  to  lose  ground  to 
youth-oriented  labels. 

:- 

MOTOROLA 

3.42 

3.77 

-9 

U.S. 

Suffered  from  softness  in  phone  handsets  and  semiconductors,  but  its 
greater  diversification  was  a  hedge. 

DURACELL 

3.41 

4.14 

-18 

U.S. 

Forced  to  spend  heavily  on  promotions  to  hold  onto  market  share,  cutting 
profit  margins. 

■  0 

BP 

3.39 

3.24 

+4 

Britain 

While  efforts  to  recast  itself  as  environmentally  conscious  are  controver- 
sial, the  BP  brand  is  motoring  along. 

'. 

HERTZ 

3.36 

3.62 

-7 

U.S. 

Rental  car  business  suffered  as  more  Americans  stayed  home. 

BACARDI 

3.34 

3.20 

+4 

Bermuda 

Solid  marketing  and  the  cachet  of  its  Cuban  heritage  have  the  rum  brand 
on  a  growth  track. 

CATERPILLAR 

3.22 

N/A 

N/A 

U.S. 

The  No.l  heavy-equipment  brand  has  steamrolled  into  merchandise  and 
clothing,  playing  off  its  rough-and-tumble  image. 

AMAZON.COM 

3.18 

3.13 

+1 

U.S. 

Amazon  looks  to  extend  its  brand  with  more  retail  alliances  like  the  ones 
it  has  with  Target  and  Toys  'R'  Us. 

: 

PANASONIC 

3.14 

3.50 

-10 

Japan 

It  has  overhauled  product  lines  and  chopped  costs,  but  Panasonic  hasn't 
been  able  to  pull  off  a  Samsung-like  makeover. 

BOEING 

2.97 

4.06 

-27 

U.S. 

The  grounding  of  airlines  last  fall  hit  Boeing  hard.  Now  it  wants  to  be 
known  as  much  for  its  space  and  defense  businesses. 

: 

SHELL 

2.81 

2.84 

-1 

Brit./Neth. 

Ad  spending  got  a  boost  in  2001,  but  the  brand  still  has  little  exposure  in 
the  U.S. 

1 

i SMIRNOFF 

2.72 

2.59 

+5 

Britain 

Smirnoff  got  a  shot  of  relevance  thanks  to  the  explosive  growth  of  ready- 
to-drink  Smirnoff  Ice. 

T: 

JOHNSON  &  JOHNSON 

2.51 

N/A 

N/A 

U.S. 

The  strong  image  of  caring  built  up  by  its  baby  products  stood  the 
company  in  good  stead. 

PRADA 

2.49 

N/A 

N/A 

Italy 

Fashion  exposure  was  helped  by  two  high-profile  store  openings  but  poor 
market  conditions  have  stalled  moves  to  go  public  yet  again. 

:. 

;  MOET  &  CHANDON 

2.45 

2.47 

-1 

France 

The  champagne  brand  should  pick  up  fizz  after  clearing  away  unsold  in- 
ventory from  Millennium  celebrations. 

HEINEKEN 

2.40 

2.27 

+6 

Netherlands 

Its  reputation  for  quality — and  high  profits — remains  intact  despite  efforts 
to  branch  out  through  acquisitions. 

;  MOBIL 

2.36 

2.41 

-2 

U.S. 

Tough  year  for  any  oil  company,  but  Mobil's  strong  U.S.  focus  helped  it 
fare  better  than  most. 

BURGER  KING 

2.16 

2.43 

-11 

U.S. 

Diageo's  poor  supervision  of  franchisees  led  to  inconsistent  quality.  Will  a 
new  owner  do  better? 

NIVEA 

2.06 

1.78 

+  16 

Germany 

Nivea  capitalized  on  an  image  of  wholesomeness  to  branch  out  beyond  its 
core  hand  and  body  cream  products. 

WALL  STREET  JOURNAL 

1.96 

2.18 

-10 

U.S. 

Its  staid  format  got  a  radical  re-do,  including  color  reproduction.  But  the  Journal 
still  got  smacked  by  the  ad  recession. 

STARBUCKS 

1.96 

1.76 

+12 

U.S. 

Starbucks  hasn't  stumbled  yet.  There  are  still  gaps  to  fill  in  the  U.S.,  as  it 
gears  up  for  expansion  in  Asia  and  Europe. 

BARBIE 

1.94 

2.04 

-5 

U.S. 

Another  year  of  brand  erosion  as  little  girls  opted  for  more  fashionable 
toys. 

POLO  RALPH  LAUREN 

1.93 

1.91 

+  1 

U.S. 

Modest  growth  and  a  U.S.  focus  helped  this  brand  in  a  difficult  year  at 
the  luxury  end  of  the  rag  trade. 

FEDEX 

1.92 

1.89 

+2 

U.S. 

FedEx  consolidated  its  leadership  and  secured  more  flights  into  Hong 
Kong  to  service  booming  Asian  markets. 

JOHNNIE  WALKER 

1.65 

1.65 

0 

Britain 

"Keep  walking"  ad  message  focusing  on  personal  journeys  seemed  to 
strike  a  chord  with  younger  drinkers. 

JACK  DANIEL'S 

1.58 

1.58 

0 

U.S. 

Jack  Daniel's  "birthday  parties"  celebrated  the  brand's  150th  year. 

3M 

1.58 

N/A 

N/A 

U.S. 

In  a  world  of  commodities,  3M  churns  out  continual  innovation  to  com- 
mand premium  prices. 

ARMANI 

1.51 

1.49 

+1 

Italy 

Twenty  new  stores  slated  to  open  from  Milan  to  Hong  Kong  this  year  are 
helping  overcome  the  downturn. 

Data: 

nterbrand  Co 

rp„  J.P.  Morgan 

Dhase  &  Co..  BusinessWeek 
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8 

Red  Flags 

A  stock  may  run  into 
trouble  if. . . 

...the  balance  sheet 
is  growing  much 
faster  than  the 
income  statement 

...receivables  and  in- 
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expenditures  in  order 
to  meet  earnings 
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pro  forma  earnings 

Data:  David  W.lice  &  Associates 


S&P  500  INDEX 


-60 





_i_ 


You  think  the  bear  market  is  bad  now? 
It's  going  to  get  worse,  says  Dallas  mon- 
ey manager  David  Tice.  A  lot  worse.  Tice 
thinks  the  Dow  Jones  industrial  average 
will  careen  below  3,000  over  the  next 
few  years.  "Because  of  excesses  and  im- 
balances doled  out  throughout  the  1990s, 
we  had  a  party  that  wouldn't  stop  that  essen- 
tially [was  the  equivalent  of  being]  on  cocaine 
and  tequila,"  says  Tice.  "Now  we  have  a  big 
hangover,  and  we're  paying  the  price  for  it." 

Well,  not  everyone.  For  perennial  stock  mar- 
ket bear  Tice,  the  party  may  just  be  getting 
started.  Just  look  at  his  Prudent  Bear  mutual 
fund.  Unlike  most  fund  managers 
who  buy  shares  of  stocks  hoping 
to  profit  when  their  prices  rise, 
his  $347  million  short  fund  bor- 
rows shares,  sells  them  at  a  high 
price,  and  then  buys  them  back 
cheap  after  the  prices  plummet. 
So  far  this  year.  Prudent  Bear 
has  racked  up  a  return  of  65.9%, 
while  the  Standard  &  Poor's  500- 
stock  index  has  plunged  25.6% 
(chart).  In  fact,  Prudent  Bear  has 
had  a  good  run  for  the  past  2>A 
years,  up  107%.  vs.  a  30%  drop 
in  the  s&P. 

Prudent  Bear  is  one  of  only  a 
handful  of  actively  managed  short 
funds — that  is,  Tice  mainly  picks  individual  stocks 
rather  than  shorting  a  market  index.  Tice  has 
made  big  gains  by  betting  against  such  onetime 
Wall  Street  favorites  as  Sunbeam,  Enron,  Tyco, 
and  Amazon.com.  "Tice  and  his  associates  do 
their  homework,"  says  Alan  Papier,  a  fund  ana- 
lyst at  Momingstar.  "He's  making  his  sharehold- 
ers a  lot  of  money  in  an  environment  that's  really 
bad  for  most  investors." 

Tice  insists  he  doesn't  take  pleasure  in  the 
stock  market's  misery  or  in  seeing  the  economy 
tank.  "I'm  sincerely  saddened  by  what  I  see  as 
the  prospects  ahead,"  he  says.  "We  are  making 
good  money,  but  we  are  not  cheering  for  any  of 
this.  We'd  rather  make  money  with  everybody  in 
prosperity."  Tice  says  when  the  market  is  good, 
he  adds  more  long  positions.  Currently,  Prudent 
Bear  is  65%  short,  20%  long,  and  15%  in  cash. 

Tice,  47,  has  been  sounding  alarms  for  more 
than  a  decade.  After  earning  an  MBA  from  Texas 
istian  University  in  1977  and  doing  stints  as  an 
iniBrnal  auditor  for  an  oil  company  and  an  analyst 
for  a  small  investment  advisory  firm,  Tice  struck 
out  on  his  own  in  Dallas  in  1988.  His  idea  was  to 
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do  research  that  most  on  Wall  Street  di 
highlight  the  potential  pitfalls,  such  as  agt 
accounting,  of  darling  stocks.  lice  began  pu| 
a  scathing  twice  monthly  research  repoi 
Behind  the  Xnmbers,  which  he  sells  to 
al  investors  for  $15,000  a  year.  The  r 
tures  stocks  of  companies  unlikely  to 
Street's  still  lofty  expectations  and  that 
headed  for  a  fall. 

To  identify  those  stocks,  Tice  and  his 
15  analysts,  five  of  whom  are  also  accoi 
scour  a  firm's  financial  reports  for  earnin: 
ity.  This  process  includes  analyzing  fii 
operating  earnings  momentum,  and  balan 
ratios.  In  addition,  the 
ducts  a  "grassroots" 
which  might  include  disc 
with  customers,  supplie: 
petitors,  and  governmeni 
cies.  The  objective  is  to 
stand  if  investors'  ho 
justified.  He  thinks  about 
reasonable  price-earnin 
for  the  market. 

Tice,  whose  cluttered 
surrounded  by  three 
computers,  one  laptop, 
tuned   to    CNBC   to   ke 
abreast  of  market  happ 
attributes  his  skeptical 
his  accounting  backgro 
his  upbringing  in  Independence,  Mo..  H 
man's  hometown.  "Missouri  is  the  show 
which  helps  make  me  somewhat  more  of 
tic,"  he  says. 

Over  the  years,  several  stocks  have 
the  consequences  of  lice's  dogged  scrutinj 
include  Warnaco  Group,  which  went  b; 
in  June,  2001,  seven  years  after  Tice  wari 
its  rising  inventories  and  debt,  and  Su 
Products,  which  he  said  in  1996  was  t 
cial  charges  that  concealed  underlying  pre 
In  1998,  Sunbeam  restated  its  financial  i 
and  ceo  Albert  Dunlap  resigned. 

Tice's  most  high-profile  target  was  T\ 
ternational.  In  1999,  his  report  accused  th 
pany  of  using  "accounting  intrigue"  to  1 
its  earnings,  well  before  the  facts  abou 
became  known.  Shortly  after,  Tyco's  stoc 
40%,  and  the  Securities  &  Exchange  Comr 
launched  a  probe  but  never  took  action, 
days,  given  Tyco's  rapid  fall  from  gract 
could  be  forgiven  for  gloating,  but  he's  n 
ready  to  declare  victory.  "The  other  shoe 
really  dropped  from  the  accounting  persj. 
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David  W.  Tice 

BORN  Sept.  27,  1954,  Iowa 
City,  Iowa. 

EDUCATION  BBA  in  accounting, 
Texas  Christian  University, 
1976;  MBA  in  finance,  Texas 
Christian  University,  1977. 

CURRENT  JOB  CEO,  David  W 
Tice  &  Associates  (founded  in 
1988);  portfolio  manager  of  the 
$347  million  Prudent  Bear  Fund 
and  the  $106  million  Prudent 
Safe  Harbor  Fund. 

PRIOR  EXPERIENCE  Internal 
auditor  at  Atlantic  Richfield, 
1977-80;  corporate 
development  and  planning 
manager,  ENSERCH,  1980-84; 
analyst,  Concorde  Financial, 
1984-87. 

INVESTING  APPROACH  "We  look 
for  companies  with  very  high 
expectations  [for  future 
earnings  growth]  where  our 
independent  analysis  leads  to  a 
different  conclusion  relative  to 
expectations....  We  look  for 
aggressive  companies  that  may 
have  taken  too  much  risk, 
companies  where  we  think 
the  future  will  be  less  glowing 
than  what's  expected,  and 
companies  that  are  pushing 
the  envelope  and  using 
accounting  aggressively." 


e  says.  "The  stock  has  had  two  legs  down 
their  debt  problems  and  to  [ceo  Dennis] 
/ski's  personal  stuff."  That's  why  Tice  is 
orting  Tyco  in  the  Prudent  Bear  fund, 
started  Prudent  Bear  in  December,  1995, 
investors  a  place  to  make  money  in  a 
market.  His  timing  was  lousy.  In  each  of 
nd's  first  four  years,  the  market  posted 
tins,  and  he  racked  up  losses.  "We  went 
h  some  tough  times  in  the  early  days," 
'atrick  Ohnmeis,  a  retired  American  Air- 
oilot  who  has  been  a  Prudent  Bear  in- 
since  1997.  "But  I  stuck  by  him  because  I 
^d,  like  he  did,  that  the  market  was  an 
dued  bubble.  Now,  we're  making  lots  and 
money." 

le  those  years  were  painful,  Tice  says  he 
I  considered  throwing  in  the  towel  because 
ar  case  was  based  on  solid  analytical  re- 
of  individual  companies,  the  stock  market, 
onomic  history.  "We  knew  we  were  going 
right,  it  was  just  a  matter  of  when,"  he 
A  lot  of  bears,  because  they  didn't  possess 
nviction,  because  they  didn't  have  the  an- 


alytical support  for  their  argument,  thought: 
"What's  going  on?  We  must  be  wrong.'  Well,  I'm 
an  independent  thinker... and  the  three  legs  of 
our  stool  gave  me  the  confidence  we  were  right." 

These  days,  Tice  is  betting  he's  right  about  the 
150  stocks,  including  General  Electric  and  Dyne- 
gy, that  he  admits  to  shorting  in  the  Prudent 
Bear  fund.  Tice  is  also  betting  against  stocks  in 
telecom,  semiconductors,  and  financial  services, 
particularly  subprime  and  credit-card  lenders. 
He  declines  to  be  more  specific.  Among  the 
largest  short  positions  mentioned  in  the  most 
recent  shareholder  report,  dated  Mar.  31,  are 
U.S.  Cellular;  Electronic  Arts,  the  video-game 
software  company;  and  Pixelworks,  which  makes 
graphics  chips  and  software. 

So,  what  does  Tice  like?  Gold  stocks,  in  which 
he  has  long  positions,  and  two-year  Treasury 
bonds.  Beyond  that,  his  advice  for  investors? 
"They  should  be  like  a  squirrel  in  terms  of  stor- 
ing their  nuts  and  take  care  of  their  finances,"  he 
says.  "They  ought  to  think  about  selling  their 
stock."  Or  consider  short  selling — either  them- 
selves or  with  a  manager  like  David  Tice.        ■ 


Despite  Tyco's  fall 
from  grace,  Tice  is 
still  shorting  the 
stock.  "The  other 
shoe  hasn't  really 
dropped  from  the 
accounting 
perspective  yet," 
he  says 
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TheArt 

Of  Selling  Short 

Feel  brave?  Here's  how  to  make  friends  with  the  bear 


BY  LEWIS  BRAHAM 


Be  careful  of  this 
strategy  because 
in  theory  your 
potential  losses 
are  unlimited. 
That's  why  the 
pros  use  various 
tactics  to 
limit  their  risk 


i 


t  may  appear  unseemly  to  profit  from  others 
misfortunes,  but  hey — it's  a  bear  market. 
That's  why  the  strategy  known  as  short-selling 
is  so  hot.  The  greater  a  stock's  decline,  the 
bigger  the  profit  for  the  short  seller.  While 
shorting  can  be  fraught  with  risk,  if  done  cor- 
rectly, it  can  be  a  useful  tool  for  enhancing  or 
protecting  your  portfolio. 

Here's  how  it's  done.  When  you  ask  to 
sell  short,  your  broker  borrows  shares 
for  you  and  sells  them  (table).  The  proceeds 
are  deposited  in  your  account.  Say  you 
short  the  stock  at  $20  and  then  it  drops 
to  $15.  You  may  then  buy  the  shares 
you  sold  back  at  that  price — that's 
"covering  your  short" — and  return 
them  to  your  broker  to  repay 
your  loan.  Your  profit  is  the 
$5  difference  between  the  sell 
price  and  the  buy. 

But  in  practice,  shorting 
is  rarely  so  simple.  Suppose 
the  stock  you  shorted  at  $20 
heads  north  to  $30  or  $40  or 
$60.  The  more  it  rises,  the 
more  money  it  will  cost  to  buy 
back  the  shares  you  owe.  And 
consider  this:  When  you  buy  a 
stock,  the  worse  case  is  you 
lose  everything.  With  short- 
selling,  potential  losses  are  un- 
limited as  stock  prices  have  nc 
ceiling.  "You  have  limited  gains 
and  unlimited  liability,"  says 
Chuck  Zender,  portfolio  man- 
ager of  the  Grizzly  Short 
Fund.  "So  you  must  have  some 
method  of  limiting  your  risk." 
That's  why  the  pros  follow 
strict  disciplines.  Zender  starts 
covering  if  a  stock  rises  more 
than  25%  from  the  price  he 
sold  short.  Also,  if  the  stock 
starts  rising  much  faster  than 
the  market  or  its  historical  pat- 
tern, he's  out. 

Liquidity  is  also  crucial. 
Many  pros  avoid  very  small 
companies  with  low  trading 
volume.  Why?  If  you're  wrong 
and  the  shares  start  to  rise, 
you  may  get  caught  in  a 
"short-squeeze."  That's  when 


increased  demand  for  shares  pushes  the| 
stock's  price  up  even  higher,  amplif 
losses.  Zender  does  not  short  stocks  with| 
capitalizations  of  less  than  $1  billion  or 
daily  trading  volumes  that  are  less  than 
shares. 

You  should  also  look  at  a  stat  known 
interest,"  which  measures  the  total  ami 
shares  sold  short  on  a  stock.  If  the  short 
is  high,  a  rise  in  the  stock  could  also 
short  squeeze.  Ted  Kellogg,  portfolio 
of  the  Boston  Partners  Long/Short  Equitj 
compares  the  short  interest  with  the 
daily  trading  volume  of  the  stock  to  see  if  | 
shares  trade  daily  to  cover  a  sudden  spi 
mand.  If  the  short  interest  is  more  tl 
times  the  average  volume,  he  steers  clea 
Margin  is  another  consideration.  Most 
require  you  to  have  at  least  50%  of  the 
the  borrowed  shares  in  cash  in  your  accj 
establish  a  short  position, 
they'll  set  a  margin  maintena 
el,  upwards  of  25%  of  the  boj 
stock's  value,  to  maintain  the 
If  the  stock  rises,  the  amountl 
borrowed  also  increases,  and  y\ 
experience  a  margin  call, 
you  have  to  add  more 
the  account  or  the  brot 
close  out  your  positiol 
der  recommends  ]| 
up  100%  of  the 
value  to  insulate 
from  calls. 
Not  every  shorl 
tion  has  to  be  except! 
risky.  Instead  of  ma| 
speculative  bet  on 
falling,  you  could  shd 
to  hedge  existing  hoi 
This  can  be  useful  fl 
adverse  investors.  I| 
stance,     you're     \\| 
about  shares  of  a  stc 
you  bought  at  $10  thJ 
trade  for  $100.  Instj 
selling  your  shares  si 
alizing  a  large  capital 
you  set  up  a  short  pi 
in  the  same  stock  to[ 
against  declines.  Whi| 
think     the     dangei 
passed,  you  can  cove 
position. 

But  otherwise,  shoil 
not  for  the  faint  ofT 
"Shorting  is  not  sor 
to  do  unless  you  havl 
of  certainty  a  compaml 
damentals  are  poor  ail 
can  spend  a  lot  of  timJ 
itoring  its  stock,"  sa\l 
logg.  While  many  shoil 
sitting  pretty  now,  r«| 
ber  that  over  the  lor 
markets  usually  go  ujl 


Shorting:  A  Primer 

►  You  borrow  500  shares  of  a  company 
whose  stock  you  expect  to  fall  and  sell 
them  at  $20  a  share. 

►  The  sale  proceeds  of  $10,000  go 
into  a  margin  account,  along  with  an 
initial  margin  payment  of  50%  of  the 
borrowed  amount — $5,000. 

►  If  the  stock  drops  to  $15  a  share, 
you  buy  back  the  500  shares,  making 
a  profit  of  $2,500 — the  difference  be- 
tween the  $10,000  initial  sale  and  the 
cost  of  replacing  the  borrowed  stock. 
You  also  gain  access  to  the  $5,000 
margin  you  put  up. 

►  If  the  stock  rises  to  $25  a  share  and 
you  cover  at  that  price,  you  lose 
$2,500.  If  you  hold  the  position  and 
the  stock  continues  to  rise,  you  will  be 
required  to  put  up  cash  or  equivalents 
amounting  to  at  least  25%  of  the 
stock's  value. 

Examples  do  not  include  brokerage  and  interest  costs 


104  BusinessWeek  /  August  5,  2002 


Rip  out  the  pages. 
You're  now  free  to  learn. 


Bye-bye,  old  way. 

Get  ready  for  a  new  way  to  learn. 

We're  an  online  university 

that  uses  the  best  of  what  traditional 

education  has  to  offer  minus  the 

barriers  that  come  with  it. 

Out  with  the  old  school,  in  with 

the  new.  To  learn  about 

our  bachelor's,  master's  and  Ph.D. 

programs,  call  1-888-CAPELLA 

ext.  6023  or  go  to 

www.capella.edu  /  bf  ree 


Capeiia 

UNN/ERSI7Y 
Education.  Reborn T 


-  . 


3     ■ 


BusinessWeek  Investor 


Mutual  Funds 


A  Rocky  Market's 
Steady  Performers 

How  these  funds  are  playing  defense 


* 


BY  LEWIS  BRAHAM 

Not  that  long  ago,  investors  comp 
their  mutual  funds  didn't  delive: 
digit  returns — every  month.  N' 
feel  lucky  if  their  funds  don't 
day.  With  the  average  domesti 
fund  down  23%  this  year,  the  pri 
investors  is  making  a  little  money 
taking  huge  downside  risk. 

Business  Week's  Mutual  Fund  Scorebc 
help  in  this  department.  This  fund  tool, 
monthly  and  available  at  www.businessw* 
ranks  funds  on  their  five-year  total  rei 
justed  for  downside  risk  and  rates  the: 
to  F.  So  funds  that  have  high  returns, 
subject  to  volatile  downswings,  often  woi 
as  well  as  those  that  have  lower  returns- 
fer  a  much  smoother  ride.  Only  the  top 
the  more  than  3,400  equity  funds  and  1,1 
funds  the  scoreboard  rates  receive  A 

Since  our  last  ratings  review  (BW — Jan. 
A-list  has  seen  a  number  of  significant  s 
the  160  A-rated  equity  funds,  60  are  ne 
(table).  Of  those,  42  are  small-  and  mid 
Many  large-cap  stalwarts,  such  as  Growth 
America,  Janus  Growth  &  Income,  and 
Dividend  Growth,  have  fallen  off.  That  a 
no  surprise  given  the  bludgeoning  of  the 
telecom,  and  even  pharmaceutical  stocks 

Large-cap  growth  funds  are  doing 
ative  to  all  funds,  but  there's  a  way  to  s' 
any  fund  is  performing  relative  to  i 
That's  the  category  rating,  in  which  the 
tion  is  the  same  as  the  overall  ratings, 
comparison  is  just  among  like  funds.  So 
fund  no  longer  merits  an  A  rating  ov 
can  be  top-rated  within  its  fund  categoi 
What's  most  interesting  is  a  fund  that 
overall  A  rating  even  though  it  invesi 
out-of-favor  sector.  Two  such  funds,  Juli 
International  Equity  and  Artisan  Inte: 
made  it  to  the  top  even  though  overseas 
trailed  the  U.  S.  for  most  of  the  last  fiv 
Both  got  As  in  category  ratings,  too. 

How  do  they  do  it?  Baer  portfolio  n 
Richard  Pell  says  he  reduces  risk  throi  (II 
versification — the  fund  typically  has  at  le 
holdings  in  25  countries — but  also  by  a] 
different  strategies  for  different  counti 
developed  European  nations,  he  analyi 
company's  business  model  first  and  consid 
country's  economic  condition  second.  In  en 
markets  such  as  Brazil  and  Taiwan,  he  u 
reverse  approach  because  stocks  then 
more  strongly  to  economic  factors.  "If  w 
like  an  emerging  country,  we  won't  buy  s 
stock  there,  no  matter  how  cheap  it  is,"  h 
This  has  kept  him  out  of  Latin  America  si) 
gentina's  economic  crisis  began,  while  othe 
agers  have  suffered  big  losses  there. 

Some  large-cap  managers  have  retaine 
As  by  playing  defense,  pbhg  Large  Cap 
Fund  kept  its  grade  by  investing  prims 
companies  with  strong,  clean  balance 
Manager  Raymond  McCaffrey  has  als< 
bulking  up  on  Baby  Bell  stocks  such  as  ^ 
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ucations,  sbc  Communications,  and  Bell- 

i  hich  pay  relatively  high  dividends.  "Un- 

lings,  dividends  can't  be  manipulated  by 

ints,"  he  says.  The  dividend  also  acts  as 

>n  against  stock  slides.  McCaffrey's  fund 

>n  a  hit  this  year  from  bets  in  the  phar- 

•al  sector,  but  his  overall  record  is  sound. 

s  that  are  not  tethered  to  a  specific  sec- 

le  market  can  use  that  flexibility  to  tem- 

k.  John  Thompson  runs  the  A-rated 

on  Plumb  Growth,  which  is  an  all-cap 

at  can  invest  in  companies  of  any  size. 

ars  ago  he  was  50%  invested  in  small- 

5  they  were  much  cheaper  than  large. 

lped  buoy  him  during  the  blue-chip  bear 

but  now  he  has  shifted  70%  of  his  assets 

-cap  stocks.  "When  small-caps  are  valued 

ie  as  large,  we  migrate  to  large,"  he  says. 

Blips  are  more  seasoned  companies  with 

arriers  to  entry  for  competition." 

ie  small-cap  sector,  the  funds  that  buy 

(with  market  caps  less  than  $300  million 

iiing.  "These  stocks  fly  beneath  the  radar 

|  of  institutional  investment  firms  and  bro- 

analysts,"  says  Bruce  Baughman,  portfo- 


lio manager  of  Franklin  MicroCap  Value  Fund, 
up  5%  this  year.  He  controls  risk  with  a  classic 
value  strategy:  Buy  stocks  so  cheap  there's  little 
room  for  them  to  fall.  Says  Baughman:  "When 
you  buy  a  dollar's  worth  of  assets  for  80<2,  you 
have  an  extra  margin  of  safety." 

The  stocks  small-cap  growth  funds  buy  never 
look  cheap  at  the  time  of  purchase.  They're  only 
cheap  in  hindsight  if  the  stock  pays  off  big.  So 
how  do  those  funds  limit  risk?  They  make  sure  a 
stock  with  high  earnings  expectations  priced  into 
its  shares  can  meet  them.  "There  are  businesses 
reporting  profits  right  now,  which  after  you  ad- 
just for  the  cost  of  stock  options,  are  at  a  loss  or 
significantly  more  expensive  than  they  would 
appear  on  the  surface,"  says  Transamerica  Pre- 
mier Growth  Opportunities  portfolio  manager 
Kenneth  Broad.  Although  his  fund  has  been  hurt 
by  the  sell-off,  it  has  outperformed  its  peers. 

There  are  even  three  A-rated  tech  funds — 
Icon  Information  Technology,  Kinetics  Internet, 
and  Waddell  &  Reed  Adviser  Science  &  Tech- 
nology. All  are  down  sharply  this  year,  but  if 
the  sector  rebounds,  don't  be  surprised  if  these 
three  lead  the  charge.  ■ 


In  the  small-cap 
sector,  funds  that 
focus  on  stocks 
with  market  caps 
of  less  than 
$300  million 
are  shining 


BusinessWeek  on  lint 


For  fund  ratings  and  more, 

go  to  our  Web  site  at 

www.businessweek.com/ 

mutualfunds/ 


How  much  risk  did  a  mutual  fund  take  to  earn  that  return?  BusinessWeek  looks  at  risk  and  return  over  a 
five-year  period.  Funds  are  given  a  rating  (A  through  F),  and  these  ratings  are  updated  monthly  at 
BusinessWeek  Online.  The  following  equity  funds  joined  the  A-list  in  the  most  recent  review. 


0  CAP  EQUITY  A 
ALL  CAP  GROWTH  A 
N  INTERNATIONAL 
N  MID  CAP 
i SHADOW  STOCK 


CATEGORY 


AVERAGE 

ANNUAL  TOTAL 

RETURN* 


FUND 


CATEGORY 


AVERAGE 

ANNUAL  TOTAL 

RETURN* 


Mid-cap  Blend 
Small-cap  Growth 
Foreign 

Mid-cap  Growth 
Small-cap  Value 


12.2% 

14.1 

11.1 

23.3 

11.9 


GROWTH 

R  SMALL  CAP  VALUE  INV. 
AN  MICRO  CAP  GROWTH 
MILTON  SM.  CAP.  GR.  INV. 


Small-cap  Growth 
Small-cap  Value 
Small-cap  Growth 
Small-cap  Growth 
Domestic  Hybrid 


12.1 
16.1 
29.3 
11.7 
10.3 


ICO  EQUITY  Y  Mid-cap  Growth  14.3 

L0  SELECT  BANKING  &  FINANCE  A  Financial  11.4 

NANCIAL  SERVICES  A  Financial  10.8 

HALL  CAP  VALUE  A  Small-cap  Value  11.8 

TED  MID  CAP  INDEX  Mid-cap  Blend  11.7 


A 

3 


RE  EQUITY  INCOME 
TY  NEW  MILLENNIUM 
TY  SEL  CONSTRUCTION  &  HOUSING 
TY  SEL.  DEFENSE  &  AEROSPACE 
IMM0N  STOCK 


Mid-cap  Value 
Small-cap  Growth 
Miscellaneous 
Miscellaneous 
Mid-cap  Value 


10.4 
14.5 
11.6 
11.7 

10.4 


LIBERTY  SELECT  VALUE  A  Mid-cap  Value  11.9 

L0NGLEAF  PARTNERS  SMALL  CAP  Small-cap  Value  10.2 

MERRILL  LYNCH  GLOBAL  SMALL  CAP  B  World  11.0 

MOSAIC  EQUITY  TR.  MID  CAP  Mid-cap  Value  10.8 

MS  FINANCIAL  SERVICES  TR.B  Financial  12.5 

MS  HEALTH  SCIENCES  B  Health  11.2 

MS  INSTL.  SMALL  COMPANY  GROWTH  B  Small-cap  Growth  14.8 

MUNDER  SMALL  CAP  VALUE  Y  Small-cap  Value  10.9 

Nl  NUMERIC  INVESTORS  MICRO  CAP  Small-cap  Growth  12.5 

.0NI..M^.p..M.'P...('AP..yA.^E..1.  Mjd^ap  Value  12.0 

ONEGRbuPSMATLCAPVALUE'l Small-cap  Value 11.0 

PBHG  MID  CAP  VALUE  Mid-cap  Value  18.8 

PBHG  SMALL  CAP  VALUE  Small-cap  Value  12.6 

PIMC0  VALUE  C  Mid-cap  Value  10.4 

PIONEER  SMALL  CAP  VALUE  A  Small-cap  Blend  12.5 

QUAKER  AGGRESSIVE  GROWTH I A AH  Cap  216 

RESERVE  PRIVATE  EQ.  SMALL  CAP  GR.  R  Small-cap  Growth  13.0 

R0YCE  MICRO  CAP  INV.  Small-cap  Value  13.2 

SANTA  BARBARA  BENDER  GROWTH  Y  Small-cap  Growth  14.1 

SECURITY  CAPITAL  U.S.  REAL  ESTATE  Real  Estate  10.7 


LIN  MICROCAP  VALUE 
LI  SMALL  CAP  GROWTH  AAA 
LAND  VALUE 

KIS  &  WILEY  MID-CAP  VALUE  I 
HEALTHCARE 


Small-cap  Value 
Small-cap  Value 
Small-cap  Value 
Mid-cap  Value 
Health 


13.1 
9.8 
10.3 
15.0 
12.0 


NF0RMATI0N  TECHNOLOGY 
EISURE  AND  CONSUMER 
ADVISER  CAPITAL  APPRECIATION 
BAER  INTERNATIONAL  EQUITY  A 
Y  SMALL  CAP  VALUE 


Technology 
Miscellaneous 
Large-cap  Growth 
Foreign 
Small-cap  Value 


16.3 
13.9 
11.5 
11.6 
12.5 


SECURITY  MID  CAP  VALUE  A  Mid-cap  Value  18.8 

STATE  ST.  RES.  MID  CAP  VALUE  A  Mid-cap  Value  11.3 

STRATT0N  MONTHLY  DIVIDEND  REIT  Real  Estate  9.4 

T.  R0WE  PRICE  SMALL  CAP  VALUE  Small-cap  Value  10.4 

T0CQUEVILLE  SMALL .CAP  VALUE  Small-cap  Value  14.0 

TRANSAMERICA  PREMIER  GRWTKOPPJNV!  Small-cap  Growth  19.1 

VALUE  LINE  EMERGING  OPPORTUNITIES  Small-cap  Growth  14.5 

VALUE  LINE  SPECIAL  SITUATIONS  Small-cap  Growth  12  8 

V0NT0BEL  U.S.  VALUE  Large-cap  Value  10.5 

WASATCH  ULTRA  GROWTH  Small-cap  Growth  12.3 


ars  through  June  30.  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 


Data:  Standard  &  Poor's 
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The  Beauty  of 
Inflation-Proof  Bonds 

Beyond  protection,  TIPS  offer  solid  returns 


BY  SUSAN 
SCHERREIK 


Investors  yawned  when  Washington  began  sell- 
ing inflation-indexed  bonds  in  early  1997,  a 
time  when  the  stock  market  was  going  gang- 
busters  and  inflation  was  near  historic  lows. 
They  have  since  picked  up  on  the  merits  of 
Treasury  Inflation-Indexed  Securities,  widely 
known  as  tips.  A  just-released  report  by  Bridge- 
water  Associates,  a  Westport  (Conn.)-based  in- 
vestment management  firm,  shows  tips  gained 
9.61%  this  year  through  July  22,  one  of  the  best- 
performing  investments  so  far  in  2002. 

Demand  has  been  so  strong  that  the  Treasury 
auctioned  off  $9  billion  of  10-year  tips  on  July  10, 
the  largest  sale  of  these  securities  ever.  A  day 
earlier,  Fidelity  Investments  opened  the  ninth 
tips  mutual  fund  launched  since  1997.  Assets  in 
these  funds,  which  include  offerings  by  American 
Century;  Brown  Brothers  Harriman;  Pacific  In- 
vestment Management;  and  the  Vanguard  Group, 
have  increased  74%  since  January,  to  $7.4  billion 
at  the  end  of  June,  according  to  Lipper. 

As  with  an  ordinary  bond,  tips  pay  a  coupon, 
or  interest  rate.  But  the  principal  value  is  ad- 
justed twice  a  year  to  reflect  inflation,  as  meas- 
ured by  increases  in  the  consumer  price  index. 
Say  you  pay  $1,000  for  a  tips  bond  that  carries  a 
3%  coupon.  If  inflation  was  1%  during  the  first 
six  months  of  the  year,  the  principal  would  be  in- 
creased to  $1,010.  Instead  of  receiving  a  semi- 
annual interest  payment  of  $15  (half  the  3% 
times  $1,000),  the  payment  would  be  $15.15. 

The  eye-opener  for  many  investors  is  that 


tips  have  proven  to  be  relatively  stn 
formers  when  inflation  is  mild,  as  is  the 
day.  "People  mistakenly  thought  they  a 
ed  inflation-indexed  bonds  if  there  was 
be  1970s-type  [double-digit]  inflation,"  I 
Bernstein,  director  of  research  at  Brid| 
Associates.  "For  tips  to  do  well,  inflatii 
bers  only  need  to  come  in  slightly  higl 
the  market  anticipates." 

To  figure  out  when  TIPS  are  attracti 
tract  the  yield  from  that  of  a  traditional 
security  of  the  same  maturity.  In  Jan 
stance,  10-year  tips  yielded  3.53%,  vs.  5 
a  10-year  Treasury  note,  resulting  in  a 
even"  inflation  rate  of  1.76%.  That  meant 
needed  only  rise  above  1.76%  over  t 
decade  for  tips  to  outperform  Treasury 

Since  January,  however,  the  cpi  has 
pectations  and  risen  from  an  annualize 
1.6%  to  3%,  causing  tips  prices  to  rise 
tially.  Today,  the  break-even  inflation 
tween  10-year  tips  and  Treasury  notes  i 
Although  tips   are   no 
longer  cheap,  Bernstein 
believes  they  remain  a 
good   deal  because  he 
sees  the  inflation  rate 
staying  at  today's  levels 
over  the  next  few  years. 

Financial  advisers 
steer  investors  away 
from  buying  tips  simply 
to  bet  on  inflation  ex- 
pectations. "The  purpose 
of  tips  is  not  to  try  to 
make  a  killing  but  to 
preserve  your  real  pur- 
chasing power  over 
time,"  says  Harold 
Evensky,  a  financial 
planner  in  Coral  Gables, 
Fla.  Evensky  urges  his 
clients  to  keep  as  much 
as  half  of  their  fixed-in- 
come portfolio  in  tips 
funds,  with  one  caveat: 
They  belong  only  in  tax- 
deferred  accounts.  That's 
because  you  must  pay 
tax  each  year  on  any 
principal  increases  al- 
though you  don't  pock- 
et the  money  until  the 
bond  matures.  The  law 
requires  tips  funds, 
however,  to  pass  on  that 
inflation-related  income 
to  investors  each  year. 

Simply  because  they 
provide  protection  against 
inflation,  tips  belong  in 
your  portfolio.  But  then- 
sterling  credit  quality 
and  relatively  robust  re- 
turns make  them  even 
more  attractive.  ■ 


How  to 
TIP8I 


U.S.  TREASL 


Auctions  in  Jam] 
July,  and  Octobe 
sell  10-year  Til 
as  little  as  $1, 
No  commissions 
Open  account  aj 
www.treasurydira 


BROKERAGE  F 


Sell  TIPS  of  var 
maturities,  fror 
29  years. 


MUTUAL  FUN 


American  Centu 

Inflation-  Adjust^ 
Bond  (ACITX), 
800  345-2021 

BBH  Inflation! 

Securities  N  (E 

800  625-5759 

Fidelity  Inflation 
Protected  Bond 

(FINPX),  800  544 


PIMC0  Real  Ret 
Bond  A  (PRTNX), 
888  877-4626 


Vanguard  Inflati 
Protected  Secut 

(VIPSX), 

800  662-7447 
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BusinessWeek  CEO  Summit 
September  25-27,  2002 

Douglas  T,  Elix 
Senior  Vice  President 
and  Group  Executive, 
IBM  Global  Services 


Kenneth  D.  Lewis 
Chairman,  CEO 
and  President, 
Bank  of  America 

Daniel  P.  Amos 
Chairman  and  CEO, 
AFLAC 


Marce  Fuller 
President  and  CEO, 
Mirant 


Harvey  J.  Padewer 

President, 

Duke  Energy  Services 


Richard  D.  Fairbank 
Chairman  and  CEO, 
Capital  One 


Jeffrey  C.  Barbakow 
Chairman  and  CEO, 
Tenet  Healthcare 


See  inside 


hole  New  Ball  Game:  A  CEO  Agenda  for  21st  Century  Competitiveness.  The  Ritz-Carlton,  Presented  by 
;ton,  DC  -  September  25-27,  2002.  Sponsored  by  AGILENT  TECHNOLOGIES  &  DUKE 

ERGY.  With  Support  from  oneworld  airline  alliance,  The  Ohio  Department  of  Development  ~  -  -^-=" 

Wharton  Executive  Education.  Audience  Polling  by  Meridia  Audience  Response.  "=-  ~  ~~~=- 

b  register  call  877-734-4249 
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The  Barker  Portfolio 


WILL  THE  SEC  BLESS 
THIS  MASQUERADE? 

No  one  needs  another  corporate  outrage.  But 
you  need  not  even  have  money  in  the 
market  to  be  grievously  offended  by  a  pend- 
ing change  in  the  rules  governing  Wall  Street. 
All  you  need  is  a  minimal  respect  for  truth  in 
advertising. 

I'm  talking  about  a  proposed  revision  in  the 
Securities  &  Exchange  Commission's  rules  defin- 
ing the  differences  between  a  stockbroker  and  an 
investment  adviser.  The  formal  title  of  this  pro- 
posal is  "Certain  Broker-Dealers  Deemed  Not 
To  Be  Investment  Advisers."  After  nearly  three 
years,  it  remains  on  the  sec's  back  burner  as 
regulators  struggle  to  keep  up  with 
everything  else  that's  boil 
ing  over.  But  from  all 
signs,  the  sec  still 
plans  to  move 
ahead  with  the 
new  rule. 

The  logic  for 
this  change 
traces  the 
shape  of  a 
pretzel,  so 
please  follow 
closely.  Under 
a  1940  law, 
anyone  who 
both  offers  in 
vestment  advice 
and  charges  an  as- 
set-based or  flat  fee 
has  been  required  to  reg- 
ister as  an  investment  advis 
er.  The  point  was  to  distinguish  advis- 
ers from  stockbrokers.  Advisers,  the  law  holds, 
must  act  as  fiduciaries — putting  clients'  best  in- 
terests before  their  own  and  disclosing  any  con- 
flicts of  interest.  As  fiduciaries,  investment  ad- 
visers are  expected  to  be  on  the  client's  side  of 
the  negotiating  table  in  any  deal. 

Brokers,  of  course,  have  their  own  burdens  un- 
der other  rules,  among  them  to  offer  customers 
only  suitable  investments  and  to  treat  them  fair- 
ly. But  Congress  saw  brokers  as  essentially  dif- 
ferent. Instead  of  acting  as  fiduciaries,  they  are 
agents  of  the  firms  they  work  for.  They  may  of- 
fer the  odd  stock  tip  or  some  occasional  advice, 
but  regulators  viewed  that  as  incidental  to  a 
broker's  main  business  of  accumulating  trades 
and  commissions.  A  broker's  first  duty  is  to  the 
firm,  not  the  customer. 

But  as  the  bad  behavior  among  too  many  bro- 
kers accumulated  over  the  years  and  imperiled 
the  term  "stockbroker,"  new  marketing  guises 
cropped  up.  Here's  how  Merrill  Lynch  describes 
its  "Unlimited  Advantage"  brokerage  account 
on  its  Web  site:  "Gain  the  advantages  of  an  as- 


BY  ROBERT  BARKER 

rb@businessweek.com 

A  proposed  rule 
change  would  allow 
stockbrokers  to 
advise  like  a 
planner  without 
disclosing 
conflicts,  as 
planners  are 
required  to  do 


set-based  fee  structure....  Consult  with 
cial  Advisor  to  target  your  investme 
identify  your  investor  profile,  and  de 
asset-allocation  strategy.  Your  Financ 
sor  will  work  with  you  to  create  a  finan 
So  Merrill's  "Financial  Advisor"  sounds 
more  than  a  broker.  A  spokesman  said 
the  title  'Financial  Advisor'  because  the 
mits  us  to,  and  we  believe  it  accuratel 
the  full  panoply  of  services  that  we  ofl 
The  trouble  is,  since  1999,  when  Men 
introduced  Unlimited  Advantage,  offerii 
advice,  and  asset-based  fees,  the  rul 
have  forced  the  firm  to  register  its  brok 
vestment  advisers.  The  same  would  be 
the  other  firms,  such  as  Morgan  Stanle; 
lomon  Smith  Barney,  that  also  now  off 
in  a  brokerage  account  for  a  flat  fee. 

Why  would  brokers  not  want  to  re] 
investment  advisers?  Because  they  woul' 
operate  differently — as 
^_  ies,  not  agents — an< 
much  crucial  inf 
Brokers  can 
rities  to  ci 
from  a  fir 
inventories 
revealing 
trade  mi 
efit  the  f 
broker  se 
nicipal  b< 
customer 
firm's  o\ 
lio,  for  exa 
or  she  neec| 
the  custor 
much  its  pri 
marked  up.  Anj 
ment  adviser  would  | 
spell  that  out. 
Wall  Street  found  sympathJ 
in  Washington.  The  SEC  has  been  prj 
asset-based  fees  as  a  way  to  discourage! 
ing,"  or  unwarranted  trading,  by  unscil 
brokers  bent  on  keeping  their  commissicl 
ing.  When  Wall  Street's  plea  to  escape  tl 
for  investment  advisers  met  Washington 
for  more  asset-based  fees,  the  propoq 
was  conceived.  Even  as  it's  pending,  mil 
kers  are  being  exempted  from  having  t| 
ter  as  investment  advisers. 

When  the  sec  finally  acts  on  the  pi 
chances  are  it  will  insist  that  Wall  Stree 
keting  materials  make  much  plainer  than 
that  a  brokerage  account,  whether  fee- 
mission-based,  is  no  more  than  that  anc 
advisory  service.  Yet  given  the  Street'; 
geous  behavior  and  Washington's  inep 
sight,  I  hold  no  hope  that  most  indivit 
vestors  wall  see  through  this  masquerad 
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The  A-list  of  B-schools. 

Required  reading  for  the  current  generation  of  business  leaders  and  the  next.  To  reach  them, 
contact  Geoff  Dodge  at  212-512-4611;  London— Paul  Maraviglia,  44-20-7330-9051;  Singapore- 
Alan  Lammin,  65-530-6400.  Issue  date:  Oct  21.  On  sale:  Oct  11.  Ad  close:  Sep  23. 


inside 


32ZBS39HM 


AOL  Keyword:  BW 


Special  Advertising  Feature 


Mixing  Business 
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ACROSS 

1.  Economist  Smith 

5.  Annoyed 

10.  Food  for  hogs 

14.  State  with  a  U.S.  Mint:  Abbr. 

15  Suit  material 

16.  Fiscal  period 

17.  Regulatory  agency 

19.  Brussels-based  alliance 

20.  _  la  la 

21.  Regrets 

22.  DHL  competitor 

23.  MGM  founder 

24.  Bullfight  cheer 

26.  Suffix  for  trick  or  crock 


27.  Not  exactly  deluxe 

30.  It  bought  Warner-Lambert 
in  2000 

32.  Impressive  grouping 

33.  Sciences'  partner 

34.  "This sudden!" 

37.  Six,  in  Spain 

38.  "Glengarry  Glen  Ross" 
playwright 

39.  Former  CNN  anchor 

40.  Carryall 

41  OPEC  member 

42.  Table-setting  piece 

43.  Word  in  many  utility  names 

45.  Techie's  clip-on 

46.  Postal  Service  abbreviation 


48.  "Smoking"  alternative 

49.  Equitable 

50.  Float (one  way  to 

raise  funds) 

52.  Emporium 

53.  Viacom  network 

56.  Auto  Club  offerings 

57.  Benefits  Department  concern 

60.  "Chivalry dead..." 

(see  page  at  right) 

6L  Telegraph  inventor 

62.  Powerful  word  in  mail  order 

63. buco 

64.  Katharine  Graham's 
maiden  name 

65.  Probability  quotation 


DOWN 

L  Ad-agency  client:  Abbq 

2.  Navigator  running  boa 
deploy  when  this  is  opJ 
(see  page  at  right) 

3. mater 

4.  Family  member 

5.  Put  into  circulation 

6.  Fix  a  garment 

7.  Mr.  Kringle 

8.  Conceit 

9.  Family  room 

10.  "Auld  Lang  _" 
1L  Executive  attribute 

12.  Western  film,  so  to  sp 

13.  Authorized  represent| 
18.  Literary  device 

22.  Shriner's  topper 

23.  Like  much  office  equi| 

24.  All  the  time 

25.  Agenda,  essentially 

27.  Wear  well 

28.  Billion-selling  cookie] 

29.  Banes  for  59  Down 

30.  Promotion  person 

3L  "Work  in  Progress" 
autobiographer 

33.  TV  producer  Spelling| 

35.  Riskless 

36.  One  in  debt 

38.  Japanese  soup  flavorir 

42.  Rupert  Murdoch's  rea 
first  name 

44.  B&B 

45.  Cashless  transaction 

46.  P/E,  e.g. 

47.  Dentist's  advice 
49.  Not  so 

5L  Concerning 

52.  Mrs.  James  Carville 

53.  King  or  queen 

54.  Born  and 

55.  Gets  the  point  of 

57.  "Let  me  see..." 

58.  Fairness-in-hiring:  Abb| 

59.  High-level  exec 


For  answers  to  this  puzzle: 

Turn  to  page  119  in  this  week's  issue  of  BusinessWeek  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com/adsections 

Puzzle  created  by:  Stanley  Newman. 
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HIVALRY    ISN'T    DEAD. 
HANIZED    A    LITTLE,    BUT    NOT    DEAD 
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The  all-new  2003  Lincoln  Navigator.  When  the  door  opens,  the  running  boards 
automatically  deploy.  All  aboard.  There  are  those  who  travel.  And  those  who  travel  well. 
For  more  information  or  to  schedule  a  test  drive,  visit  Lincoln.com  or  call  800  688-8898. 

Available  power  liftgate,  folding  3rd  row  inping  boards. 
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n  a  business  world  where  the  only  constant  is  change, 
continuing  education  is  becoming  a  mandatory  course 
of  action.  Smart  professionals  are  increasingly  turning 

to  the  internet  to  advance  their  skills,  increase  productivity  and 

minimize  time  away  from  the  office 

BusinessWeek's  Distance  Learning  Directory  can  help  you  choose  the 
right  virtu. il  <  Ussruom  to  meet  your  real-world  demands. 

For  more  information  regarding  advertising  in  the  December  2,  2002 
Distance  Learning  DneUory,  piease  call  1-800-424-3090. 


Special 


Section 


U  T  D 

MBA  Programs 


ink  globally,  work  globally, 
learn  globally. 


Slobal  Leadership  Executive  MBA  Online 

Selected  by  Forbes  as  one  of  the  "Best  of  the  Web" 

Project  Management  Online  MBA 

jted  a  PM  Magazine  "Best  Bet"  program,  worldwide 

Global  MBA  Online 

Flexible,  interactive,  no  residency  required 

irtp://som. utdallas.edu/online 
The  School  of  Management 

•.credited  by  AACSB  International  -  The  Association  to  Advance  Collegiate  Schools  of  Business 


HE  UNIVERSITY  OF  TEXAS  AT  DALLAS 

UT  Dallas  is  an  equal  opportunily/affirmalive  action  university 


A  world  class  Distance  MBA 

Emphasizes  globalization,  technology 


Accredited  since  1968 

No  residency  requirement 

Flexible:  Two  to  four  years 

Credits:  36 

• 

Enrollment  periods: 
June  1  or  October  1 


to  Go  Places 


1.800.49 1.4MBAX  5 

or  1.877.491.4336 

www.blz.colostate.edu 


A  Master's  Degree  is 
closer  than  you  think. 


WWW.  Keller  V7 

keller 

.edu      : 


Graduate  School 
of  Management 

of  DeVry  University 


THINK  AHEAD 


or  call  1-888-Keller-8 


©  2002  DeVry  University. 


Earn  Your  MBA 
...at  Home! 


CollegeKwrWav.net 

■ 

LlBKRn        UNIVERSm 


UMassOnline  delivers  the  excellence, 
credibility  and  affordability  of  the 
University  of  Massachusetts  right  to 
your  home  or  office  computer! 

Choose  high-quality,  interactive  courses, 
degrees,  certificates,  or  corporate 
education  programs  in  management, 
information  technology,  education, 
health  care  and  many  other  subjects. 


UMASS 


UMassOnline.net 

University  of  Massachusetts 


visit  www.umassonline.net  today  to  get  started! 


UPGRADE 


line 


indIana 
yves  le  van 

UNIVERSITY 


iboul  our  online  degree  programs,  please  eofll 

1.800.895.0036  1   iwuonline.com 


Special 


COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  three  easy  options  listed  below  through  BizLink. 
.  .  Companies  will  be  found  in  the  August  5,  2002  issue. 


BizLink 

www.businessweek.com/BizLink 

Internet 

You  can  request  information  and/or  link  directly 
to  company  websites  through  our  electronic 
reader  service  program® 
www.businessweek.com/BizLink 


Circle  the  desired  number(s)  listed  above, 
CLEARLY  print  your  name,  address,  phone  and 
fax  numbers  and  fax  this  page  (or  copy  of  this  page) 
to  the  USA +1-239-213-2199 

Mail 

Fill  out  this  page  and  mail  to: 

BusinessWeek,  c/o  Mediabrains.com 

PO  Box  12079,  Naples,  Florida  34101-9920 


BusinessWeek 


|  www.  businessweek.com 


1.  Capella  University 

2.  Colorado  State  University 

3.  Indiana  Wesleyan  University 

4.  Keller  Graduate  School  of  Management  of  DeVry  University 

5.  Liberty  University 

6.  University  of  Massachusetts 

7.  University  of  Texas  at  Dallas 


To  Reserve  Space  in  the  December  2,  2002  Distance 
Learning  Directory,  Call  1-800-424-3090. 


The  Fall  2002 

Executive  Education 
&  MBA  Directory 


Reach  5.2  million*  readers  worldwide  in  the  October  21  issue  of  BusinessWeek  featuring  the 

high  profile  special  editorial  report  "The  Best  B-Schools."   Don't  miss  this  opportunity  to  promote 

upcoming  programs  in  this  special  directory  which  is  widely  read  and  generates  response. 

To  learn  more  about  targeted  advertising  opportunities,  contact: 


Telephone: 

Fax: 

E-mail: 

Issue  Date: 
Closing  Date: 


1-800-424-3090 
1-312-464-0512 
patrice_serret@businessweek.com 

October  21,  2002 

August  26,  2002  T 


Reserve  Space  Now* 


*2002  Spring  MRI;  BusinessWeek  estimate  for  International. 
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Inside  Wall  Street 


>  MORE  TEARS  AT  J&J 


* 


G.  MARCIAL 

;  steep  drop 
ire  chance  to 
HP  the  stock. 
survivor 
is  sitting 
for  suitors, 
ability  fears 
nor  Care 
■oundless 


JITTERS  OVER 
THE  ACCOUNTS 


In  these  days  of  volatile  markets — when  in- 
vestors sell  fast  and  ask  questions  later — any 
company  might  see  its  stock  crater  within 
hours.  But  such  cases  can  also  open  up  buying 
opportunities.  That's  what  happened  at  Johnson 
&  Johnson  (jnj),  the  world's  largest  health-care 
company,  on  July  19,  when  a  blizzard  of  instant 
selling  whacked  its  stock  down  16%,  to  41.85 — a 
52-week  low.  It  has  since  rebounded  to  47.  In- 
vestors got  jittery  when  J&J  revealed  that  the 
Food  &  Drug  Administration  was  looking  into  a 
fired  employee's  allegation  of  record-keeping  ir- 
regularities— which  J&J  denies — in  Puerto  Rico. 
This  plant  makes  Eprex, 
an  anemia  drug  sold  out- 
side the  U.  S.  that  recently 
attracted  scrutiny  after  be- 
ing linked  to  141  cases  of 
pure  red-cell  aplasia,  a  life- 
threatening  anemia,  j&j  of- 
ficials say  the  anemia  was 
most  likely  caused  by  the 
way  the  drug  was  inject- 
ed— under  the  skin  rather 
than  into  a  vein,  as  j&j  rec- 
ommends. J&J  points  out  that  the  anemia  has 
cropped  up  in  only  1.14  patients  out  of  10,000. 

Pros  who  know  j&j  well  jumped  at  the  stock's 
drop.  "Historically,  any  chance  to  buy  j&j  at 
such  a  low  multiple — 16  times  estimated  2003 
earnings  of  $2.62  a  share — has  been  a  golden 
opportunity,"  says  Lew  Rabinowitz  of  New  York 
hedge  fund  R.  Lewis  Securities,  which  bought 
shares  on  July  22.  He  sees  J&J  earning  $2.25  a 
share  in  2002  and  the  stock  rebounding  to  its  old 
high  of  65  in  12  months — close  to  consensus  es- 
timates. Robert  Dunne  of  Dresdner  Kleinwort 
Wasserstein,  who  rates  J&J  a  buy  and  owns 
shares,  doubts  the  FDA  will  uncover  criminal  ac- 
tivity. The  plant,  he  notes,  was  inspected  re- 
cently by  the  FDA  and  French  regulators.  Glenn 
Novarro  of  Credit  Suisse  First  Boston,  who  does 
not  own  shares,  says:  "We  would  be  aggressive 
buyers"  at  these  price  levels. 

IN  TRUTH,  VERITY 
'IS  LOOKING  STRONG' 
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erity  (vrty)  is  one  of  the  few  techs 
to  go  public  during  the  1990s  and 
survive — with  earnings  to  boot. 
This  provider  of  software  for  corporate 
intranets  and  e-commerce  sites  "has  a 
very  strong  balance  sheet,  with  no  debt 
and  net  cash  of  $6.50  a  share,"  says 
Jonathan  Cohen  of  jhc  Capital  Manage- 
ment in  Greenwich,  Conn.,  who  owns 
shares.  Verity,  which  went  public  in  1995 
at  6  a  share  and  now  trades  at  10.66, 
posted  strong  earnings  and  revenue 


growth  from  1999  through  the  fiscal  year  ended 
May  31,  2001,  as  sales  climbed  from  $64.4  million 
to  $145  million  and  earnings  grew  from  44<Z  to 
920  a  share.  But  as  capital  spending  dried  up, 
business  faltered:  In  fiscal  2002,  sales  slid  to  $93 
million,  and  earnings  to  80.  Nevertheless,  earn- 
ings in  the  third  and  fourth  quarters  of  fiscal 

2002  showed  strength  and  beat  estimates.  And 
the  first  fiscal  quarter  of  2003  "is  looking  strong," 
says  Cohen,  who  sees  the  stock  doubling  in  a 
year.  "With  its  cash  and  clean  balance  sheet, 
Verity  is  a  possible  takeover  target  by  large  en- 
terprise-software companies,  as  the  industry  con- 
solidates," he  says.  It's  very  well-positioned,  he 
adds,  against  rivals  Inktomi  and  Autonomy.  First 
Call  figures  Verity  will  earn  330  a  share  in  fiscal 

2003  and  470  in  2004.  On  July  22,  the  Defense 
Dept.  announced  it  had  integrated  Verity  soft- 
ware into  its  new  message-handling  platform, 
involving  more  than  40  sites. 

FALSE  ALARM 
AT  MANOR  CARE 

Elliot  Schlang,  of  Cleveland  investment  firm 
Lynch,  Jones  &  Ryan,  has  turned  even  more 
bullish  on  nursing  home  chain  Manor  Care 
(hcr)  as  its  stock  weakened — from  26  in  early 
May  to  19.  He  thinks  Manor,  the  largest  for- 
profit  U.S.  provider  of  long-term  care,  skilled 
nursing,  and  rehabilitative  services,  has  become 
more  enticing  at  its  low  price:  "With  the  market's 
current  mistrust  of  large-cap  companies  because 
of  Enron  and  WorldCom,  Manor  becomes  a  solid 
shelter,"  says  Schlang,  who  owns  shares.  He 
thinks  investors  seeking  companies  with  clean 
balance  sheets  and  profitable  operations  in  niche 
markets  will  find  Manor  attractive.  Part  of  its  re- 
cent dip — from  20  to  18  on  July  19 — was  due 
to  a  report  by  rival  Beverly  Enterprises,  the 
largest  U.  S.  operator  of  nursing  homes  and  as- 
sisted-living  centers,  that 
it  expected  to  take  a  big 
charge  in  the  second  quar- 
ter to  cover  liability  claims 
in  the  prior  year.  Analysts 
such  as  Albert  Rice  of 
Merrill  Lynch,  however, 
say  Beverly's  situation  has 
no  direct  bearing  on  Manor. 
In  fact,  he  notes  liability-in- 
surance costs  at  Manor 
moved  in  a  favorable  di- 
rection in  the  first  quarter.  The  costs  were  down 
from  last  year's,  and  the  average  claim  dropped, 
says  Rice,  who  owns  shares.  At  19,  the  stock  is 
selling  at  13.5  times  Schlang's  2002  earnings  es- 
timate of  $1.40  a  share  and  11.7  times  his  2003 
$1.62  forecast.  His  12-month  price  target:  35. 
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STILL  IT'S  A 
DEEP  SWOON 
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Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:50  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 


■  Stocks 

S&P  500 

July     Jan.     July  July  18-24 
1300 1 —  -  i—        -950 


U.S.  MARKETS 


July  24 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


July  24     Wee| 
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COMMENTARY 

Shazam!  The  markets  were  a  marvel  as 
investors  marched  back  into  stocks  on 
July  24,  staging  a  rally  that  snapped  a 
four-day  losing  streak.  The  Dow  Jones 
Industrial  average's  489-point  rise  was 
its  largest  one-day  gain  in  15  years. 
The  S&P  500,  which  had  just  touched 
its  lowest  level  since  1995,  surged 
5.7%.  Still,  the  Dow,  the  S&P  500,  and 
Nasdaq,  ended  the  week  in  the  red. 

Data:  Bloomberg  Financial  Markets 
Reuters 


S&P  500  843.43 

Dow  Jones  Industrials  8,191.3 

Nasdaq  Composite  1290.2 

S&P  MirJCap  400  414.1 

S&P  SmallCap  600  190.2 

Wilshire  5000  8,009.2 

SECTORS 

BusinessWeek  50*  511.9 
BusinessWeek  Info  Tech  100**     272.6 

S&P/BARRA  Growth  434.3 

S&P/BARRA  Value  406.2 

S&P  Energy  176.6 

S&P  Financials  278.5 

S&P  REIT  86.0 

S&P  Transportation  164.2 

S&P  Utilities  93.3 

GSTI  Internet  63.7 

PSE  Technology  444.2 


-6.9 
-4.1 
-7.7 
-6.7 
-6.4 
-6.8 


-5.8 
-7.7 
-5.0 
-9.0 
-7.0 
-8.9 
-8.2 
-9.6 
-10.5 
-9.2 
-7.8 


-26.5 
-18.3 
-33.8 
-18.5 
-18.1 
-25.2 


-28.0 
-20.0 
-34.1 
-16.3 
-14.3 
-26.2 


29.9 

-35.2 

35.0 

-34.9 

■27.0 

-26.3 

26.4 

-30.3 

16.4 

-18.6 

■21.6 

-24.3 

-7.9 

-7.0 

16.7 

-17.2 

•36.0 

-44.6 

39.3 

-42.4 

35.4 

-31.4 

*Mar.  19,  1999=1000 


•Feb.  7.  2000=1000 


S&P  Euro  Plus  (U.S.  Dollar)  815.6  -13.5 

London  (FT-SE 100)  3777.1  -9.S 

Paris  (CAC  40)  3023.7  -12. 

Frankfurt  (DAX)  3632.7  -11.; 

Tokyo  (NIKKEI  225)  9947.7  -3.. 

Hong  Kong  (Hang  Seng)  9972.0  -3.E 

Toronto  (TSE  300)  6382.1  -4.7 

Mexico  City  (IPC)  6010.4  -6.1 

FUNDAMENTALS July  23 

S&P  500  Dividend  Yield  1.94% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  28.5 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  14. 1 
First  Call  Earnings  Surprise*  0.83% 

*First  Call  Corp. 
TECHNICAL  INDICATORS       July  23 

S&P  500  200-day  average  1091.0      l  c 

Stocks  above  200-day  average  19.0% 

Options:  Put/call  ratio  0.93 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.17 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 


GROUPS 


month  % 


Computer  Stge.  &  Perphs.  1.9 

Photographic  Products  -3.3 

Semiconductors  -4.2 

Food  Chains  -4.5 

Wireless  Services  -5.0 


Metal  &  Glass  Containers  30.9 

Housewares  &  Specialties  24.3 

Managed  Health-Care  24.0 

Casinos  19.2 

Homebuilding  13.4 


Multi-Utilities 
Office  Electronics 
Oil  &  Gas  Drilling 
IT  Consulting 
Broadcasting 


-42.1 
-37.6 
-28.9 
-28.3 
-28.2 


Multi-Utilities 
Wireless  Ser 
Telecomms.  Eq 
Movies  &  Enter 
Airlines 


Mutual  Funds 


Week  ending  July  23 
■  S&P  500    ■  U.S.  Diversified    RAN  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Japan  0.0 

Pacific/Asia  ex-Japan  -1.6 

Diversified  Pacific/Asia  -1.9 
Diversified  Emerging  Markets  -3.4 
Laggards 

Utilities  -21.9 

Natural  Resources  -21.6 

Precious  Metals  -21.3 

Small-cap  Growth  -18.2 


52-week  total  return 

Leaders 

Precious  Metals 

Pacific/Asia  ex-Japan 

Diversified  Emerging  Mkts. 

Real  Estate 

Laggards 

Communications 

Technology 

Utilities 

Health 


43.2 

13.6 

6.5 

-1.1 

-50.8 
-44.1 
-37.5 
-33.9 


Week  ending  July  23 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


Data:  Standard  &  Poor's 


Leaders 

ProFunds  UltraBear  Inv. 
Rydex  Dynam.  Tempest  500 
Comstock  Part.  Cap.  Val.  A 
Rydex  Dynam.  Venture  100 
Laggards 
ProFunds  UltraBull  Inv. 
U.S.  Glob.  Wrld.  Prec.  Minis.  -30.3 
Select  Sector  SPDR  Utilities  -29.6 
Galaxy  II  Utility  Index  -29.3 


45.9 
45.7 
25.4 
23.2 

-34.0 


Leaders 

Rydex  Dynam.  Venture  100    100.9 


95.6 
92.8 
92.1 


ProFunds  Ultrashort  OTC 

ProFunds  UltraBear  Inv. 

Matthews  Korea 

Laggards 

ProFunds  Ultrashort  OTC 

Elite  New  Opportunity 

INVESCO  Telecommuns.  Inv.  -61.6 

iShares  Gold.  Sachs  Netwkg.-61.6 


I  Interest  Rates 

KEY  RATES 


July  24    Week 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 


1.43%       1.4J 
1.67  1.7 

2.29  2. 


1 0-YEAR  TREASURY  NOTES         4.46 
30-YEAR  TREASURY  BONDS         5.34 


30-YEAR  FIXED  MORTGAGEt       6.34 


6.4< 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bonC 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


I  THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE  Tuesday,  July  30, 
10  a.m.  edt  ►  The  Conference  Board's 
July  confidence  index  is  forecast  to  have 
fallen  to  102.3,  from  106.4  in  June. 
That's  based  on  the  median  forecast  of 
economists  surveyed  by  Standard  & 
Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies. 

GROSS  DOMESTIC  PRODUCT  Wednesday,  July 
31,  8:30  a.m.  edt>  The  economy  is  ex- 
pected to  have  grown  at  an  annual  rate 
of  2.5%  in  the  second  quarter,  after  a 


6.1%  surge  in  the  first  quarter.  A  bal- 
looning trade  deficit  and  a  slowdown  in 
inventory  liquidation  cooled  growth. 

BEIGE  BOOK  Wednesday  July  31,  2  p.m. 
edt>-  The  Federal  Reserve  Board  releases 
its  survey  of  regional  economic  activity 
ahead  of  its  Aug.  13  policy  meeting. 

PURCHASING  MANAGERS'  INDEX  Thursday, 
Aug.  1,  10  a.m.  edt>-  The  Institute  for 
Supply  Management's  industrial-activity 
index  most  likely  fell  to  55.5%  in  July. 


EMPLOYMENT  Friday,  Aug.  2,  8:3 
►  Nonfarm  payrolls  in  July  mo: 
creased  by  68,000  jobs.  The  u 
ment  rate  probably  held  at  5.9 

PERSONAL  INCOME  Friday,  Aug.  2, 
edt>-  Personal  income  in  June 
rose  0.4%,  while  consumer  exf 
are  forecast  to  have  risen  0.5°A 

FACTORY  INVENTORIES  Friday,  Aug 
a.m.  edt>-  Manufacturing  inver 
most  likely  slipped  0.1%  in  Ju 
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8%  in  a  week  in  which  only  three  companies  in  the  index — Philip  Morris,  Bed  Bath  &  Beyond, 
Financial — eked  out  gains.  Among  the  losers,  Dynegy  led  the  decline,  falling  a  steep  81.4% 
downgrade.  Also  hurt  by  bad  news  were  Tyco  International,  down  16.5%,  on  worries  of  weak- 
and  Citigroup,  which  declined  19.9%  on  worries  about  its  exposure  to  Enron  and  WorldCom. 
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COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/02 


Rank     Company 


Week 


Since 
3/1/02 


•hnson 


Bergen 
i Group 

bres 


amies 
oleum 
ratories 


'etroleum 


-6.9 
-1.0 
-4.7 
-9.6 
1.2 
-5.2 
-3.5 
-1.8 
-2.8 
-3.6 
-4.1 
-1.8 
-0.5 
-0.6 

-81.4 
-5.1 
-7.8 
-6.0 
-4.9 

-28.3 
-6.1 
-6.7 
-0.2 
-7.5 

-19.9 


-21.7 
-8.1 
-31.9 
-51.8 
-15.2 
-26.9 
-10.5 
-17.1 
-30.3 
-8.2 
22.4 
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-5.8 
-19.2 
-12.0 
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-48.3 
-7.6 
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-10.9 
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26  Tenet  Healthcare  -6.8  -23.4 

27  Household  International  -5.7  -22.4 

28  WellPoint  Health  Networks  -0.8  24.6 

29  Washington  Mutual  -2.9  3.0 

30  Duke  Energy  -1.6  -37.5 

31  Kohl's  1.2  -5.4 

32  Bed  Bath  &  Beyond  1.3  -6.0 

33  Cardinal  Health  -6.6  -22.5 

34  Centex  -2.6  -18.5 

35  American  Electric  Power  -23.6  -40.0 

36  Golden  West  Financial  -4.3  -6.5 

37  Stryker  -11.2  -26.1 

38  Harley-Davidson  -4.3  -9.6 

39  PepsiCo  -6.7  -21.7 

40  Merck  -4.3  -30.5 

41  Apache  -5.6  -7.8 

42  Amerada  Hess  -12.6  -5.3 

43  KB  Home  -2.4  2.5 

44  First  Data  -3.3  -15.5 

45  Tyco  International  -16.5  -65.6 

46  International  Game  Technology  -3.9  -21.3 

47  Capital  One  Financial  9.3  -32.4 

48  Electronic  Data  Systems  -2.8  -44.1 

49  Nabors  Industries  -6.2  -15.5 

50  Xcel  Energy  -21.3  -50.1 


luction  Index 


Change  from  last  week:  0.7% 
Change  from  last  year:  -2.3% 


OUTPUT     July  13=164.8  1992=100 
hdex  is  a  4-week  moving  average 


r-i- 


Nov. 
2001 


Mar. 
2002 


July 
2002 


hdex  grew  at  an  accelerated  pace  dur- 
ek.  Before  calculation  of  the  four-week 
the  index  climbed  to  167.2  from  165.6. 
idjusted  basis,  lumber  and  crude-oil  re- 
e  largest  gains,  with  steel  and  rail- 
o  rising.  Vehicles  were  mixed  with  au- 
i  assemblies  down,  as  manufacturers 
innual  changeovers.  Coal  and  electric 
i  were  lower. 

of  the  index  components  is  at  www.business- 
etion  index  Copyright  2002  by  The  McGraw-Hill 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Adelphia  Communications 
(ADELQ)  60 
Adventis  38 
Agros  66 
Alcoa  (AA)  117 
Alfa  Group  66 
Allegiance  Telecom  34 
Allianz  (AZ)  49 
Amazon.com  (AMZN)  74, 
102 

American  Airlines  (AMR) 
44, 83, 102 
Amgen  (AMGN)  60 
AOL  Time  Warner  (AOL)  38, 
60,76 

Apple  Computer  (AAPL)  24 
Arthur  Andersen  38, 42, 86 
Artisan  International 
(ART1X)  106 
Ashford.com  74 
AT&T  0)34,38,50,92. 
122 

Autonomy  117 
Axa  (AXA)  49, 70 
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Bank  One  (ONE)  90 
BarChris  Construction  42 
BellSouth  (BLS)  76, 106 
BlackBerrry  24 
Boeing  (BA)  26, 92 
Boston  Partners  Long/Short 

Equity  Fund  104 
BP  (BP)  78 
Bridgewater  Associates 

108 
Bristol-flyers  Squibb 

(BMY)  50 
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Caterpillar  (CAT)  52 
Cendant  (CO)  86 
Cessna  Aircraft  (TXT)  16 
ChangeWave  Research  56 
ChevronTexaco  (CVX)  78 
Citibank  (C)  42 
Citigroup  (C)  34, 42, 50 
Coca-Cola  (KO)  26, 50, 92 
Credit  Suisse  First  Boston 
(CSR)38,117 


Credit  Suisse  Group  (CSR) 
63 
CreditSights  42. 52 

D 


Decision  Economics  52 
Delaware  Investments  88 
Dell  Computer  (DELL)  24, 

60,92 

Deloitte  &  Touche  14 
Delphi  (DPH)  44 
Deutsche  Bank  (DB)  28, 

49.90 

Deutsche  Telekom  (DT)  49 
Diageo  (DEO)  92 
Dresdner  Kleinwort 

Wasserstein  117 
Dynegy  (DYN)  60, 78, 102 
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Eastman  Chemical  (EMN) 

56 
Eastman  Kodak  (EK)  22, 

90 

Economy.com  34 
El  Paso  (EP)  60 
Electronic  Arts  (ERTS)  102 
Enron  (ENRNQ)  14, 26, 34, 

38, 42, 49, 74, 78, 86, 

102,117 
Exxon  Mobil  (XOM)  78 
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Fahnestock  (FVH)  78 
FedEx  (FDX)  38 
Fidelity  Dividend  Growth 

(FDGFX)  106 
Fidelity  Investments  108 
Focal  (FCOM)  34 
Ford  (F)  50 
Forrester  Research  (FORR) 

76 
Franklin  MicroCap  Value 

Fund  (FRMCX)  106 
Friedman  Billing  Ramsey 

(FBR)  34,  38 
Fuji  Photo  Film  90 
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Gazprom  66 

General  Electric  (GE)  50. 
74,102,122 


General  Motors  (GM)  44, 

50,56 

Giga  Information  (GIGX)  38 
Global  Crossing  (GBLXQ) 

34,122 

Golden  State  Bancorp  42 
Goldman  Sachs  (GS)  52, 

56 
Grizzly  Short  Fund  (GRZZX) 

104 
Growth  Fund  of  America 

(AGTHX)106 
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Harley-Davidson  (HDD  92 
Hewlett-Packard  (HPQ)  24, 
60 

HJ.  Heinz  (JNZ)  92 
Honda  (HMC)  18 
HSBC  (HBC) 70 


24,  50, 56,  74 

Icon  Information 

Technology  (ICTEX)  106 
ImClone  Systems  (IMCL) 

60 

Inktomi  (INKT)  117 
Intel  (INTO  28, 122 
Interros  66 


Janus  Growth  &  Income 
(JAGIX)  1 06 

JHC  Capital  Management 

117 

JMTek  24 
John  S.  Herald  78 
Johnson  &  Johnson  (JNJ) 

117 
J.P.  Morgan  Chase  (JPM) 

42, 70, 88 
Julius  Baer  International 

Equity  (JIEIX)  106 
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Kaufman  Brothers  38 
Kinetics  Internet  (VVWWFX) 
106 
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Lehman  Brothers  (LEH) 

108 

Lennar  (LEN)  52 
Level  3  Communications 

(LVLT)  34 

Lucent  Technologies  (LU) 
^28, 34, 60, 122 
Lukoil  (LVKOY)  66 
Lynch  Jones  &  Ryan  117 
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Legg  Mason  (LM)  74 


Macroeconomic  Advisers 

52 

ManorCare(HCR)117 
Marriott  International 

(MAR)  16 
Martha  Stewart  Living 

Omnimedia  (MSO)  60 
Maytag  (MYG)  44 
McGraw-Hill  (MHP)  118 
MCI  Group  (MCIT)  34, 38 
McKinsey  49 
MDM  Group  66 
Mediaset  73 
Merrill  Lynch  (MER)  14, 52, 

56,60,88,110,117,122 
Metal  loin  vest  66 
MFS  Communications  34 
Microsoft  (MSFT)  50, 74, 

76 

Milliman  USA  44 
Morgan  Stanley  (MWD)  44, 

56,110 

Morningstar  102 
M-Systems  24 
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New  Piper  Aircraft  16 
Nike  (NIKE)  92 
Nissan  (NSANY)  18 
Norilsk  Nickel  66 
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Odyssey  76 
Omnicom  (OMC)  92 
Oyens&  Van  Eeghen 
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PBHG  Large  Cap  Value 
Fund  (PLCVX)  106 
Pearson  (PSO)  18 
Pfizer  (PFE)  117 
Philip  Morris  (MO)  92 
PIMCO  (AZ)  108 


Pixelworks  (PXLW)  102 
Polaroid  90 
PROS  Revenue 

Management  83 
Prosperity  Capital 

Management  66 
Prudent  Bear  (BEARX)  102 
Prudential  (PRU)  74 
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International  (Q)  34 

R 


Rhythm  NetConnections  34 
R.Lewis  Securities  117 
Rosgosstrakh  66 
Royal  Dutch/Shell  (RD)  78 
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Salomon  Smith  Barney  (C) 

34,42,110,122 
Samsung  Electronics  92 
SanDisk  24 
Sanford  0  Bernstein  (AC) 

18 

Saybrook  Capital  88 
SBC  Communications 

(SBC)  28, 76 
106, 122 
Sberbank  66 
Schroder  Salomon  Smith 

(O70 
Siberian-Urals  Aluminum 

66 
Siebel  Systems  (SEBL)  28, 

56 

SkyTel  (WCOM)  38 
Sony  (SNE)  24 
Southwest  Airlines  (LUV) 

50,83 

Sprint  (FON)  38 
Standard  &  Poor's  (MHP) 

44,88,118 

Stanley  Furniture  (STLY)  52 
Starbucks  (SBUX)  92 
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Thompson  Plumb  Growth 
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(TPSCX)106 
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Trek  2000  24 
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Editorials 


A  CLOSER  LOOK  AT  PROFITS 


As  companies  release  their  second-quarter  earnings  figures, 
it's  still  tough  to  gauge  the  true  health  of  the  corporate 
sector.  According  to  the  latest  filings  of  companies  in  our 
flash  profits  sample  (page  50),  corporate  profits  were  down 
30%  compared  with  a  year  earlier,  which  was  a  weak  quarter 
to  begin  with.  But  take  out  AT&T  and  Lucent  Technologies 
Inc. — which  accounted  for  $20.6  billion  in  losses  all  by  them- 
selves— and  the  remaining  123  companies  were  up  by  14%, 
more  than  expected. 

The  confusion  in  the  profits  numbers  reflect  the  crosscurrents 
in  the  economy  and  the  financial  markets.  On  the  one  hand, 
there's  plenty  of  bad  news.  Stock  markets  are  still  way  down 
in  the  U.  S.  and  abroad,  and  the  scandals  have  touched  some  of 
the  country's  largest  banks.  Telecom  and  energy  companies  are 
in  trouble  no  matter  where  you  look,  technology  companies  are 
reducing  their  forecasts  for  the  rest  of  the  year,  and  many 
large  corporations  may  be  forced  to  start  putting  money  in  pen- 
sion funds  for  the  first  time  in  years  (page  44). 

However,  despite  the  drumbeat  of  negative  news,  there's 
still  some  reason  for  cautious  optimism  about  profits  in  com- 
ing quarters.  The  key  is  that  by  cutting  workers  and  boosting 
productivity,  companies  seem  to  be  taking  the  steps  they 
need  to  trim  costs  and  increase  profits  going  forward.  In 
recent  days,  Lucent,  General  Electric,  SBC  Communications, 
and  Intel  have  all  announced  job  reductions.  And  economic 
growth,  while  not  stellar,  remains  positive. 


While  the  news  is  still  dominated  by  corporate 
huge  bankruptcies,  it  may  be  time  for  shell-shocked 
to  start  paying  attention  to  profits.  Earnings  are  b; 
biggest  influence  on  stock  prices.  In  the  bear  mark* 
1970s,  for  "example,  corporate  profits  adjusted  for 
were  basically  flat,  and  so  were  stocks.  Conversely,  t 
boom  that  started  in  1995  was  preceded  and  accom] 
a  major-league  runup  in  profits. 

The  same  connection  holds  today.  It's  no  coincide] 
earnings  per  share  peaked  in  the  first  quarter  of 
the  market  hit  its  high  and  started  downward, 
profits  start  to  rise;  on  a  sustained  basis,  will  the  si 
ket  recover. 

Of  course,  after  all  the  reports  of  financial  hocus-] 
vestors  are  understandably  wary  of  earnings  fi; 
put  out  by  corporations.  But  with  all  the  attention 
corporate  accounting  these  days,  ceos  are  going  to 
more  reluctant  to  adopt  the  sort  of  aggressive 
practices  that  they  used  in  the  past.  That  trend 
honesty  will  be  reinforced  by  the  requirement  tha 
Aug.  14,  ceos  must  certify  their  financial  reports  z 
honest  and  correct. 

As  a  result,  there's  a  reasonable  chance  that  the: 
bers  will  be  cleaner  than  they  have  been  in  a  lo: 
When  published  earnings  start  to  rise,  that's  a  good 
investors. 


HOW  NOT  TO  CONDUCT  BUSINESS 


Back  in  May,  2000,  BusinessWeek  highlighted  Jack  B. 
Grubman's  enormous  influence  in  the  telecom  indus- 
try— and  his  enormous  conflicts  of  interest.  He  was  Salomon 
Smith  Barney's  lead  telecom  analyst,  even  while  he  helped  Sa- 
lomon raise  billions  in  debt  and  equity  for  both  existing  and 
upstart  telecom  companies  and  gave  strategic  advice  to  tele- 
com executives  such  as  Bernard  J.  Ebbers  of  WorldCom 
Inc.,  including  attending  some  WorldCom  board  meetings. 
He  even  boasted  about  it  at  the  time,  telling  BusinessWeek 
that  "what  used  to  be  a  conflict  is  now  a  synergy." 

Wrong — it  was  a  conflict  of  interest  of  the  worst  kind 
(page  34).  As  the  telecom  bubble  began  deflating  in  2000, 
Grubman  and  his  band  of  telecom  executives  refused  to  admit 
publicly  that  the  growth  they  had  predicted  simply  wasn't 
happening.  Rather  than  offering  objective  analysis,  Grub- 
man  issued  optimistic  reports.  When  other  analysts  made 
more  skeptical  forecasts,  as  in  the  case  of  telecom  startup 
Winstar,  Grubman  made  withering  rebuttals.  At  the  same 
time,  his  pet  companies,  such  as  WorldCom,  manipulated  ac- 
counting and  used  tricks  to  show  mort  growth  and  profits 
than  were  really  there.  Meanwhile,  ordinary  investors,  with 
nowhere  to  turn  to  get  the  real  story,  lost  trillions. 


Now  the  U.  S.  telecommunications  industry  lies  in 
bles,  and  it  has  the  potential  to  damage  the  entire  ec 
Grubman  is  under  investigation  by  New  York  At 
General  Eliot  Spitzer  and  the  National  Association 
curities  Dealers,  and  many  of  Grubman's  favored  con 
have  either  gone  under  or  are  facing  intense  scrutin 
investigators. 

While  Grubman  is  an  extreme  case,  he  exemplif 
broader  problem  of  conflicts  of  interest  on  Wall  Street 
ways  tempting  to  skew  analysis  and  research  in  oi 
win  investment  banking  business:  The  bigger  the  rewai 
bigger  the  temptation.  Indeed,  given  the  hundreds 
lions  in  capital  that  the  telecom  industry  raised  duri 
1990s,  it  was  one  of  the  all-time  richest  sources  of  pre 
the  Street. 

The  Grubman  affair  is  a  lesson  in  how  not  to  c| 
business.  That's  why  Wall  Street  firms  need  to  put  vj 
walls  between  analysts  and  investment  bankers.  Til 
steps  have  already  been  taken,  the  result  of  Spitztl 
tions  against  Merrill  Lynch  &  Co.  But  more  action,  bl 
regulators  and  Wall  Street  firms,  is  needed  to  avoid  [ 
versions  of  the  telecom  fiasco. 
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When  Lexus  engineers  set  out  to  build  the 
SC  430  hardtop  convertible,  they  were  not 
just  building  a  convertible.  They 
were  building  a  Lexus.  This 
is    no   small    distinction. 
You  see,  your  traditional 
ragtop  may  offer  the  thrill 
of  an  open  sky,  but  it's  hardly 
a  bastion  of  comfort.  Ragtops  are 


NOTHING  ABOUT 

"RAGTOP" 


SEEMED     VERY 


No,  a  Lexus  convertible  would  have  to 
the  requisite  luxuries  of  its  brethren, 
the  ingenious,  elegant 
hardtop  convertible, 
button  and  the  SC  | 
hardtop  gracefully 


LEXUS. 


noisy.  They  are  renowned  for  leaking  both  air 
and  water.  Now  that's  not  very  Lexus-like,  is  it? 


or  lowers.  In  a  me  I 
seconds,  no  less. 
When  the  top  is  up,  the 
is  transformed  into  a  secure,  weathei 
sport  coupe.  Put  the  top  down  and  it's  vot 


& 


'Lexus  Vehicle  Skid  Control  iVSC   is  an  electronic  lystem  designed  to  help  the  driver  maintain  vehicle  control  under  adverse  conditions.  It  is  not  a  substitute  for  safe  driving  practice  I 
experience  greater  tire  wear  than  conventional  tires  Tire  life  mav  be  substantially  less  than  15.000  miles.  :Run-flat  tire  technology  is  designed  for  limited  emergency  use  onlv  If  ' 

dealer  for  detaib.  ©2002  Lexus,  a  Division  of  Toyota  Motor  Sales,  US_V.  Inc.  Lexus  reminds  you  to  i 


DATE  DUE 


and  its  potent  4.3-liter,  300-hp  V8 

!o  keep  all  this  power  under  control, 

■5C  430    is    equipped   with   Vehicle    Skid 

rol,"  Fraction  Control  and  anti-lock  brakes. 

18-inch  allo>  wheels,1  with  available 

lat,  low-profile   tires,*    hug  the   road   and 

its  sport  coupe  intentions. 
jt,  if  the  SC  430  performs  like  a  sports  car, 
celing   behind    the   wheel    is    remarkably 
:d.  A  windshield-high  cockpit  cowling  and 


•ve 


rear-winci  cctor  reduce  wine  l. 
Climate  Control  senses  md  then  automatically 
regulates  cabin  temperature,  even  in  the  face 
of  a  changing  sun.  Hand-stitched  fine  leather 
trim  caresses  eye  and  skin  and  is  accented  by 
burled  walnut  or  birds-eye  maple  trim.  Both 
front  seats  are  power-adjustable  and  heated. 

In  short,  the  SC  430  stands  uncompromised. 
And  while  this  may  not  be  very  common  in  a 
convertible,  it  is  quite  common  in  a  Lexus. 


an  automobile  delight,  comfort,  fascinate  and  energize  you? 
lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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remain  below  55  miles  per  hour;  cornering,  braking  and  accelerating  must  be  done  with  extreme  caution;  and  the  tire  should  be  replaced  within  100  miles  See  your  Lexus 
-peed  laws  and  drive  responsibly,  l-'or  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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THE  REAL  STORY  OF  THE  WATKINS  MEMO 


TALK  SHOW  Klf  you're  a  CEO  and  think  you  can  fudj 
books  in  order  to  make  yourself  look  better,  we're  goi 
find  you,  we're  going  to  arrest  you,  and  we're  going  to 
you  to  account. "  — President  George  W.  Bush 


NEXT  UP  IN  THE 
convoluted  saga  of  En- 
ron: the  tale  of  Schuyler 
Tilney,  a  senior  Merrill 
Lynch  investment  bank- 
er who  took  the  Fifth  in 
front  of  Congress  on 
July  30.  Tilney  had 
more  than  just  a  profes- 
sional relationship  with 
Enron.  His  wife,  Eliza- 
beth, was  once  a  senior 
member  of  Enron's  man- 
agement team  and  "one 
of  the  closest  confi- 
dantes" of  former  ceo 
Kenneth  Lay,  according 
to  a  source  with  detailed 
knowledge  of  Enron. 
And  Schuyler,  personal- 
ly, was  an  investor  in 
DM2,  one  of  the  off-bal- 
ance-sheet partnerships 
used  to  conceal  Enron's 
losses. 

More  surprising,  after 
Sherron  Watkins  wrote  her 
famous  whistle-blower  memo, 
Lay  sent  her  to  talk  to  Eliz- 
abeth Tilney.  Elizabeth  had 
previously  overseen  Enron's 
corporate  communications  and 
marketing  and  had  worked 
on  an  internal  employee  "val- 
ues" campaign.  At  the  time 
Lay  sent  Watkins  to  her,  she 
was  handling  communications 


TILNEY:  Married  to  Enron  management 


and  marketing  for  a  sub- 
sidiary, Enron  Energy  Ser- 
vices. So  Watkins  wrote  a 
second,  two-page  memo  to 
Elizabeth  suggesting  that  she 
have  Lay  go  public  about 
Enron's  shenanigans,  includ- 
ing the  ljm  partnerships. 
Watkins  wrote:  "It's  very 
hard  to  know  who  in  the  or- 
ganization is  giving  us  good 
answers  and  who's  covering 


their  prior  work." 

It  sure  was.  At  the  time, 
Watkins  did  not  know  that 
she  was  taking  her  com- 
plaints to  the  wife  of  the  in- 
vestment banker  who  helped 
Merrill  Lynch  win  the 
job  to  raise  funds  for 
the  LJM2  partnership  and 
who  had  his  own  finan- 
cial stake  in  it,  accord- 
ing to  Watkins'  lawyer, 
Philip  Hilder.  The  con- 
versation between  the 
two  women  was  "a  one- 
way street,"  says  Hilder. 
"They  [Enron  manage- 
ment] wanted  Sherron 
to  have  limited  involve- 
ment." Some  of  her 
Enron  colleagues  ques- 
tioned Elizabeth's  ap- 
parent conflict  of  inter- 
est at  the  time,  the 
source  says. 

The  Tilneys'  lawyer, 
Robert  Trout,  says  there 
was  no  conflict,  that 
Elizabeth  was  assigned 
to  a  subsidiary  and  had 
disclosed  her  husband's 
role  to  top  management:  "Ms. 
Tilney  had  no  authority  to 
pick  or  choose  among  the 
many  opinions  about  how1  to 
deal  with  the  situation." 

Shows  how^  seriously  Lay 
took  Watkins'  first  memo, 
doesn't  it?  A  spokeswoman 
for  Lay  says  that  he  has  no 
response. 

Emily  Thornton 
and  Wendy  Zellner 
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^ 

^ 

several  years,  the  world's  biggest  fast-food  chain  is  rolling  out 
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AT  THE  TROUGH 

WORLDCOM:  A 
TO  THE  LAWYER] 

RULE  NO.  1  IN  A  BANK! 

The  lawwers  get  pal 
And  in  the  case  off 
Com,  there  seems  t) 
race  to  the  trough, 
firms,  plus  investmeJ 
Lazard  Freres,  are  g| 
ter  the  long-distance 
remaining  nickel 
way.  Three  are  billinf 
Com  at  or  above 
unheard-of  rate  of 
hour. 

Topping   the   list 
McLucas  of  Wilmer, 
Pickering.  He's  getti 
an   hour   from   Worll 
board    to    investiga| 
company's  dubious  ace 
activities.  That  is 
more  than  he 
got  for  doing 
the  same  at 
Enron.  A  re- 
spected for- 
mer Securi- 
ties   &    Ex- 
change Com- 
mission   en- 
forcement chief,  he 
his  price  to  troubled 
ing  to  show  how  the; 
ing  clean.  McLucas 
up  to  his  firm  how' 
bills. 

Superlobbyist 
Boggs  is  also  billing  '| 
hour  to  contain  damag 
congressional  inquire 
lawyers  at  leading  barij 
firm  Weil,  Gotshal  & 
are  pulling  in  that 
as  well.  Neither  Boj 
Weil  Gotshal  lawye 
comment. 

Hundreds  of  other  1;J 
associates,  and  parale|| 
billing  for  lesser  amoi 
pending  on  level  of 
ence.  And  many  firms 
even  been  named  yel 
in  Lazard,  which  want| 
million  "success  fee" 
up  restructuring  Wor 
and  the  bankruptcy  fel 
end  up  being  the  big|| 
record.  Dav  <| 
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Up  Front 


TAXING  MATTERS 

SOCIAL  CONSCIENCE 
WITH  THAT  LATTE? 

SEATTLE    COFFEE    DRINKERS 

could  soon  find  their  lattes 
carrying  an  extra  jolt — a  100 
tax.  The  tax  would  be  levied 
on  all  espresso  drinks,  not 
regular  coffee,  sold  in  Seattle. 


EXTRA  CHARGE?  Seattle  will  vote 


The  money  would  fund  better 
wages  for  child-care  workers 
and  subsidize  day  care  for 
poor  kids.  Organizers  say 
they've  got  more  than  the 
17,000  signatures  needed  to 
get  the  proposal  on  Novem- 
ber congressional  ballots.  It 
needs  a  majority  to  pass. 


Taxing  espresso  in  a  city 
of  coffee  junkies  might  seem 
cause  for  uproar,  but  organiz- 
ers say  their  polls  show  74% 
of  Seattleites  favor  it.  That 
doesn't  include  Starbucks, 
however,  which  says  it  does 
not  "fully  understand"  why 
espresso  should  be  taxed.  Or 
the  Seattle  Chamber  of  Com- 
merce, which  says  the  tax 
would  unfairly  burden  small 
shops.  The  Chamber 
has  its  own  follow-up 
research  showing  70% 
opposition  to  the  tax. 

Supporters  say  the 
tax  is  too  small  to  dent 
sales  and  would  mostly 
hit  the  well-off.  "For  a 
very  small  tax,  you  can 
really  generate  a  siz- 
able sum,"  says  Laura 
Paskin,  spokeswoman 
for  Seattle's  Economic 
Opportunity  Institute,  a  think 
tank  that  supports  the  tax.  It 
predicts  revenue  of  $7  million 
in  the  first  year.  (That's  70 
million  espressos.) 

So  where  do  Seattle  resi- 
dents really  stand?  We'll  find 
out  in  November.  Kimberly 
Weisul,  unth  Hunter  Hardin 


SPORTING  LIFE 

NEXT  TIME, 
JUST  GO  FOR  IT 

PRO    FOOTBALL   TEAMS    KICK 

too  often  on  the  fourth  down. 
Says  who?  A  6-foot,  170- 
pound  economist  out  of  the 
University  of  California  at 
Berkeley.  David  Romer  did 
a  statistical  analysis  of 
every  play  in  more 
than  700  National 
Football  League 
games  from  1998  tc 
2000. 

His     findings:     A 
team  that's  near  mid- 
field    on    the    fourth 
down  should  try  for  a 
first  down — rather  than 
punt  or  attempt  a  field 
goal — as  long  as  it's  with- 
in five  yards  of  making  it. 
A  team  should  also  try  for 


* 


I 


a    touchdown    if   it's 
within  five  yards  of 
the    goal    line    on    the 
fourth  down. 

That's  far  more  daring  than 
the  plays  you'll  see  on  any 
given  Sunday.  In  his  National 
Bureau  of  Economic  Research 
working  paper — which  con- 
tains more  Greek  letters  than 
Fraternity  Row — Romer  says 
teams  kicked 
on  992  of 
1,100  fourth 
downs  when 
they  should  have 
gone  for  it. 
Romer  guesses  that 
coaches  fear  criticism  for 
taking  risks — or  they 
simply  don't  know  the  opti- 
mal strategy.  Asked  for  reac- 
tion, Dallas  Cowboys  spokes- 
man Rich  Dalrymple  says:  "If 
he  knows  so  much,  why 
doesn't   he   get   a  job   in 


i^  coaching?  There's  plenty  of 
WRONG  MOVE?  Stats  say  so  Jjfc     turnover."        Peter  Coy 
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FUTURE  CEO 


HAPPY  RETURNS 


SO  THAT'S  WHY  MARRIED  MEN  GET  PAID 


A  PUZZLING  FACT  HAS  LONG 
drawn  the  scrutiny  of  econo- 
mists: Married  men  make 
more  money  than  bachelors. 

In  fact,  they  make  11% 
more  than  men 
who  have  never 
tied  the  knot,  ac- 
cording to  a  re- 
cent, comprehen- 
sive study  by  the 
Federal  Reserve 
Bank  of  St.  Louis. 

Senior  research 
associate  Abbigail 
Chiodo  and  econ- 
omist Michael  Ow- 
yang  reviewed  at 
least  seven  other  studies 
by  academic  researchers  go- 
ing back  to  the  early  1980s 
and  found  this  to  be  the 
case,  even  when  the  data 
were  adjusted  for  the  men's 


work  experience, 
and  age. 

Their  key  discovery| 
women  look  for  in  a 
the  same  as  what  cor 
look  for  in 
ployee.  Dei 
attributes  ij 
responsibilitl 
esty,  loyaltf 
the  ability 
solve  conflic 

Apr 
helps.  As  (| 
and  Owyang 
in     their 
"Physical 
tiveness — \ 
normally  associated 
sirability   as   a   mate 
tends  to  have  a  posit 
feet  on  wages." 

So  much  for  that 
raise.  Laur 


THE  BIG  PICTURE 


WHAT  THE 
RICH  SAVE 

The  wealthiest  Americans 
save,  on  average,  22% 
of  their  income. 
Here's  the 
breakdown: 


UNCERTAIN 

6% 


150  respondents 
with  annual  income  of 
$300,000  or  net  worth 

over  $3.75  million. 
Conducted  June.  2002 


MORE  THAN  30% 

18% 

21-30% 

14%     ^ 


UP 


TO  10% 

24% 


11-20% 

31% 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront"  businessweek.com 


10  BusinessWeek  /  August  12,  2002 


^vestment  Banking 


An  As,an  telecom^ 
t0  e^d  Us  reac 
(An  ambUiOus  c 
Their  dream 


:tmngP^ 


became 


our 


ov»n- 


fo    W 


Stanley 


Morgan 

One  client  at  a  «« 


-*t<~' 


7 


^ww.coorg805' 


**&? 


' 


* 


in  for  a  rapidly  growing  telecom,  the  plan  was  bold:  to  become  Asia  Pacific's  #1  telecommunications  company, 
jrally,  they  came  to  Morgan  Stanley.  We  set  to  work  to  overcome  regulatory  and  regional  obstacles,  making  a  once 
linkable  acquisition  possible.  The  result?  The  company  grew  significantly.  And  new  lines  of  communication  were 
ned.  Such  complex  challenges  are  our  passion.  Such  client  successes  are  our  mission.  What  can  we  do  for  you? 


mts  and  services  are  offered  through  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Employee  names  have  been  changed 
:t  their  privacy.  Morgan  Stanley  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2002  Morgan  Stanley. 
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Readers  Report 


ITS  THE  SYSTEM, 
STUPID 


The  current  financial  mess  requires 
nothing  more  than  enforcement  of  ex- 
isting laws  by  the  Justice  Dept.,  Feder- 
al Trade  Commission,  and  Securities  & 
Exchange  Commission  ("Let  the  reforms 
begin,"  Cover  Story,  July  22).  The  fail- 
ure of  these  agencies  to  draw  the  lines 
encouraged  companies  (in  fact  required 
them,  in  order  to  remain  competitive)  to 
violate  existing  laws.  There  was  no  pos- 
sibility of  criminal  liability,  almost  no 
possibility  of  civil  action 
by  government  agency 
causing  the  companies  to 
give  up  more  than  they 
stole,  and  civil  cases  for 
relief  are  routinely  tossed 
out  of  court. 

The  best  action  would 
be  to  create  a  statutory 
remedy  for  shareholders  to 
challenge  specific  types  of 
corporate  wrongdoing  (ex- 
cessive compensation,  false 
financial  statements,  sweet- 
heart deals,  etc.),  without 
the  class-action-  type  re- 
strictions that  stifle  most  potential  law- 
suits of  this  type.  Modeled  on  a  whistle- 
blower  incentive  basis,  suing  shareholders 
and  their  lawyers  would  be  entitled  to  a 
percentage  of  any  recovered  money  or 
property  from  the  corporation. 

Carl  E.  Person 
New  York 

What  the  public  most  wants  to  see  is 
"insiders"  returning  the  hundreds  of 
milhons  of  dollars  received  as  incentive 
compensation  by  "mistake."  There  is  no 
need  to  prove  fraudulent  behavior.  If  a 
real  accounting  shows  that  incentive 
targets  were  not  achieved,  the  money 
and  options  should  not  have  been  paid 
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in  the  first  place  and  must  be  re' 
Boards  of  directors  have  a  fii 
duty  to  get  back  their  companies' 
even  if  the  recipients  are  their 
Recovering  the  money  will  red  J 
number  of  future  "bad  apples." 
Jerome  H.  G 
Glen  Cov 

Banks  should  be  required  to 
their  analyst  departments  into 
research  companies  so  that  the  n| 
they  provide  is  independent  in 
and  appearance.  Analysts  have 
too  much  impor 
meeting  earning.1! 
mates  and,  in  ti 
have  conditioned 
vesting  public  int 
tolerance  for  vol 
and  any  earning 
prises,"  bad  or 

The  investing 
needs  to  accept  a 
degree      of      ez 
volatility.  Then, 
executives    coulc 
managing  their  ea 
and  focus  on 
businesses     m   r 
ciently  and  effectively. 

Craig  ll 
Ne\| 

For  years,  in  its  Cover  Stories| 
nessWeek  has  celebrated  busines 
ers  and  corporations  that  turn 
be  frauds.  "Corporate  crime's  n^ 
cop"  (Cover  Story,  July  22)  is  st 
puff  piece  about  Deputy  Attorne| 
eral  Larry  Dean  Thompson.  Yov 
that  he  gives  Bush  "credibility" 
"he  carries  little  political  baggag 

As  has  been  revealed  elsewhei! 
corrupt  law-enforcement  office 
head  of  the  audit  and  compliancJ 
mittee  of  Providian  Financial  Bl 
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BMW  demands  that  their  cars 
move  with  precision. 

Even  when  they're  on  the  back  of  a  truck. 
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Cognos — the  business  intelligence  inside  the  world's 
most  intelligent  businesses. 
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HACKING! 
FOR  PROFI 


VI 
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INFRASTRUCTURE 

SECURITY 
PLAY 


1  ]  In  the  e-business  game,  it's  called  the  hack  attack,  and  it's  one  of 
the  many  unpredictable  threats  to  your  company's  data.  The 
defense?  A  security-rich  integrated  infrastructure  that  guards  24/7. 

2]  Get  the  infrastructure  you  need  from  team  IBM  -  a  leader  in 
end-to-end  security  solutions.  With  the  help  of  global  security 
experts,  self-managing  servers,  and  Tivoli®  security  software,  you'll 
know  your  infrastructure  can  be  secure  on  a  Fort  Knox  scale. 

3]  For  more  winning  plays,  visit  ibm.com/e-business 


@  business  is  the  game.  Play  to  win: 
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HACKING 
FOR  FAME 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "False  alarm  at  Manor  Care"  (Inside  Wall 
Street,  Aug.  5),  analyst  Albert  Rice  of  Mer- 
rill Lynch  was  mistakenly  identified  as  own- 
ing shares  in  Manor  Care.  He  does  not  own 
shares  in  the  company. 


the  same  time  it  was  engaged  in  a  $400 
million  fraud. 

Do  your  readers  have  to  question 
your  credibility  on  every  article,  just 
as  we  now  question  the  financial  reports 
of  Corporate  America?  Stop  covering 
up  for  the  crooks  running  the  country. 
Douglas  Caddy 
Houston 

"The  ghosts  that  won't  go  away"  (Cov- 
er Story,  July  22)  looks  for  a  few  places 
where  Democrats  have  struck  matches, 
and  it  tries  to  fan  the  flames.  Any  one  of 
the  Democrats  quoted  has  done  more 
questionable  (illegal)  deeds  than  Bush. 
This  is  particularly  so  if  we  include  cam- 
paign finance.  George  W.  Bush  has  been 
more  straightforward  in  his  dealings  with 
the  public  [relating  to]  his  corporate  deal- 
ings and  his  personal  finances  than  any  of 
the  people  lighting  matches  in  this  article. 
Charles  S.  Harris 
New  Carlisle,  Ohio 

"It's  time  for  a  new  era  of  reform" 
(Editorials,  July  22)  is  much  too  accom- 
modating of  the  offenders  in  this  finan- 
cial scandal.  From  so-called  aggressive 
accounting  to  outright  misrepresenta- 
tions by  self-serving  corporate  officers, 
the  damage  thus  far  has  been  severe 
and  is  headed  toward  catastrophic.  The 
images  of  politicians  asking  "probing" 
questions  of  corrupt  corporate  officers, 
from  whom  they  have  accepted  political 
contributions,  bear  an  eerie  similarity 
to  the  last  days  of  the  Roman  Empire. 

Prompt  action  is  critical. 

Wilham  G.  Isherwood 
Sacramento 

WHY  NOT  TRY  PAY  CUTS 
FOR  POOR  PERFORMANCE? 

Is  something  wrong  here?  Has  any- 
one in  American  business  ever  heard 
of  a  pay  cut  ("An  overdose  of  options," 
Finance,  July  15)?  If  a  company  is  not 
doing  well,  why  continue  to  enhance  the 
pay  packages  of  the  managers  and  ex- 
ecutives responsible  for  the  reduced  eco- 
nomic value  of  the  corporations  and 
stockholders  who  employ  them? 

Donald  R.  Schreiber 
Supply,  N.C. 
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CORPORATE  CRIME-AND 
WASHINGTON'S  PART  IN  IT 

I  agree  with  the  assessment  of  Bax- 
ter International  In^  ceo  Harry  Krae- 
mer  Jr.  We  don't  need  more  laws:  What 
we  need  is  people  with  a  higher  level  of 
integrity  to  run  our  corporate  institu- 
tions ("Too  many  rotten  apples,"  News: 
Analysis  &  Commentary,  July  15).  We 
complain  about  corruption  in  Argentina, 
China,  Columbia,  Mexico,  Nicaragua, 
Russia,  etc.,  but  the  level  of  corruption 
in  those  countries  pales  when  compared 
with  what  we  have  here  in  the  U.S. 
We  just  happen  to  do  it  in  a  business 
suit  with  lawyers,  accountants,  bankers, 
and  Wall  Street  analysts. 

Joseph  Pugliese 
Macungie,  Pa. 

How  can  we  expect  politicians  to 
crack  down  on  corporate  fraud  when 
most  have  been  bought  and  paid  for 
with  campaign  donations?  Corporate 
crime  and  political  contributions  are  two 
sides  of  the  same  coin.  If  Senator  Phil 
Gramm  (R-Tex.),  whose  wife  was  an 
Enron  director,  had  any  sense  of  ethics, 
he  would  recuse  himself  from  any  dis- 
cussion of  corporate  reform.  Don't  his 
fellow  legislators  recognize  the  conflict  of 
interest?  They  must  all  be  tainted. 

Diane  E.  Shepherd 
Kihei,  Hawaii 

It's  time  for  the  government  to  stop 
enabling  accounting  fraud  ("Let's  really 
clean  up  those  numbers — now,"  News: 
Analysis  &  Commentary,  July  15).  The 
Internal  Revenue  Service  and  the  sec 
let  companies  keep  two  sets  of  books, 
one  for  tax  reporting  and  the  other  for 
financial  reporting.  There  should  be  no 
difference  in  the  figures  corporations 
report  to  the  IRS  and  sec.  The  com- 
bined surveillance  and  enforcement  by 
these  agencies  of  one  set  of  books  and 
identical  tax  and  financial  reports  should 
give  the  investing  public  a  clearer  pic- 
ture of  corporate  performance. 

George  C.  Heidrich 
McLean,  Va. 

In  '"The  economy  is  falling  down 
around  their  ears,'"  News:  Analysis  & 
Commentary,  July  15),  House  Minority 
Leader  Richard  A.  Gephardt  (D-Mo.) 
states:  "We  have  got  to . . .  see  [if]  need- 
ed regulations  were  relaxed  or  changed 
wrongly."  I  suggest  Gephardt  start  his 
witch-hunt  by  taking  a  hard  look  at 
the  Clinton  Administration's  eight  years 
in  office.  Never  has  a  nation  seen  so 
much  immorality  and  abuse  of  power  in 
their  efforts  to  grab  power  in  order  to 


implement  their  social  agenda 
ly  all  of  the  poor  corporate  gov 
started  or  took  place  during  the 
regime. 

Ed  ware 
Los  Alto 

EXECUTIVE  PRESENCE: 
THE  LAST  THING  WOMEN  NE 


I  can't  think  of  worse  tim 
Michelle  Conlin's  article  on  c 
women  managers  to  project  "it, 
ing  executive  presence,  which  tr 
into  emphasizing  form  over  su 
("She's  gotta  have  it,"  Busine 
Investor,  July  22).  America  does: 
its  women  managers  to  be  co-op 
this  old  boys'  club,  where  image 
important  than  understanding 
business  or  ethics. 

Glitz  got  us  into  this  earning! 
More  glitz  won't  get  us  out. 

Ronal 
Binghamto 


BusinessWeek  online 


The  full  text  of  BusinessWeek,  the  BusinessWel 
Daily  Briefing,  and  access  to  BusinessWeek  arc 
starting  in  1991  are  available  on  the  World  Wir 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 


How  to  reach  Business) 

LETTERS  FOR  READERS  REPORT 

We  welcome  your  mail.  We  prefer  to  receive  e-tr 
without  attachments.  All  letters  must  include  a 
and  daytime  and  evening  phone  numbers.  We  n 
right  to  edit  letters  for  clarity  and  space  and  to 
them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 
Mail:  BusinessWeek  Readers  Report,  1221  Aven 
Americas,  43rd  floor.  New  York.  NY  10020 

SUBSCRIBER  SERVICES 

Web  site  for  address  changes,  renewals,  invoic 

payments,  and  account  status: 

http://businessweek.com/service.htm 

(click  "Manage  Your  Account") 

For  individual  subscriptions,  corporate  subscrip 

and  other  inquiries. 

Phone:  (800)  635-1200  Fax:  (641)  842-6101 

E-mail:  bwcustomerservice@neodata.com 

Education  Department 

Phone:  (800)  843-7352  Fax:  (800)  876-9416 

Website:  www.resourcecenter.businessweek.com 

E-mail:  bw_group@businessweek.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 
Phone:  (212)  512-3148  Fax:  (212)  512-2337 
E-mail:  reprints@businessweek.com 
Web  Site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use 
$1.50  per  copy  for  classroom  use) 
Copyright  Clearance  Center  (www.copyright.com 
Phone:  (978)  750-8400  Fax:  (978)  750-4470 

Other  Permissions 

Phone:  (212)  512-4801  Fax:  (212)  512-4938 

E-mail:  permissions@businessweek.com 

Web  Site:  www.businessweek.com/info/permis  ht 


16  BusinessWeek  /  August  12,  2002 


i 


EE 


We  use  a  hands-on  approach 
with  our  investment  strategies. 


HI 


Hard  work  and  commitment.  A  strategic  pair  of  values  that  drives  Hondas  growth  in 
America.  Our  $5.3  billion  investment  in  the  US.  is  evident  in  eight  plants  and  an  annual 
payroll  of  nearly  $1  billion.  In  2001,  Honda  assembled  over  1.29  million  automobiles, 
motorcycles,  ATVs  and  power- equipment  products  in  America.  Proof  that  contributing 
to  the  U.S.  economy  and  expanding  our  business  go  hand  in  glove. 


The  power  of  dreams; 


To  learn  more,  visit  our  Web  site  at  honda  com  ©  2002  Honda  North  America.  Inc. 
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An  empty  seat 
is  a  lost  opportunity. 


ive  a  cancer  patient  a  lift. 


So  near,  yet  so  far. 

There  are  thousands  of  kids  and  adults  with  cancer. 
Many  have  an  opportunity  for  treatment  that  can  help 
win  their  battle.  The  problem  is,  critical  treatment 
centers  aren't  across  the  street.  They're  often  across  the 
country.  And  many  of  these  patients  and  their  families 
need  help  in  bridging  the  miles  between  home  and 
critically  needed  treatment. 

Without  any  cost, 
your  company  can  help. 

These  patients  are  going  your  way,  and  you  don't 
have  to  go  out  of  your  way  to  help  them  win  their  battle. 

We're  the  Corporate  Angel  Network  (CAN),  a  non- 
profit nationwide  organization  with  only  one  mission — to 
arrange  passage  for  cancer  patients  traveling  to  treatment 
centers  using  the  empty  seats  on  corporate  aircraft  flying 
the  same  routes  as  part  of  normal  business.  We  handle  all 
the  logistics.  You  just  provide  the  seat. 


A  perfect  opportunity 
to  avoid  lost  opportunities. 

Join  500  major  corporations,  including  56  of 
Fortune  100,  that  are  currently  Corporate  Angels, 
date,  they've  given  nearly  14,000  cancer  patients 
treatment  centers — as  a  seamless  part  of  their  re£ 
business  travel.  With  your  help,  cancer  patients  fe 
somebody  cares.  You  can  enable  them  to  fly  with 
and  in  comfort,  and  at  no  cost  to  the  patient  or  y( 
company. 

Join  500  of  the  world's  best  corporations  in  g 
cancer  patients  a  lift. 

Become  a  Corporate  Angel. 

CORPORATE  ANGEL  NETWORK 

(914)  328-1313  www.corpangelnetwork.or 
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irsonalized   content 

to  the  new  AA.com  and  you'll  find  more  than  travel  information.  You'll  find  your  travel  information.  And  a  way  to  save  time  and  money. 

e  now,  with  the  My  Account  feature,  you  can  personalize  the  information  on  your  home  page,  and  you  can  also  store  your  travel 

nces  throughout  the  Web  site  to  help  speed  you  through  the  booking  process.  Plus,  when  special  offers  that  match  your  information 

le  available,  you'll  be  alerted  to  them.  It's  like  having  your  own  private  travel  Web  site.  So,  find  out  what  it's  like  to  be  more  than  just  a  number. 

to  the  new  AA.com  today.  AmericanAirfnes 
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The  new  f\j\aCOI71  Now  you  know. 


American  Airlines  and  AA.com  are  marks  of  American  Airlines.  Inc 
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The  Peninsula  Committee  for  the  Los  Angeles  Philharmonic  Orchestra  presents  the  30th  annual 

PENINSULA  MUSIC  FAIR 

Featuring 

THE  LOS  ANGELES  PHILHARMONIC 

Esa-Pekka  Salonen,  Music  Director 
Miguel  Harth-Bedoya,  Associate  Conductor 

A  day -long  festival  of  music,  family  fun  and  food 


. 
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Celebrate  music:  country  and  bluegrass,  chamber  music, 

classical  piano,  flamenco,  jcuz,  Russian  folk  music,  symphonic 

GUEST  ARTISTS 

DAVID  BENOIT 
SIR  ANGEL  ROMERO 

Children's  activities:  Children's  parade,  Jim  Gamble  puppets, 
storytelling,  music  workshops,  and  instrument  making 

Foods:  Great  tastes  are  available  at  the  food, 
snack  and  beverage  booths  or  bring  a  picnic 


• 


SUNDAY,  SEPTEMBER  29,  2002,  10:30  A.M.  TO  4:30  P.M. 

Palos  Verdes  High  School 
600  Cloyden  Road,  Palos  Verdes  Estates 

Proceeds  benefit  Music  Matters,  the  education  programs  of  the  Los  Angeles  Philharmonic 


For  more  information:  www.peninsulamusicfair.com  or  www.laphil.org, 

or  (310)  318-8166. 
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lit  to  Stop  the  Corporate  Theft  of 

Id's  Water 

de  Barlow  and  Tony  Clarke 
;ss«  278pp.  $25.95 


WATER  WARS 

Drought,  Flood,  Folly,  and  the  Politics  of 

Thirst 

By  Diane  Raines  Ward 

Riverhead  Books  •  280pp  •  $24.95 


ITER  EVERYWHERE. . . 
fD  NOT  A  DROP  TO  DRINK? 


BLUE 


immer,  for  most  of  us,  means  wa- 
|er-soaked  fun  at  a  pool,  lakeside, 
t  beach.  But  as  we  nonchalantly 
about,  the  world's  water  supply 
eriled.  Consider  some  of  this 
headlines:  Unprecedented  wild- 
n  Arizona  fueled  by 
e-starved  brush.  Hy- 
rer  shortages  in  the  Pa- 
©rthwest.  Creeping  de- 
tion  of  farmland  in  the 
Bt,  Central  Africa,  and 
sia.  The  situation  is 
\  nd  getting  worse, 
a  crisis  that  goes  large- 
cknowledged.  The  rea- 
rgue two  recent  books, 
the  developed  work 
:al  mastery  over  water 

to  a  false  sense  of  security.  In 
old,  activists  Maude  Barlow  and 
larke  offer  an  angry  and  persua- 
count  of  how  this  has  damaged 
onment  and  how  the  privatiza- 
f  once-public   water   resources 
'ens  to  exacerbate  the  problem. 
^fr  Wars,  conservationist  Diane 
i  Ward  provides  a  less  polemical, 
ngaging  story  of  "drought,  flood, 
Qy"  across  the  planet. 
h  books  marshal  abundant  data 
port  their  conclusions.  Global  con- 
ion  of  water  is  doubling  every  20 
twice  the  rate  of  population 
h,  observe  Barlow  and  Clarke. 
,  toxins  from  cities,  factories,  and 
are  spoiling  freshwater  supplies: 
than  half  the  world's  rivers  are 
sd.  Meanwhile,  as  Ward  details, 
ids  around  the  world  are  engaged 
ping  fight  against  rising  sea  levels, 
letimes,  the  books'  flow  of  statis- 
n  be  numbing.  For  example,  Blue 
lotes  that  the  earth  has  330  mil- 
ibic  miles  of  water,  but  just  8,000 
niles  available  as  circulating  fresh- 
Is  that  a  lot  or  a  little? 
the  authors  more  than  compen- 


sate for  such  lapses,  while  tackling  the 
crisis  from  different  angles.  Blue  Gold 
describes  the  moneyed  interests  plung- 
ing into  the  water  business.  It  tells  how 
Perrier,  Evian,  Coca-Cola,  PepsiCo — 
and    particularly   the    French   giants 
Vivendi  and  Suez — are  buy- 
ing up  rights  to  mine  free 
public  aquifers,  then  bottling 
and    selling    their    products 
around  the  world.  Blue  Go/cTs 
p^l  n,     central  question:  Is  access  to 
\J\-'*-u     water  a  fundamental  right,  or 
is  water  a  salable  good?  If  it's 
a  right,  then  countries  have  a 
duty  to  distribute  water  to 
their  citizens.  But  if  consid- 
ered a  good,  water  gets  caught 
up  in  the  calculus  of  profit 
maximization. 

Clearly,  the  authors  are  in  the  rights 
camp,  holding  that  local  communities 
should  set  water  policy.  But  they  make 
a  strong  case  that  the  water- 
as-commodity  view  is  winning. 
A  spate  of  rulings  by  the 
World  Trade  Organization,  the 
International  Monetary  Fund, 
and  the  World  Bank  treat  wa- 
ter as  an  economic  good.  And 
many  poor  countries,  unable  to 
afford  the  capital  costs,  have 
invited  private  companies  to 
run  their  water  systems,  sorn^^ 
times  ceding  control  to  foreigl^ 
interests.  "Maximizing  profit  is 
the  prime  goal,  not  ensuring  sustain- 
ability  or  equal  access  to  water,"  write 
Barlow  and  Clarke. 

Their  stance  is  well-served  by  a  de- 
scription of  U.S.  engineering  giant 
Bechtel  Group  Inc.'s  disastrous  1998  in- 
vestment in  the  water  system  of 
Cochabamba,  Bolivia.  To  recoup  its 
spending  on  infrastructure,  Bechtel 
raised  water  fees  so  high  that  the  poor 
could  not  afford  them.  The  resulting  ri- 
ots led  to  the  ejection  of  Bechtel  and 


the  return  of  the  assets  to  public  man- 
agement. "Cochabamba"  has  since  be- 
come a  rallying  cry  for  activists  oppos- 
ing similar  privatizations  elsewhere. 

Water  Wars,  despite  its  action-movie 
title,  doesn't  draw  such  sharp  lines  be- 
tween good  and  bad.  Ward's  intent  is  to 
describe  mankind's  complex  relationship 
with  water.  She  is  fascinated  by  such 
megaprojects  as  Holland's  $8  billion  sys- 
tem of  storm-surge  gates  that  can  seal 
off  Rotterdam  harbor  from  North  Sea 
storms.  Visiting  the  ruins  of  a  5,000- 
year-old  dam  in  the  Egyptian  desert, 
she  reflects  that  the  urge  to  find,  dam, 
and  channel  water  is  one  of  the  earliest 
spurs  to  technological  advancement. 

Yet  Ward  is  saddened  by  our  de- 
structive treatment  of  water.  Evaluating 
megascale  projects,  she  finds  that  many 
costs  come  with  the  benefits.  Dams,  for 
example,  are  built  to  irrigate  land  for 
farming.  But  poorly  designed  dams  let 
sediment  accumulate  behind  them, 
starving  downstream  farms  of  nutrients. 
Indeed,  many  of  the  20th  century's 
greatest  victories  are  double-edged 
when  it  comes  to  water.  Ward  talks  to 
countless  people  caught  up  in  the  con- 
tradictions. One  is  Jacobus  Van  Dix- 
hoorn,  director  of  the  Netherlands'  wa- 
ter-control bureau,  who  lives  on  a  farm 
below  sea  level.  He  explains  how  the 
centuries-old  Dutch  obsession  with  hold- 
ing back  the  sea  has  resulted  in  some  of 
the  world's  most  uneconomic 
farmland,  maintained  only  by 
a  massive  network  of  dikes 
and  pumps.  Like  much  of 
Ward's  book,  the  tale  is  at 
once  compelling  and  sad. 

Both  books  suffer  from  lack 
of  illustrations.  They're  packed 
with  explanations  of  water- 
control  structures  and  the 
physical  features  of  the  hy- 
drosphere— but  rely  on  words 
alone  to  tell  how  over-irrigat- 
ed land  can  turn  snow-white  with  dead- 
ly salt,  or  where  the  shrinking  Ogllala 
Aquifer  in  the  Western  U.  S.  lies. 

Still,  the  words  alone  are  plenty  to  in- 
spire and  alarm.  Blue  Gold  will  make 
you  want  to  waste  less  water,  while 
Water  Wars  may  induce  you  to  visit  the 
Hoover  Dam.  Together,  they  make  the 
point  that  the  lifeblood  of  planet  earth 
can't  be  taken  for  granted. 

BY  ADAM  ASTON 
Aston  is  Industries  editor. 


HE  WORLD'S  TECHNICAL  MASTERY  OVER  WATER 


MAY  HAVE  LED  TO  A  FALSE  SENSE  OF  SECURITY 
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I  had  suspected  that  a  recent  flight,  a  pud- 
dle-jumper from  Seattle  to  Victoria,  B.C., 
might  be  a  noisy  one.  Sure  enough,  at  the 
end  of  the  pilot's  safety  briefing,  he  offered  me 
and  my  fellow  travelers  little  plastic  bags  of 
earplugs. 

I  declined.  I  had  my  own.  In  my 
bag  were   a  half-dozen  sets  of 
noise-canceling      headphones 
from  four  manufacturers.  I 
had  planned  this  short  trip 
in  a  four-passenger  float 
plane  as  the  perfect  test. 
If  the  headphones  could 
silence  a  deafening  pro- 


The  latest 
headsets  will 
spare  you  the 
tiring  roar  of 
jet  engines-or 
the  lawn 
tractor 
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peller  engine,  they 
should  have  no  problem 
dulling  the  roar  inside 
the  cabin  of  a  conven- 
tional jet. 

Medical   studies  have 
shown  that  noise,  especial- 
ly low-frequency  noise,  caus 
es    fatigue.    You    know    the 
problem.  Even  after  a  relatively 
short  two-  or  three-hour  plane  trip, 
you  arrive  at  your  meeting  or  hotel 
feeling  tired,  and  for  no  good  reason.  In  a  week 
of  flying,  I  found  that  any  of  the  headsets  I  test- 
ed will  eliminate  that  issue.  There's  a  side  bene- 
fit, too:  You  can  actually  hear  the  in-flight  movie 
without  cranking  the  volume  up  to  painful  levels. 

Noise-canceling  technology  is  not  new.  Pilots 
have  used  headsets  like  these — but  versions  that 
cost  up  to  $1,000 — for  years,  even  when  they're 
not  at  the  controls.  I  discovered  the  benefits  six 
years  ago  when  the  first  consumer  model  ap- 
peared, a  $150  headset  from  nct  Group.  Back 
then,  I  thought  the  price  was  a  bit  high  for  audio 
headphones.  But  the  real  problem  was  that  the 
electronics  that  create  the  noise-canceling  sig- 
nal were  housed  in  a  heavy,  bulky  box  the  size  of 
a  pack  of  cigarettes,  and  they  burned  through  a 
nine-volt  battery  every  couple  of  days. 

That  has  changed  over  the  past  couple  of 
years.  There  ;ire  now  dozens  of  models  on  the 
market,  ranging  from  $40  to  around  $300. 
They're  powei  1  by  one  or  two  AAA  batteries 
good  for  arounc    ;00  hours. 

I  immediately  'iscovered  that  price  has  little 
to  do  with  how  veil  they  work.  True,  my  fa- 
vorite is  the  mos<  expensive  set,  the  $299  Bose 
QuietComfort  model.  But  a  close  second  is  mot's 
current  pair,  the  $40  NoiseBuster  Extreme.  It's 


£ 


noticeably  less  stylish — it  looks  and  feel 
in  fact — and  slightly  less  comfortable  t 
Bose  headphones.  But  it  suppresses  m< 
frequency  airplane  noise  than  any  of  the 
I  also  looked  at  Sony's  MDR-NC20,  abo 
and  Panasonic's  RP-HC100,  about  $70.  B 
big,  closed-back-style  headphones  with  tht 
electronics,  battery,  and  on-off  switch  b 
the  right  phone  instead  of  a  separate  h 
unit.  They  fold  for  travel,  unlike  the  B 
nct  models,  but  neither  could  match  their 
noise  reduction.  At  $40  to  $50,  depen 
where  you  shop,  the  lightweight  Panas 
HC70  does  a  better  job  reproducing  music 
my  favorites,  lets  you  choose  the  level 
suppression.  If  you  don't  mind  a  headse 
the  speakers  fit 
your  ear  canals,  t 
Sony's  mdr-ncii 
goes  for  $100 
at  Internet  ret 
A  word  ab 
technology,  jusl 
know  the  answ< 
J      your 

seatmat 
All  of 
headpho 
tiny 
phones 
ed  on  or  in: 
headset  to  } 
the  ambient 
just  before  y 
it.  They  take  tl 
nal,  electronically 
its  exact  opposite,  a 
the  opposing  signal 
headset's  speakers.  The  v<\ 
that  the  electronically  generated 
waves  from  the  headset  cancel  out  th 
around  you  before  you  can  hear  it.  What' 
the  audio  signal  that  you're  plugged  into, 
plane's  audio  system,  say,  or  your  own 
MP3  player. 

This  technique  only  works  for  low-fr 
sounds,  though,  which  is  why  they're  so 
scrubbing  out  aircraft  noise.  They  are  as  e 
against  other  low-frequency  noise  as  well 
find  yourself  grabbing  them  when  you  mc 
lawn,  for  example,  or  to  hear  the  TV  c 
when  you're  working  out  on  a  treadmill. 
To  test  these  gizmos  against  high-fre 
noise,  I  booked  the  next  leg  of  my  tri 
helicopter.  They  were  pretty  useless  wh 
fronted  with  the  high-pitched  whine  of  the 
gears  directly  above  our  heads.  To  get 
higher-frequency  cabin  noise,  typically  scr 
infants  or  overly  chatty  pilots,  you  have  t 
ically  block  it.  For  that,  the  closed-bac 
and  Panasonic  models  are  good.  The  Bose 
completely  surrounds  your  ear  and 
against  your  head,  is  even  better. 

Be  warned:  You  won't  be  able  to  h( 
flight  attendant  ask  whether  you  want  chi 
fish.  But  that's  no  great  loss,  is  it? 
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don't  work  on  individual 
commissions.  Which  means 
the  advice  you  get  will  be 
in  line  with  your  financial 
goals  —  not  your  broker's. 

It's  a  simple  principle  that 
makes  us  different. 

It's  called  objectivity.  Which 
means  we  won't  peddle  hot 
stock  tips.  It  means  we'll  help 
you  focus  on  what  is  right  for 
you  based  on  your  individual 
needs.  Our  Investment 
Consultants  are  working  for 
you,  not  a  commission.  And, 
of  course,  their  advice  is  based 
on  the  principles  of  Schwab. 

THE  PRINCIPLE  OF  THE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
of  what  we  do.  Every  investor 
is  important  to  us.  We're  not 
focused  on  investment 


CHARLES  SCHWAB 

banking.  We  represent  you, 
the  individual  investor. 

THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

Individual  broker  commissions 
can  undermine  relationships. 
That  may  bias  the  advice 
you're  getting.  Our  Investment 
( Consultants'  compensation 
is  based  on  their  service  to  you 


and  assets  at  Schwab,  not 
commissions.  It  always  has  been. 
And  always  will  be. 

THE  PRINCIPLE 
OF  OBJECTIVITY 

At  Schwab,  we're  not  focused 
on  investment  banking. 
For  example,  we  make  IPOs 
available  but  we  don't  receive 
any  compensation  for  their 
distribution.  To  us,  it's  a  potential 
conflict  of  interest.  We  always 
strive  to  avoid  conflicts  of 
interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


To  find  out  more  about 
Charles  Schwab's  full  range 
of  investment  services, 
call  1-800-540-0078,  and 
you  can  also  receive  our 
complimentary  brochure. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


AFTER  IRRATIONAL  EXUBERANCE, 
IRRATIONAL  PESSIMISM 


DANGER: 

Investors 
now  seem  to 
be  as  deaf 
to  good  news 
about  the 
economy  as 
they  were 
to  warnings 
at  the  height 
of  the  stock 
bubble 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


In  December,  1996,  Alan  Greenspan  warned 
that  a  wave  of  "irrational  exuberance"  was 
rolling  through  America's  equity  market.  His 
warning  fell  on  deaf  ears.  Enthralled  by  the 
promise  of  the  Internet  and  a  deregulated 
telecommunications  market,  wooed  by  media  sto- 
ries of  rags-to-riches  entrepreneurs,  lulled  by 
faith  that  the  Federal  Reserve  could  and  would 
prevent  a  prolonged  stock  market  collapse  as  it 
had  in  1987,  and  cheered  by  a  culture  that  ex- 
tolled the  pursuit  of  private  wealth  as  public 
virtue,  investors  fed  one  of  the  largest  specula- 
tive booms  in  economic  history. 

This  boom,  like  its  historical  predecessors, 
created  a  climate  of  "infectious  greed,"  as 
Greenspan  recently  put  it.  As  in  the  past,  the 
revelation  of  scandals  nourished  by  avarice  has 
been  a  major  force  behind  the  boom's  gut- 
wrenching  undoing.  We  may  live  in  an  era  of 
new  technology  and  new  financial  instruments, 
but  the  rise  and  fall  of  the  U.S.  stock  market 
over  the  past  six  years  confirms  Harry  S  Tru- 
man's adage  that  the  only  thing  new  in  the  world 
is  the  history  you  don't  know. 

We  have  now  entered  the  final  phase  of  the 
boom-bust  cycle — the  search  for  villains  for  past 
ill  deeds  and  the  search  for  reforms  to  prevent 
future  calamities.  But  in  the  panic  to  sell  shares 
in  U.S.  companies,  investors  are  deaf  to  good 
news  about  the  resilience  and  productivity  of 
the  American  economy  just  as  they  were  deaf  to 
bad  news  at  the  height  of  the  market  euphoria. 

For  the  average  American,  with  small  holdings 
in  the  market,  the  greatest  danger  now  is  not 
the  stock  market's  collapse.  Rather,  it's  a  sharp 
economic  slowdown  caused  by  a  mood  of  irra- 
tional despair  fed  by  press  and  political  hype 
about  what's  rotten  in  American  capitalism. 

Beyond  the  despair,  what  are  the  appropriate 
policy  lessons  to  be  learned  from  the  economy's 
most  recent  boom-bust  binge?  Truthfully,  it  is 
too  early  to  know  for  sure,  though  that  hasn't 
stopped  Congress  from  passing  a  massive  new 
corporate-responsibility  law  whose  effects  on  fi- 
nancial markets  and  the  costs  of  doing  business 
will  be  uncertain  for  years  to  come.  But  a  few 
policy  lessons  have  already  begun  to  emerge. 

First,  compensation  packages  that  link  execu- 
tive rewards  to  the  company's  stock  perform- 
ance may  work  well  when  stock  values  accu- 
rately reflect  underlying  fundamentals  such  as 
efficiency  and  competitiveness.  But  such  packages 
can  distort  incentives  when  stock  values  signifi- 
cantly deviate  from  fundamentals,  as  happens 
when  irrational  exuberance  takes  hold  or  earn- 


ings  are   manipulated   by   top   manage 

The  great  bull  market  of  the  1990s  wr 
havoc  on  the  pay-for-stock-performance  n 
system,  allowing  corporate  leaders  to  ride 
market  to  huge  windfalls  of  personal  weal: 
tempting  some  to  artificially  inflate  earnii) 
keep  stock  prices  rising. 

To  avoid  these  problems  in  the  fut 
formance-based  pay  should  be  structured 
ward  executives  on  the  basis  of  a  com 
performance  relative  to  overall  market  or 
try  performance.  And  to  reduce  incentives 
ecutives  to  manipulate  earnings  to  boost 
prices  in  the  short  run,  companies  sho 
pose  longer  waiting  periods  between  th< 
executives  acquire  stock — either  through 
grants  or  through  the  exercise  of  stock  opi 
and  the  time  they  are  allowed  to  sell  it.  P 
reining  in  grants  of  stocks  and  options 
mitigate  the  yawning  gap  between  exe 
and  worker  compensation,  a  gap  that  has 
the  public's  resentment. 

As  for  the  accounting  industry,  the  maj 
son  is  that  self-policing  has  failed.  An  inde| 
ent  accounting  regulator  is  necessary  to 
plement  the  work  of  the  Securities  &  E* 
Commission.  Both  regulatory  bodies  muj 
granted  the  resources  and  respect  they  n< 
do  their  jobs.  In  recent  years,  under  a  Re 
can  Congress  dedicated  to  slashing  discretii 
spending  and  ridiculing  government  re; 
the  sec  has  enjoyed  neither. 

While  the  nation  debates  the  reforms  :i 
sary  to  prevent  another  boom-bust  cycl 
role  of  culture  should  not  be  overloi 
Greenspan  argues  that  while  humans  havj 
become  greedier,  the  avenues  to  express  j 
have  grown  enormously.  Greed  may  indeed 
basic  human  emotion,  but  surely,  humani 
be  encouraged  to  be  more  or  less  greedy  b 
values  of  the  culture  around  them. 

Without  question,  America's  love  affair 
unfettered  market  capitalism  and  a  culture 
extols  greed  as  public  virtue,  that  sanctions 
inequalities  in  income  and  wealth  as  fair, 
ridicules  civic  service,  and  that  equates  ha] 
with  material  success  has  encouraged  more 
at  the  expense  of  other  human  emotions 
esty,  empathy,  guilt,  and  a  sense  of  fairn 
all  been  sidelined.  If  our  culture  had  placed 
emphasis  on  such  values,  perhaps  some  c 
excesses  and  swindles  of  the  past  few  ; 
might  have  been  avoided.  Maybe  the  pair 
has  resulted  will  trigger  a  healthy  shift  i 
prevailing  cultural  norms. 
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REAL  ESTATES 
BUBBLE  CITIES 

Certain  markets  are  full  of  hot  air 

One  of  the  miracles  of  the  recent  re- 
cession has  been  the  way  home 
prices  have  held  up.  Average  prices  of 
existing  homes  were  10.4%  higher  in 
June,  2002,  than  they  were  a  year  ear- 
lier, according  to  the  National  Associa- 
tion of  Realtors. 

THE  MOST  OVERPRICED 
HOME  MARKETS 

HOUSING  CYCLE  BAROMETER* 
BOSTON  9.3    DENVER  7.0 

SAN  DIEGO  7.8    SAN  JOSE,  CALIF.      6.9 

FORT  LAUDERDALE  7.6    ORANGE  CO.,  CALIF.  6.8 
SAN  FRANCISCO      7.3    CHARLESTON,  S.C.   6.5 


MIAMI 


7.1    NEW  YORK 


6.1 


•INDEX  BASED  ON  CURRENT  AND  HISTORIC  HOME  PRICES.  PERSONAL  INCOME. 
AND  MORTGAGE  PAYMENT  BURDEN  A  SCORE  ABOVE  5  IMPLIES  A  HOUSING 

BUBBLE       Data:  John  Burns  Real  Estate  Consulting  Inc. 

Small  wonder  that  investors  have 
been  moving  money  from  the  stock  mar- 
ket into  residential  real  estate.  But  now 
the  critical  question  is:  Are  we  inflating 
a  residential  real  estate  bubble? 

"Yes,"  is  the  answer  in  about  a  third 
of  the  major  metropolitan  areas  in  the 
U.  S.,  according  to  a  new  study  of  hous- 
ing affordability  by  John  Burns,  a  real 
estate  analyst  who  runs  his  own  con- 
sulting firm  in  Irvine,  Calif.  Unfortu- 
nately for  the  residents  of  Boston,  San 
Diego,  and  Fort  Lauderdale,  these  areas 
seem  to  have  the  most  hot  air  (chart). 

Burns  has  created  a  "Housing  Cycle 
Barometer"  that  measures  the  afford- 
ability of  housing  in  a  given  metropoli- 
tan area,  compared  with  its  long-term 
average.  Affordability  is  based  on  hous- 
ing prices,  downpayments,  mortgage 
payments,  and  median  annual  income. 

If  housing  in  an  area  is  as  affordable 
as  it  has  been  historically,  then  the  mar- 
ket will  get  a  rating  of  5.  A  rating 
above  5  means  that  housing  prices 
and/or  mortgage  payments  have  out- 
stripped income  growth.  Ratings  of  7.5 
or  above  point  to  a  bubble  that  will 
likely  burst  at  some  point,  although 
these  markets'  momentum  could  fuel 
price  rises  for  a  while  yet,  says  Burns. 

In  housing  markets  that  scored  from  5 
to  7.5,  such  as  New  York  City,  the  long- 
term  prognosis  is  not  as  clear.  Although 


housing  is  less  affordable  in  these  mar- 
kets than  it  has  been  historically,  that 
may  reflect  a  permanent  lack  of  housing 
supply  because  of  space  or  zoning  con- 
straints. Instead  of  a  bubble,  "it  may  be 
that  this  is  the  new  reality,"  says  Burns. 
In  these  markets  homebuyers  should 
watch  for  evidence  of  speculative  buying, 
according  to  Mark  Zandi,  chief  econo- 
mist at  Economy.com  Inc.,  which  has  its 
own  real  estate  study  that  supports 
Burns's  conclusions.  Realtors  buying  and 
flipping  properties,  sales  at  two  to  four 
times  the  asking  price,  or  a  practice  of 
skipping  inspections  are  signs  of  a  spec- 
ulative market,  he  says.  "If  you're  seeing 
20%-plus  price  gains  on  a  consistent  ba- 
sis, supply  restrictions  aren't  enough  to 
explain  what's  going  on,"  Zandi  cautions. 


THE  EURO  ZONE  IS 
SHIFTING  RIGHT 

Labor  and  benefit  laws  could  bend 

Business  leaders  in  the  euro  zone 
have  long  railed  against  an  array  of 
structural  rigidities,  from  stringent  laws 
against  layoffs  to  costly  state-sponsored 
social  security  systems.  But  such  barri- 
ers to  economic  growth  could  soon  be 
lowered  following  a  recent  shift  to  the 
political  right  in  France,  Italy,  and  sev- 
eral other  European  countries. 

France  and  Italy,  the  euro  zone's  sec- 
ond- and  third-biggest  economies,  are 
taking  the  lead  on  reform.  France's  new 
conservative  Prime  Minister  Jean-Pierre 
Raffarin  and  Italy's  Prime  Minister  Silvio 
Berlusconi  are  pushing  for  private  pen- 
sion schemes  that  would  bail  out  the 
public  system  and  reduce  the  cost  to 
businesses.  And  both  are  trying  to  im- 
prove the  flexibility  of  their  labor  mar- 
kets by  changing  ^ ^^^^~ 
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layoff  laws. 

Even  Germany, 
the  Continent's 
largest  and  most 
hidebound  econo- 
my, may  soon  see 
reform.  In  June, 
the  Hartz  Com- 
mission, a  govern- 
ment-mandated 
committee  headed 
by  a  senior  official 
at  Volkswagen,  is- 
sued a  report 
showing  that  jobs 
could  be  created 
by  cutting  red  tape  for  the  self-employed 
and  reducing  jobless  benefits.  Faced  with 
Germany's  9.8%  jobless  rate  and  near- 
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zero  growth,  the  winner  of  this 
ber's  general  election  will  be  unde^ 
sure  to  implement  these  findings. 

All  of  these  relatively  modest 
will  help  to  reduce  rigidities  an  I 
ate  jobs,  says  Jean-Francois  Merc| 
economist  at  Schroder  Salomon 
Barney  in  London.  That  could| 
gross-domestic-product  growth  of 
3%  in  the  euro  zone  without  creatl 
inflation  problem. 

By  David  Fail 


MORE,  NOT  LES! 
EXTREMELY  POi 

A  wider  measure  of  welfare  rt 

In  the  two  years  after  Congress 
sweeping  welfare  reform  in  1996 
loads  dropped,  the  number  of  sing] 
ents  finding  work  surged,  and  the 
poverty  rate  slid  from  13.7%  in  1 
12.7%  in  1998.  On  paper,  the  g 
ment's  statistics  looked  promisini 
a  new  Urban  Institute  study  by 
Zedlewski,  Linda  Giannarelli,  Joy 
ton,  and  Laura  Wheaton  finds  that 
a  more  complete  measure  of  incorr: 
number  of  families  with  income  50 
low  the  poverty  line — those  terme 
tremely  poor" — rose  from  1996  to 

The  study  suggests  that  for 
families,  the  hike  in  cash  income, 
was  not  enough  to  offset  a  decre 
participation  in  government-assi 
programs.  The  Census  Bureau's  c 
figure  overlooks  the  harm  some 
lies  suffer  because  it  includes  onlj 
income.  The  Urban  Institute  mea 
disposable  income,  which  adds 
stamps  and  earned-income-tax  c 
to  cash  income  and  deducts  federa 
es  and  out-of-pocket  child-care  exp« 

The  drop  in  participation  in  b 
programs  appears  to  be  partly 
the  1996  reforms.  Many  families  < 
left  or  chose  not  to  join  benefit 
grams  under  pressure  from  the  sta 
work  rather  than  collect  welfare, 
also  were  put  off  by  the  increas 
complex  eligibility  rules. 

The  study  suggests  that  the  go 
ment  could  raise  benefit-particip 
rates  by  using  the  same  income 
dards,  wealth  tests,  and  job-huntir 
quirements  for  all  programs.  In 
states,  for  example,  it's  easier  t 
Temporary  Assistance  for  Needy  1 
lies  (the  technical  name  for  "weL 
than  food  stamps.  Zedlewski  say 
participation  could  cost  state  go 
ments  up  to  $23  billion  more. 

By  Andrew  t 
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Samsung  Flat  Panel  TVs. 

It's  hard  to  say  where  one  will  turn  up  next. 

Office?  Kitchen?  Bedroom?  There's  almost  no  space  that  won't 
welcome  an  ultra  slim  and  light  Flat  Panel  TV.  These  very 
versatile,  highly  connectable  TVs  also  feature  the  industry's 
first  PC  Picture-in-Picture.  Meaning  you  can  simultaneously 
view  e-mails  and  TV,  work  while  watching  the  game  or  get 
financial  news  while  trading  stocks  online. 

■  High  definition-ready  for  superior  image  quality. 

■  Virtual  surround  sound.  Built-in  speakers. 

■  Standard  and  wide  screen  aspect  ratios. 
•  1  5"  and  1  7"  models. 

There's  just  one  question  left.  Where  to  put  it7  See  the 
possibilities  at  www.samsungusa.com/lcdtv. 

Not  just  digital...  Samsung  DigitAII! 


SAMSUNG  DIGIT*// 

everyone's    invited™ 
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Redefine  your  power 
over  the  competition. 


ProLiont  BL  e-Closs  Servers 
Intel    Pentium    III  processors 


In  today's  constantly  changing  business  environment,  you  have  to 
step  ahead  of  the  competition.  Wouldn't  it  be  nice  if  your  infrastructu 
help  get  you  there?  It  can,  with  ProLiant  server  technologies  from  HP, 
powered  by  lntels  Pentium*  III  and  Intel  Xeon'M  processors.  Reliable.  S 
Manageable.  And  built  on  industry  standards.  So  your  infrastructure 
adapt  to  change  just  as  quickly  as  you  do. 

HP  can  help  you  plan,  implement,  and  manage  your  infrastructure  w 
service  and  support  solutions  for  every  product,  and  every  business. 

For  more  information,  visit  hp.com/go/proliant3  or  call 
1 .800.282.6672,  option  5,  and  mention  code  TLR. 


invent 


pentium®/// 
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DIMMER  PAST. 
BRIGHTER  FUTURE? 

v  data  show  improving  prospects  for  second-half  growth 


LIS.  ECONOMY 


RECESSION:  LONGER, 
IT  STILL  SHALLOW 


REVISED 


Not  only  are  companies  re- 
stating their  earnings  but  the 
nerce  Dept.  is  restating  economic  growth.  Thanks 
mmerce's  latest  barrage  of  data  on  gross  domestic 
ict,  including  a  bevy  of  revisions  going  back  to 
we  now  know  a  lot  more  about  where  we  have 
in  this  business  cycle.  More  important,  the  data 
is  a  better  idea  of  where  we  are  going, 
was  true  in  the  original  data,  the  recession  was 
tionally  shallow  by  historical  standards.  However, 
sw  data  show  that  the  downturn  began  earlier  and 
longer  than  first  thought  (chart).  Real  gdp  fell  in 
of  the  first  three  quarters  of  2001  instead  of  only 
i  third  quarter,  but  the  peak-to-trough  decline  is 
the  same  as  the  one  in  the  1969-70  recession, 
was  the  smallest  in  the  postwar  era. 

The  numbers  also  clearly 
show  that  a  solid  recovery  be- 
gan in  the  fourth  quarter,  de- 
spite the  impact  from  Septem- 
ber 11.  After  three  quarterly 
declines  averaging  0.8%, 
growth  in  the  final  quarter  of 
last  year  was  2.7%,  a  percent- 
age higher  than  first  reported. 
Growth  in  the  first  quarter  of 
2002  jumped  to  5%,  although 
that  was  1.1  points  slower  than 
riginal.  The  economy's  pace  cooled  to  only  1.1%  in 
uarter  just  ended,  but  the  underlying  second-  quar- 
ata,  along  with  recent  monthly  numbers,  look  fa- 
de for  healthy  growth  in  the  second  half. 

AfHAT  DOES  ALL  THIS  SAY  about  the  future? 

of  all,  progress  toward  righting  one  of  the  econ- 
5  biggest  imbalances,  excess  production  capacity 
;d  by  overinvestment,  has  been  greater  than  first 
jht.  Second,  the  numbers  show  that  productivity 

remain  exceptionally  strong  and  continue  to  sup- 
both  the  rebound  in  profits  and  healthy  gains  in 
:hold  purchasing  power.  And  third,  the  data  for  the 
d  quarter  are  a  lot  more  encouraging  than  the  top- 
JDP  number  suggests. 

ich  of  the  slowdown  last  quarter  reflected  pay- 
for  the  first  quarter's  exaggerated  strength,  some 
lich  was  "borrowed"  from  the  second  quarter  as  a 
t  of  an  unusually  mild  winter  that  distorted  the 
rns  of  car  sales,  housing,  and  inventories.  The 


REAL  GROSS 
DOMESTIC  PRODUCT 


II    III   IV    I     II     III  IV     I 

'01  '02 

U0NS  OF  1996  DOLLARS 
I*  Commerce  Dept.,  DRI-WEFA 


J 


A  GRADUAL  PICKUP  IN 
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3%  average  growth  rate  for  the  first  two  quarters  is 
more  indicative  of  the  economy's  true  performance. 

A  sharp  widening  in  the  trade  deficit  last  quarter, 
caused  by  the  largest  quarterly  increase  in  imports  in 
18  years,  lopped  off  1.8  percentage  points  from  the 
quarter's  overall  growth  rate.  The  import  surge  is 
hardly  a  sign  of  domestic  weakness,  but  imports  are 
subtracted  from  gdp  because  they  are  not  U.  S.  output. 
Overall  domestic  demand,  which  includes  purchases  of 
imports,  rose  a  healthy  2.8%  last  quarter. 

Consumer  spending  and 
housing  also  posted  good  gains 
in  the  second  quarter,  al- 
though smaller  than  in  the 
first  quarter,  and  consumer 
outlays  are  set  to  grow  at  a 
faster  pace  in  the  third  quar- 
ter. The  stock  market  drop  did 
sap  consumer  confidence.  The 
Conference  Board's  index  fell 
to  97.1  in  July  from  106.3  in 
June,  but  that's  far  from  a  dis- 
tressed level. 

Remember  that  consumers  don't  always  spend  the 
way  they  say  they  feel.  Confidence  surged  in  the  second 
quarter,  even  though  spending  growth  slowed.  And  in 
July,  despite  the  market  drop,  car  sales  appear  to  have 
rebounded  strongly  from  June's  level.  July  mortgage  ap- 
plications remain  at  a  high  mark,  suggesting  strong 
home  buying,  and  refinancing  activity  is  surging,  which 
always  puts  extra  cash  in  people's  pockets.  Confidence 
may  well  rebound  if  the  1,000-point  rally  in  the  Dow 
Jones  stock  index  holds  up. 

Perhaps  the  best  news  from  the  second  quarter  was 
a  2.9%  advance  in  business  outlays  for  equipment  and 
software.  The  gain,  while  modest,  was  the  largest  in 
two  years.  Of  note,  outlays  for  information  processing 
and  other  high-tech  gear  increased  for  the  second  quar- 
ter in  a  row.  Plus,  despite  a  June  drop,  second-quarter 
orders  for  capital  goods  rose  for  the  second  quarter  in 
a  row,  suggesting  further  gains  to  come  (chart). 

THE  REVISIONS  TO  PAST  DATA  also  bear  glad  tidings 
for  the  future.  They  show  that  the  downturn  was  led 
even  more  forcefully  by  cutbacks  in  business  invest- 
ment. Declines  in  outlays  for  new  equipment  and  build- 
ings came  sooner  and  went  deeper.  Plus,  the  runup  in 
business  investment  prior  to  the  falloff  was  not  as 
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great  as  first  thought.  All  this  helps  to  clear  the  way 
for  a  pickup  in  capital  spending. 

Commerce's  data  reconfirm  another  key  trend  in  this 
business  cycle:  Productivity  gains  and  low  inflation, 
which  helped  to  cushion  the  recession's  blow,  are  still  at 
work  fueling  the  recovery.  Taken  by  themselves,  the 
downward  revisions  to  GDP  imply  that  productivity 
growth  last  year  was  only  slightly  less  than  the  2.1% 
advance  originally  reported. 

The  Labor  Dept.'s  productivity  data,  due  on  Aug.  9, 
will  be  revised  based  on  the  new  Commerce  numbers, 
but  it  will  also  include  updated  employment  data.  The 
true  productivity  trends  will  not  be  known  until  then, 
but  it  appears  that  the  revisions  will  be  small.  Pro- 
ductivity's performance  last  year  will  still  rank  far 
above  that  during  past  recessions. 

THE  BENEFITS  OF  PRODUCTIVITY  are  already  show- 
ing  up  in  profits.  Business  Week's  survey  of  the  second- 
quarter  earnings  of  some  900  companies  shows  profits 
up  8%  from  a  year  ago,  the  first  advance  in  six  quar- 
ters. Profits  are  recovering  even  though  weak  pricing 
power  held  the  sales  gain  to  only  1%.  That's  because 
unit  labor  costs  have  been  falling  during  the  past  year, 
reflecting  both  slimmer  payrolls  and  increased  produc- 
tivity, especially  in  the  fourth  and  first  quarters,  when 
productivity  zoomed. 
Workers,  too,  are  seeing  a  plus  from  strong  produc- 
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tivity  growth.  With  unit  costs  down,  companies 
have  to  squeeze  pay  as  much  as  they  have  in  p; 
riods  of  weakness.  The  Labor  Dept.'s  employmen 
irtdex,  a  gauge  of  hourly  wages  and  benefits,  in 
at  a  4%  yearly  clip  in  the  second  quarter. 

Wages  and  salaries  alone 
climbed  3.6%  from  a  year  ago, 
and  real  take-home  pay,  ad- 
justed for  inflation,  is  up  2.5%. 
Amid  declining  inflation,  con- 
sumers who  are  on  the  job  are 
enjoying  a  boost  in  purchas- 
ing power  (chart).  And  now, 
labor  markets  are  slowly 
starting  to  improve. 

This  summer's  stock  market 
drop    will    almost    certainly 
cause  households  to  save  more  of  their  income, 
ever,  the  new  data  show  that  real  aftertax  incon" 
the  second  quarter  were  up  a  strong  5%  from  a: 
ago,  thanks  to  tax  breaks,  low  inflation,  and  prodij 
ity.  That  means  consumers  have  the  wherewi 
save  more  and  spend  more  at  the  same  time. 

To  be  sure,  government  rewrites  of  history 
maddening  for  anyone  trying  to  divine  the  path 
economy.  But  on  balance,  Commerce's  latest 
data  is  more  reassuring  than  many  past  revisio: 
suggests  that  the  recovery  is  on  solid  ground 
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TIME  TO  HEAD  OFF  INFLATION 


The  British  economy  is  starting 
to  fire  on  all  cylinders  as  the 
manufacturing  sector  slowly  re- 
covers. But  uncertainty  in  the  fi- 
nancial markets  and  tame  inflation 
will  make  any  decision  by  the 
Bank  of  England  to 
hike  interest  rates  es- 
pecially tricky. 

The  first  look  at  sec- 
ond-quarter real  gross 
domestic  product 
showed  the  economy 
grew  by  0.9%  (chart) 
after  posting  two 
straight  quarterly 
gains  of  just  0.1%.  It  is 
the  biggest  quarterly 
rise  since  the  last  quarter  of  1999. 

The  government  reported  that 
service-sector  output,  the  primary 
engine  of  growth  for  more  than  a 
year,  rose  by  0.6%  from  the  first 
quarter  but  continued  to  slow  on 
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a  yearly  basis.  The  World  Cup 
and  the  Queen's  Golden  Jubilee 
hurt  retail  sales  in  June,  but  an 
ebullient  housing  market  should 
keep  consumer  spending  healthy. 
More  important,  though,  indus- 
trial output  was  esti- 
mated to  have  grown 
strongly,  with  the 
manufacturing  sector 
breaking  its  string  of 
five  consecutive  quar- 
ters of  declining  out- 
put. Through  May,  in- 
dustrial production  is 
up  1.8%  from  the  first 
quarter.  Tech  equip- 
ment is  showing  its 
first  rise  since  the  end  of  2000, 
and  production  of  durable  goods  is 
up  4.3%  as  well. 

However,  the  ftse  100-stock  in- 
dex is  among  several  key  indexes 
around  the  globe  that  is  down 


more  than  20%  this  year.  The 
plunge  pushed  consumer  confi- 
dence to  a  seven-month  low  in 
July,  even  though  consumers' 
look  of  their  own  finances  im- 
proved. Also,  the  Confederation 
British  Industry's  survey  of  inc 
trial  confidence  showed  surprisj 
weakness  in  the  third  quarter. 

Amid  rough  financial  waters  | 
and  inflation  below  its  2.5<~c 
get,  the  BOE  is  under  little  pre*] 
sure  to  raise  interest  rates.  Bu| 
the  economy  is  expected  to 
better  than  3%  next  year,  vs. 
forecasts  just  shy  of  2%  for  2( 
Such  a  healthy  pace  has  the  bo| 
projecting  a  pickup  in  inflation 
next  year.  With  all  sectors  of  til 
economy  now  growing  and  witll 
big  boost  in  government  spend! 
on  the  way,  the  boe  is  almost  c| 
tain  to  raise  rates  before  yeare 

By  James  Mehring  in  New  1| 
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UPPLIER  SPEND  SPIRAUNG 
UT  OF  CONTROL? 


OT  ON  OUR  WATCH. 


i  iducing  PeopleSoft  Supplier  Relationship  Management.  The  only  solution  to  manage  all 
I  )ur  enterprise  spend  in  real-time. 


pleSoft  SRM  enables  you  to  proactively  control  all  of  your  enterprise  spend— from  direct 
:1s  to  indirect  goods  to  capital  assets  to  services.  And  because  you  are  connected  to  all  of  your 
Dliers  over  the  Web,  you  can  manage  it  all  in  real-time,  and  always  act  before  it's  too  late. 

more  by  visiting  us  at  www.peoplesoft.com/srm  or  call  1-888-773-8277 
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THE  ECONOMY 


BIG  BOOM, 
WEAK  PROFITS 

Revised  figures  tell  a  new  story  about  the  past  three  yea] 


Trustworthy  numbers  are  hard  to 
come  by  these  days.  Corpora- 
tions such  as  AOL  Time  Warner, 
Qwest  Communications,  and 
WorldCom  are  under  investiga- 
tion for  accounting  problems.  The  repu- 
tation of  the  accounting  profession  is  in 
shambles.  And  investigators  in  Congress 
and  the  New  York  State  Attorney  Gen- 
eral's office  have  turned  up  e-mails  con- 
firming the  long-held  suspicion  that  an- 
alysts are  pressured  to  write  favorable 
reports  about  the  companies  they  follow. 
The  one  beacon  of  honesty  left  seems 
to  be  the  government  statistical  agen- 
cies— and  that's  what  makes  the  latest 
report  from  the  Bureau  of  Economic 
Analysis  so  important.  The  gross  do- 
mestic product  report,  released  on  July 
31,  showed  that  last  year's  downturn 
was  deeper  and  longer  than  first  be- 
lieved. The  economy  shrank  for  the  first 
three  quarters  of  the  year,  rather  than 
the  single  quarter  that  the  numbers 
originally  showed.  That  removes  any 


doubt  that  the  U.  S.  experienced  a  true 
recession  in  2001.  Moreover,  the  recov- 
ery so  far  in  2002  has  been  weaker  than 
expected.  First-quarter  GDP  growth,  first 
thought  to  be  6.1%,  has  been  revised 
down  to  5.0%,  while  the  second  quarter 
clocked  in  at  only  1.1%,  less  than  half 
the  2.3%  economists  had  expected. 

But  more  importantly,  the  report  re- 
vises the  economic  data  for  1999,  2000, 
and  2001,  giving  a  far  clearer  sense  of 
what  really  happened  during  the  New 
Economy  boom  and  bust.  The  good 
news  is  that  despite  the  downward  re- 
visions, the  productivity  gains  of  the 
New  Economy  were  real.  Since  1995, 
productivity  rose  at  a  2.5%  annual  pace, 
according  to  BusinessWeek's  analysis  of 
the  bea  revisions.  These  numbers  might 
change  a  bit  when  the  Bureau  of  Labor 
Statistics  releases  its  official  productiv- 
ity stats  on  Aug.  9.  While  slightly  lower 
than  the  previous  2.6%  rate,  that's  still  a 
big  jump  over  the  1.5%  rate  that  pre- 
vailed from  1980  to  1995. 


The  bad  news:  Corporate  prof 
much  weaker  than  first  bel 
They've  been  revised  down  a 
$143  billion,  or  6%,  for  the  three 
from  1999  to  2001.  While  the  rel 
were  concentrated  in  telecom,  ul 
and  business  services,  the  problerl 
well  beyond  a  few  bad  apples  s| 
Enron  Corp.  and  WorldCom  Inc. 
rather  than  peaking  in  2000  as  evl 
thought,  actually  hit  their  high  pi 
the  third  quarter  of  1997,  and  hav| 
bumping  lower  since,  especially 
the  financial  sector.  Instead  of  gc 
wards  profits,  the  benefits  of  fasti 
ductivity  growth  flowed  out  the  c| 
workers  and  managers  as  higher  [ 
and  lucrative  stock  options. 

That  means  the  stock  markc 
even  more  irrationally  exuberant 
and  2000  than  anyone  realized, 
eting  in  value  even  as  profits 
This  has  big  implications  for  the 
The  new  data  from  the  bea  suj| 
companies  are  going 


WHAT  THE  NEW  NUMBERS  MEAN 


Yes,  there  was  a  recession  last 

year,  as  GDP  declined  in  three 

quarters,  not  just  one... 


...And  profits  weren't 

as  good  during  the  boom 

as  we  thought... 
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to  have  to  go  through  a  prolonged  period 
of  rebuilding  earnings  to  make  up  for 
the  deep  profit  decline.  In  a  world  where 
demand  is  weak  and  it's  tough  to  raise 
prices,  that  can  only  mean  one  thing: 
continued  intense  pressure  on  companies 
to  hold  down  labor  costs  by  laying  off 
workers,  reducing  wage  increases,  and 
restricting  the  use  of  stock  options.  In- 
deed, companies  such  as  Avaya,  Providi- 
an Financial,  and  Alcoa  have  announced 
job  cuts  in  recent  weeks. 

In  2000,  the  notion  that  Corporate 
America  was  in  the  midst  of  a  profits 
recession  would  have  seemed  like 
heresy.  Companies  were  reporting  re- 
spectable increases  in  earnings  per 
share,  with  the  BusinessWeek  profits 
scoreboard  showing  a  17%  gain  in  the 
second  quarter  of  2000  over  a  year  ear- 
lier. Federal  Reserve  Chairman  Alan 
Greenspan  lauded  the  profit  perform- 
ance of  U.S.  corporations.  Even  the 
government's  initial  estimate  pegged 
corporate  profits  at  a  record  $964  billion 
in  the  second  quarter  of  2000,  a  rise  of 
15%  over  a  year  earlier.  That  made  the 
sharp  rise  in  stocks  at  the  time  seem  at 
least  plausible,  if  not  fully  rational. 

But  over  time,  the  government  stat- 
isticians refined  their  profit  estimates, 
mainly  using  information  from  tax  re- 
turns submitted  to  the  Internal  Rev- 
enue Service.  The  ms  data  has  several 
advantages.  First,  manipulating  tax  re- 
turn data  is  harder  than  distorting  earn- 
ings statements,  since  there  is  no  such 
thing  as  a  pro  forma  tax  return.  Sec- 
ond, the  tax  data  for  profits,  unlike  the 
financial  reports  for  investors,  treat  the 
cost  of  exercised  stock  options  as  an  ex- 
pense. Finally,  tax  return  data  includes 
all  companies,  from  money-losing  start- 


...But  business 

productivity  held  up 

surprisingly  well 

Nonfarm  annual  productivity  growth 


1980-1995 


1.5% 


1995-2002  (OLD)*        2.6% 
1995-2002  (NEW)*  2.5% 


*  Estimated  using  BLS  and  BEA  data,  second 
quarter  of  1995  to  second  quarter  of  2002 
Data:  Bureau  of  Economic  Analysis;  Bureau  of  Labor 
Statistics;  BusinessWeek 
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ups    to    the    biggest    multinationals. 

With  each  successive  revision,  corpo- 
rate profits  have  dropped.  The  declines 
for  nonfinancial  corporations  were  espe- 
cially dramatic.  In  March,  2001,  the  BE  A 
originally  reported  profits  for  2000  of 
$631  billion.  Then  in  June,  it  revised  the 
number  down  to  $550  billion.  The  latest 
release  shows  only  $462  billion,  a  number 
well  below  the  overall  profits  figure  for 
the  preceding  several  years.  Profits  for 
2000  now  appear  to  have  fallen  11%  be- 
low the  revised  1999  total  of  $518  billion, 
and  17%  below  overall  1997  profits  of 
$556  billion — the  year  they  peaked. 

It  may  well  be  that  the  bad  news  is 
not  over,  either  for  2000  or  2001.  As 
companies  such  as  WorldCom  officially 
restate  their  profits,  they  will  refile 
back  tax  returns,  which  will  eventually 


show  up  in  the  government  figures.  And 
the  bea's  profit  numbers  for  2001  are 
vulnerable  to  further  revisions  as  more 
complete  tax  data  become  available. 

The  profits  revisions  show  just  how 
weak  many  companies  became  in  re- 
cent years.  But  how  did  so  many  fall 
into  such  bad  shape?  A  lot  of  startups 
ran  up  big  losses  during  the  tech  frenzy 
of  1999  and  2000.  Not  surprisingly,  the 
industries  with  the  biggest  downward 
revisions  in  profits  were  business  serv- 
ices— most  of  the  dot-com  startups — 
and  new  telecoms.  Webvan  had  $438 
million  in  operating  losses  in  2000, 
PSINet  lost  $735  million,  and  Global 
Crossing  lost  a  whopping  $1.4  billion. 
Remember  Pets.com?  It  lost  nearly  $100 
million  in  2000  before  closing  down. 

Moreover,  the  bea  also  subtracts  the 


value  of  exercised  stock  options, 
can  be  enormous.  For  example,  Ke 
Lay  and  Jeffrey  Skilling  of  Enron 
cised  stock  options  worth  $185  mil 
2000 — an  expense  that  shows  up  a 
of  the  government's  overall  profit 
but  not  in  reported  earnings.  In  te 
top  executives  took  home  at  least 
million  from  exercised  stock  optioi 
other  long-term  compensation  in 
alone,  and  perhaps  much  more. 

Finally,  companies  were  simply 
ing  a  lot  of  money  to  manager 
workers.  Of  course,  part  of  this  w* 
outsize  compensation  packages  t 
tives  got.  But  the  biggest  cost  w; 
rising  outlay  for  ordinary  woi 
During  the  boom  years,  companies 
hiring  people  at  a  frantic  pace  an 
ing  them  more  and  more.  Surpris 


CONSUMER  CREDIT:  A  CRUNCH  MAY  BE  COMING 


Thank  Amy  Bell  for  helping  keep 
the  U.  S.  economy  afloat.  Bell,  a 
27-year-old  benefits  manager  in  At- 
lanta, bought  a  studio  condominium 
with  no  money  down,  leased  a  Volkswa- 
gen Passat,  and  spent  $2,300  on  a  set  of 
living  room  furniture — all  in  the  past 
six  months.  "I  have  been  going  a  bit 
crazy  with  the  spending,"  she  says. 

That's  for  sure.  Bell  and  plenty  of 
other  people  are  piling  up  huge  debts. 
The  amount  that  Americans  owe  on 
loans  for  houses,  cars,  credit  cards,  and 
other  purchases  adds  up  to  nearly  100% 
of  their  annual  income  after  taxes. 
That's  up  from  75%  in  1992,  after  the 
last  recession  ended. 

Even  if  consumers  are  willing  to  take 
on  more  debt,  lenders — and  more  im- 
portant, the  investors  who  buy  many  of 
the  loans  they  securitize — may  soon  de- 
cide that  enough  is  enough.  If  the  cred- 
it crunch  now  squeezing  business  starts 
to  hit  consumers,  whose  spending  ac- 
counts for  two-thirds  of  gross  domestic 
product,  the  U.S.  economy  could  wind 
up  in  a  world  of  trouble. 

For  now,  a  consumer  credit  crunch  is 
hardly  inevitable.  Unlike  businesses, 
consumers  still  have  an  easy  time  rais- 
ing money.  When  they  max  out  one 
credit  card,  it's  a  cinch  to  sign  up  for 
another.  Outstanding  consumer  credit, 
most  of  it  from  credit  cards  and  auto 
loans,  rose  5.7%  in  the  12  months  ended 
in  May.  And  the  amount  of  home-mort- 
gage and  home-equity  loan  debt  out- 
standing keeps  rising,  too.  It's  up  10 
for  the  year  ended  in  March. 


Banks  have  been  eager  to  expand 
consumer  lending,  because  profits  from 
their  commercial  loan,  brokerage,  and 
investment  banking  departments  have 
tanked.  Income  at  Citigroup's  consumer 
businesses,  for  instance,  grew  25%,  to 
$2  billion,  in  the  second  quarter. 

For  now,  the  combination  of  rising 
debt  and  falling  interest  rates  continues 
to  fuel  consumer 
spending.  In  the 
past  two  months, 
mortgage  refinanc- 
ing has  given  con- 
sumers a  further 
$40  billion  to  $50 
billion  to  spend,  es- 
timates Bank  One 
economist  Diane  C. 
Swonk.  In  nearly 
two-thirds  of  recent 
refinancings  of  loans 
owned  by  Freddie 
Mac  Corp.,  people 
took  out  bigger 
loans  than  the  ones 
they  paid  off,  free- 
ing up  cash  for 
more  spending.  And  despite  being 
burned  repeatedly,  lenders  still  increase 
loans  to  subprime  borrowers.  Swonk 
thinks  that's  a  big  factor  in  strong  auto 
sales. 

But  there  are  signs  a  consumer  cred- 
it crunch  could  be  in  the  offing.  Delin- 
quencies on  non-mortgage  consumer 
debt  reached  1.86%  of  debts  at  the  end 
of  2001,  up  a  third  from  1.4%  a  year 
earlier  and  the  highest  in  a  decade,  ac- 


cording to  the  Consumer  Ban 
In  the  past  year,  Providian  F 
Metris,  and  NextCard  have 
crushed  by  bad  debts.  The  F« 
posit  Insurance  Corp.  estimat 
the  liquidation  of  NextCard 
cost  taxpayers  up  to  $400  mil 
As  a  result,  the  governmen 
ping  up  oversight,  which  in  tu 


cut  the  supply  of  credit  to  son 
sumers.  So  far,  attention  is  ma 
subprime  lenders.  "We  want  U 
focus  on  the  higher  risks,"  say 
Gibbons,  deputy  comptroller  ai 
fice  of  the  Comptroller  of  the 
On  July  22,  bank  regulators  at 
guidelines  to  prod  credit-card 
into  increasing  reserves  and  di 
defaults  promptly,  after  discov 
many  were  pushing  the  limits 
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ige  increases  continued  even  into 
icession.  From  1997-2000,  real 
rose  by  5%.  And  since  the  end  of 
eal  wages  have  risen  by  another 
U  told,  from  the  first  quarter  of 
o  the  first  quarter  of  2002,  corn- 
Jon  to  workers  and  executives, 
ing  exercised  stock  options,  rose 
4  trillion.  By  comparison,  corpo- 
rofits  were  flat. 

recession  in  New  Economy  prof- 
ps  explain  why  there  was  so  much 
iting  chicanery  during  the  boom 
Companies  were  under  pressure 
iw  earnings  growth,  even  while 
real  profits  were  declining.  The 
i  weakness  also  explains  the  dev- 
m  in  the  stock  market  over  the 
ouple  of  years.  In  effect,  stock 
had  been  soaring  for  three  years, 
1997-2000,  while  earnings  had  ac- 
been  falling.  As  a  result,  it  took  a 
hing  bear  market  to  get  stock 


EARNINGS  HAIRCUT 

As  profits  for  1999,  2000,  and  2001 

have  been  revised  downward,  these 

sectors  took  the  biggest  total  hit: 

IN  BILLIONS  OF  DOLLARS 


FINANCIAL  COMPANIES 

-2.1 

AUTOS  AND  EQUIPMENT 

-14.8 

RETAIL  TRADE 
UTILITIES 

-16.3 

-24.5 

COMMUNICATIONS 

-32.3 

BUSINESS  SERVICES  AND  OTHER 

-57.3 

Data:  Bureau  of  Economic 

Analysis 

values  back  into  line  with  profits  again. 
But  the  readjustment  won't  likely 
stop  there.  Profits  at  nonfinancial  cor- 
porations are  still  only  8%  of  corporate 
output,  way  below  the  11%  in  1998.  To 
get  profit  margins  back  up  to  a  normal 


level,  companies  will  have  to  hold  labor 
compensation  flat  for  at  least  another 
year.  That  likely  means  cutbacks  in 
health  benefits,  smaller  wage  increases, 
and  fewer  jobs. 

Still,  there  is  no  sign  in  the  revision 
that  the  central  achievement  of  the  New 
Economy — faster  productivity  growth — 
is  disappearing.  Indeed,  the  latest  num- 
bers strengthen  the  case  that  output 
per  worker  is  still  rising  at  a  full  per- 
centage point  faster  than  it  did  in  the 
previous  15  years. 

But  the  new  numbers  also  show  that 
productivity  growth  is  not  a  magic 
elixir.  Just  as  the  U.  S.  economy  expe- 
rienced high  productivity  growth  with 
flat  or  falling  profits,  the  pendulum  may 
swing  back  the  other  way,  and  we  may 
be  entering  a  period  of  high  produc- 
tivity growth  combined  with  a  weak 
labor  market. 

By  Michael  J.  Mandel  in  New  York 


Some  lenders  may  drop  out 
et,  predicts  Reilly  Tierney  of 
vestment  bank  Fox-Pitt,  Kel- 
^ew  York. 

it  concerns  could  also  begin 
gher-grade  credits  in  coming 
lat's  the  way  nearly  every 
ilds:  from  the  bottom  up. 
entity  of  debt  is  so  large 
;ws  could  cause  lenders  to 
ven  without  regulators' 
\nalysts  warn  that  any  of  a 
factors  could  spook  lenders: 


ICHING  THE  BREAKING  POINT? 
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house  prices,  a  rise  in  inter- 
>r  a  softening  of  the  job  mar- 
ishes  up  unemployment  and 
wage  gains. 

e  lenders  would  tighten  up  in 
lousing  prices  soften.  That's  a 
sibility,  given  what  Freddie 
estimates  is  a  37%  average 
prices  in  the  past  five  years. 
es  today  are  purchased  with 
ents  of  5%  or  less,  so  even  a 


modest  decline  would  leave  people  ow- 
ing more  than  their  house  is  worth. 
That  would  cool  cash-out  refinancings, 
which  have  propped  up  consumer  spend- 
ing. And  it  would  frighten  lenders,  who 
would  lose  the  ability  to  make  them- 
selves whole  through  a  repossession.  "It 
could  bring  to  the  fore  a  great  deal  of 
hidden  credit  risk,"  says  Stuart  A.  Feld- 
stein,  president  of  smr  Research  Corp. 
in  Hackettstown,  N.J.  "In  mortgage 
lending,  the  [profit]  spreads  are  so  thin 
that  there's  no  room  for  big  losses." 

An  increase  in  in- 
terest rates  by  the 
Federal  Reserve 
could  be  the  trigger 
for  a  fall  in  home 
prices.  Right  now,  a 
Fed  rate  hike  re- 
mains unlikely.  But 
if  the  stock  market 
keeps  rebounding 
and  the  recovery 
continues,  it  will 
strengthen  Fed 
hawks  who  argue 
that  low  rates  and 
excessive  money 
creation  are  inflat- 
ing new  bubbles  in 
the  economy. 
For  lenders,  the  problem  is  that  con- 
sumers are  dangerously  dependent  on 
today's  superlow  rates.  When  rates  fall, 
the  cost  of  servicing  debt  should  fall, 
too.  Yet  the  Federal  Reserve  says  that 
household  debt-service  payments  were 
more  than  14%  of  disposable  income  in 
the  first  quarter,  near  the  highest  level 
in   22  years.  If  rates  go  higher,  the  bur- 
den of  debt  service  will  increase.  Mort- 
gage Bankers  Assn.  economist  Phil 
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Colling  says  that  approximately  30%  of 
outstanding  mortgage  debt  has  ad- 
justable rates.  And  about  40%  of  non- 
real-estate  consumer  debt  is  revolving 
credit,  much  of  which  has  adjustable 
rates.  A  credit  crunch  could  set  in  if  a 
rate  rise  triggers  a  wave  of  defaults  by 
holders  of  adjustable  mortgages  and  re- 
volving debt. 

Aside  from  rising  rates,  the  other 
nightmare  for  lenders  would  be  a  lull  in 
the  job  market.  Thanks  in  part  to  tax 
cuts,  disposable  income  after  inflation 
rose  5%  in  the  year  ended  in  the  sec- 
ond quarter.  That  helped  hold  down  the 
debt-to-income  ratio.  But  lenders  would 
be  more  reluctant  to  extend  credit  if 
the  unemployment  rate  spikes  or  real 
incomes  slow  their  rise,  because  they 
would  be  worried  about  getting  paid 
back.  And  rates  are  already  so  low  that 
the  Federal  Reserve  couldn't  easily  use 
further  rate  cuts  to  lure  consumer 
lenders  back  into  extending  credit. 

A  final  wild  card  is  the  new  bank- 
ruptcy bill,  which  will  take  effect  six 
months  after  President  Bush  signs  it 
into  law.  Feldstein  of  smr  Research 
says  some  shaky  credit-card  issuers 
could  be  driven  under  if  many  of  their 
cardholders  file  at  once  to  obtain  pro- 
tection from  creditors  under  the  old, 
more  lenient  law.  That,  in  turn,  could 
disrupt  the  flow  of  fresh  credit. 

The  credit  crunch  on  business  has 
been  painful.  But  for  Amy  Bell  and  the 
home  buyers,  car  shoppers  and  mall 
walkers  like  her  across  the  country,  a 
credit  crunch  would  be  a  real  killer. 

By  Peter  Coy  and  Heather  Timmons 
in  New  York,  with  Brian  Grow  in  At- 
lanta, David  Welch  in  Detroit,  and 
Mike  McNamee  in  Washington 
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GOVERNMENT 


ANY  REFORM  IDEA 
IN  A  STORM? 

Lawmakers  eager  to  appease  voters  are  trying  all  kinds  of  stuff 


Get  ready  for  Act  II  of  Law  and  Or- 
der: Corporate  Crime  Unit,  the  grit- 
ty drama  that  Washington  lawmak- 
ers  can't  get  enough  of.  Even  as 
President  Bush  on  July  30  signed  a 
sweeping  reform  bill  to  shake  up  the  ac- 
counting industiy  and  corporate  boards, 
Congress  was  weighing  a  fresh  batch  of 
cleanup  legislation  meant  to  appease  an- 
gry voters.  In  store  for 
the  fall  political  season: 
new  safeguards  for  401(k) 
pension  plans,  protection 
for  investors  burned  by 
the  market  meltdown, 
and  a  clampdown  on  cor- 
porate tax  avoidance. 

What  exactly  will  be 
enacted  is  anyone's 
guess.  Much  depends  on 
the  earful  constituents 
give  lawmakers  during 
summer  recess.  And  if 
another  corporate  scan- 
dal erupts,  lawmakers 
will  be  falling  over  them- 
selves to  act  tough.  But, 
in  truth,  some  of  the 
ideas  being  floated  in 
Washington  seem  too 
half-baked  to  take  seri- 
ously. Here,  for  better  or 
worse,  is  a  preview  of 
the  upcoming  Second 
Wave  of  Reform: 


hews  more  closely  to  the  Senate  version. 
Republicans  and  some  Democrats  also 
want  to  loosen  the  rule  that  requires 
401(k)  participants  to  begin  withdrawing 
money  from  their  accounts  at  age  70Y>. 
Trouble  is,  raising  the  age  to  say,  75, 
would  cost  the  Treasury  billions  annually 
because  the  money  would  remain  in 
nontaxable  accounts  longer.  Besides,  the 


ly  face  a  vote  this  fall.  In  the 
though,   a   three-year   moratoi 
bogged  down  by  opposition  to  a 
ion  provision  to  end  trade  subsidie 
look:  A  once-reluctant  Congress] 
likely  to  at  least  temporarily  cut 
corporate-tax  escape  route. 

TAX   BREAKS   To  help  investoi 
have  suffered  big  market  losses, 
Republicans  are  mulling  incres 
amount  of  capital  losses  that  im 
can  use  to  reduce  their  income 
They  would  raise  the  limit  from 
as  much  as  $20,000.  That,  too,  wol 
crease  the  deficit  without  helpiil 
vast  majority  of  stock-owning  hous| 
whose  equity  holdings  are  largely 
sion  plans,  which  don't  incur  capit 
taxes.  Even  Senai 
publicans  are  ske| 
Outlook:  unlikely. 

DAMAGE  CONTROI 

Bush  signs  a  swet 
corporate-fraud 


I. 


change  would  only  benefit  the 
well-off,  who  don't  need  to 
draw  on  their  funds.  Outlook: 
Despite  the  problems,  biparti- 
san support  gives  this  a  fight- 
ing chance. 

TAX  HAVENS  The  Senate  Fi- 
nance Committee  on  June  18 
approved  a  bill  that  would 
curb  the  ability  of  companies 
to  move  their  headquarters  to 
countries  that  levy  few  or  no 
business  taxes.  In  the  wake  of 
September  11,  Democrats  and 
Republicans  have  blasted  as 
unpatriotic  the  efforts  of  Stan- 
ley Works,  Ingersoll-Rand,  and 
dependent  investment  3X161  the  yaCflt  #  /  Cooper  Industries  to  relocate 
advice.  Outlook:  a  mod-  TftM  nPl  AV  to   Bermuda   and   other   tax 

est  compromise  bill  that  1UM  UhiLAY  havens.  The  measure  will  like- 


pension  reform  The  ii  We  need  to  do 

House  has  passed  a  rela-  _„„„,.  +       +   • 

tively  weak  bill  that  lets  HlOre  10  Strip 

workers    sell    company  COrmpt  kingDmS 
shares  in  401(k)  plans  *     #       ot^ 

three  years  after  acquir-  of  their  lll-gOtten 
ing  them  and  allows  plan         .         tit  ) 

managers  to  offer  invest-  s&mS.  We  re 

ment   advice   to   work-  toL-indtVio 

ers— a  move  that  could  LdtuIl5  l11^ 

open  the  door  to  conflicts  mansion.  We're 

of  interest.  The  Senate  is  ,      .    . 

likely  to  combine  com-  draining  the 

peting  proposals  to  per-  appniinfo    AnH 

mit  speedier  diversifica-  d-LLUUILlb.  AIIU 

tion      and      encourage  we're  COming 
companies  to  provide  in 


RESTITUTION 

sentative  Richard 
(R-La.),  wants  to 
all  the  money  col 
by  the  Securities  i 
change   Commissi 
the  Justice  Dept.  i 
and  criminal  penalt: 
securities  fraud,  as  g 
as  disgorgements  t 
porate  execs  of  ill-£  L 
gains,   into  a   fun 
swindled  inve 

House  Majority 
Tom  DeLay  (R-tex 
embraced  the  idea 
need  to  do  more  to  strip  corrupt 
pins  of  their  ill-gotten  gains,"  say 
Lay.  "We're  taking  the  mansion, 
chaining  the  accounts.  And  we're  c< 
after  the  yacht."  But  key  details  hi  j. 
been  worked  out,  such  as  the  logist  j 
setting  up  such  a  fund,  identifying 
ble  defrauded  investors,  and  giving 
their  pro  rata  restitution.  Outloc 
long  shot,  given  the  lack  of  time  to 
details  and  build  bipartisan  suppoi 
If  you  total  it  all  up,  what  Con 
is  contemplating  could  be  a  costly 
list  to  appease  angry  investors.  A 
to  the  growing  budget  deficit  seei 
litically  fraught.  But  if  another  big 
pany  melts  down  in  a  heap  of  ace 
ing  misdeeds,  you  can  bet  Con 
be  showcasing  the  Second  Wave. 
By  Amy 
in  WashM 
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COMMENTARY 

By  Paula  Dwyer 


{AST-TRACK  AUTHORITY:  DON'T  UNDERESTIMATE  ITS  CLOUT 


Vith  Congress  on 
the  cusp  of 
granting  the 
;sident  a  freer  hand 
legotiating  trade 
lis,  George  W.  Bush 
vasting  no  time, 
ned  with  the  pow- 
to  ink  trade  pacts 
t  Congress  can  rat- 
or  reject,  but  not 
v'  end,  Bush  hopes  to 
lplete  long-stalled 
ks  with  Chile  and 
gapore.  Next,  he'll 
to  clinch  deals 
h  Australia,  Cen- 

1  America,  and  five 
*  thern  Africa  na- 

te.  And  in  pursuit 
he  two  biggest 
ms,  Bush  hopes  to  push  negotia- 
te to  establish  a  free-trade  zone 
the  entire  Western  Hemisphere, 
well  as  ongoing  global  trade  talks 
;he  World  Trade  Organization. 
t's  a  hefty  to-do  list,  and  Admin- 
•ation  critics  charge  that  Bush's 
ent  tilt  toward  protectionism  wall 
ke  it  tough  to  complete.  After  all, 
^otiators  from  across  the  Atlantic 
south  of  the  border  question 
ether  the  U.  S.,  which  recently  im- 
ed  steel  tariffs  and  approved  mas- 
i  new  farm  subsidies,  is  willing  to 
n  its  markets  further.  "You  can't 
ach  free  trade  and  apply  trade  re- 
ctions  at  the  same  time,"  says  Al- 
to Thorne,  J.  P.  Morgan  Chase  & 
's  chief  Latin  America  economist, 
ifet  even  if  the  President  only  ticks 
a  few  items  on  his  list,  he  could 
ry  well  emerge  a  big  winner  in  the 
oal  trade  sweepstakes.  "Steel  tar- 
and  ag  subsidies  were  a  detour," 
s  Robert  D.  Hormats,  managing 
sctor  of  Goldman  Sachs  Interna- 
lal.  "President  Clinton  couldn't  get 
t-track,  but  President  Bush  is 
kut  to.  This  gives  him  a  leadership 

2  the  U.S.  hasn't  had  since  1994" 
en  the  last  fast-track  law  lapsed. 


One  reason  Bush  may  surprise  his 
critics  is  that  the  European  Union, 
which  can't  seem  to  agree  with  the 
U.  S.  on  anything  these  days,  sees 
fast-track  approval  as  a  positive  sign 
of  U.  S.  intentions.  "The  credibility  of 
the  U.  S.  has  gone  up,"  says  Steven 
Everts,  director  of  the  transatlantic 
program  for  the  Center  for  European 
Reform,  an  independent  think  tank. 
"Trade  liberalization  stands  and  falls 
on  agreement  between  the  U.  S.  and 
Europe." 

For  Bush  to  succeed,  he'll  have  to 
bring  two  of  the  most  important  play- 
ers, Brazil  and  China,  back  to  the  ne- 
gotiating table.  While  Bush  was  busy 
bartering  for  votes  to  win  a  fast-track 
deal,  Brazil  lost  interest  in  talks  to 
establish  a  Free  Trade  Area  of  the 
Americas  (ftaa).  It's  also  feeling 
stung  by  U.  S.  limits  on  imports  of 
Brazil's  orange  juice,  sugar,  and  other 
farm  products.  China,  too,  is  unhappy 
with  the  U.  S.'s  protectionist  moves. 
With  Beijing  competing  against  Japan 
for  influence  in  the  region,  its  priority 
is  to  set  up  its  own  regional  pact,  an 
Asian  Free  Trade  Area  with  10  other 
Southeast  Asian  nations. 

Yet,  despite  the  increasingly  anti- 


U.  S.  tone  permeating 
Latin  America  and 
China  these  days, 
many  business  and  po- 
litical leaders  in  those 
regions  know  that  in- 
creased exports  are 
their  best  hope  for 
emerging  from  the 
current  economic 
slump.  Sooner  or  later, 
says  Caiman  J.  Cohen, 
president  of  the  indus- 
try-backed Emergency 
Committee  for  Ameri- 
can Trade,  other  coun- 
tries will  calculate  that 
it's  in  their  own  self 
interest  to  liberalize 
trade.  Horacio  Piva, 
president  of  the  Sao 
Paulo  State  Federation  of  Industries, 
agrees:  "We  get  disheartened  be- 
cause of  farm  bills  and  measures 
against  our  steel,  but  we  could  make 
more  effort  in  the  talks  over  the 
ftaa.  [It]  has  a  future." 

Indeed,  if  Bush  uses  the  fast-track 
process  to  quickly  complete  a  free- 
trade  deal  with  Chile,  and  finalizes  an- 
other pending  agreement  with  a 
group  consisting  of  Peru,  Bolivia, 
Ecuador,  Colombia,  and  Venezuela, 
then  Brazil  could  find  itself  out  in  the 
cold.  Negotiations  over  U.  S. 
antidumping  laws,  which  have  been  a 
thorn  in  Brazil's  side,  could  also  prove 
fruitful.  "Fast  track  could  be  an  ex- 
traordinary vehicle  for  reengaging 
Latin  America,"  says  Peter  Hakim, 
president  of  the  Inter- American  Dia- 
logue, a  Washington  think  tank.  Adds 
William  Lane,  Washington  lobbyist  for 
Caterpillar  Inc.:  "The  bottom  line  is, 
the  Administration  w7on  the  game  and 
few  people  are  going  to  look  back." 
That  will  only  be  true,  however,  if 
Bush  pushes  hard  to  make  the  most 
of  his  new  fast-track  powders. 

With  Gen  Smith  in  Mexico  City, 

Julie  Forster  in  Chicago,  and 

Andy  Reinhardt  in  Paris 


HAT  NEXT, 

I.  PRESIDENT? 

sh  soon  may 
ve  a  freer  hand 
negotiating 
de  deals.  Here's 
to-do  list: 


•  Complete  stalled  free- 
trade  talks  with  Singa- 
pore and  Chile,  both  of 
which  began  under 
President  Clinton. 

OUTLOOK: 

Could  be  finished  by 
yearend 


•  Open  talks  with  regions 
that  have  expressed  in- 
terest in  a  free-trade 
deal.  Among  them:  five 
southern  African  and  five 
Central  American  nations. 

OUTLOOK: 

Very  favorable 


•  Reinvigorate  talks  to 
establish  a  Free  Trade  Area 
of  the  Americas  ranging 
from  Canada  to  the  tip  of 
Latin  America. 

OUTLOOK: 

Will  require  a  second  Bush 
term  to  complete 


•  Pursue  global  talks 
begun  last  November 
in  the  Doha  Round 
of  the  World  Trade 
Organization. 


OUTLOOK: 

Likely  only  with  a  second 
Bush  term 


News:  Analysis  &  Commentary 


EXECUTIVE  SUITE 


MOTOROLA:  NEW  NO.  2, 
SAME  GAME  PLAN 

Can  COO  Zafirovski  keep  the  restructuring  on  track? 


On  the  morning  of  July  25,  Edward 
D.  Breen  went  to  Motorola  Inc.  ceo 
Christopher  B.  Galvin  with  crush- 
ing news:  Just  six  months  into  his  hard- 
charging  tenure  as  the  company's  chief 
operating  officer,  Breen  was  leaving  to 
run  troubled  conglomerate  Tyco  Inter- 
national Ltd.  Breen's  departure  stunned 
Galvin  and  the  board  of  directors,  who 
were  "frankly  very  annoyed,"  says 
board  member  Nicholas  Negroponte. 

That  didn't  stop  the  board  and  man- 
agement from  acting  decisively,  howev- 
er. Within  hours  of  Breen's  departure, 
Galvin  tapped  Mike  S.  Zafirovski,  for- 
merly chief  of  the  company's  cellular 


business,  as  Motorola's  new  coo.  The 
appointment  seemed  to  steady  investors, 
who  initially  rushed  for  the  exits,  fear- 
ing that  Motorola's  ongoing  restructur- 
ing would  run  off  the  rails  without 
Breen.  "Mike's  a  great  leader,"  says  Mo- 
torola board  member  Samuel  C.  Scott 
III.  "He  was  an  obvious  candidate." 

With  the  transition  done,  Motorola 
watchers  were  left  wondering  why 
Breen  bolted.  Now  knee-deep  in  Tyco's 
beleaguered  business,  he  didn't  return 
phone  calls  to  explain.  But  given  his 
ambitions,  it  isn't  hard  to  understand. 
Breen  was  frustrated,  says  a  wireless 
executive,  because  he  had  to  run  to 
Galvin  "every  time  he  wanted  to 
get  something  done."  Besides, 
Breen  clearly  saw  the  Tyco 
ceo  job  as  a  challenge  he 
couldn't  pass  up  (page  37). 
In  fact,  his  departure 
shouldn't  have  surprised 
Galvin  at  all.  He  knew  Breen 
wanted  to  be  ceo.  And  with 
Galvin  under  heavy  pressure 
to  return  the  company  to  prof- 
itability, investors  were  call- 
ing for  him  to  step  down 
within  two  years.  But 
thanks  in  large  part  to 
Breen's  successful 
cost-cutting,  Galvin 
is  now  less  vul- 
nerable. After  all, 
Motorola  report- 
ed operating  in- 
come of  $193  mil- 
lion in  the  second 


MIKE  Z'S 
CHALLENGES 


quarter,  up  from  a  loss  of  $264 
in  the  same  period  in  2001.  It 
clear  to  Breen  that  a  more  secure 
wasn't  going  anywhere  anytime| 
"He's  the  king,"  says  a  senior  exe 
close  to  Motorola.  "And  he's  not  I 
to  be  knocked  off  the  throne." 

With  Galvin  at  the  top,   Mc 
needs  a  solid  No.  2.  Zafirovski — 1 
around  Motorola  as  Mike  Z — fact] 
midable  hurdles  as  he  takes  ovtj 
day-to-day  operations  of  the  100,0(| 
ployee,  $30  billion  company.  The 
der  of  business:  turn  a  profit  tl 
Before  Breen  left,  he  promised  ea 
of  14^  a  share.  Zafirovski  will 
meet  that  target  while  halting  a  st 
14  straight  one-time  charges  that| 
operating  performance.  He  also 
fix  a  $6.4  billion  wireless  infrastr 
business  amid  a  weak  market.  Sp 
on  switching  gear  that  zaps  phone 
from  user  to  user  will  likely  edj 
just  2.25%  to  $53.5  billion  this  ye 
drop  13%  to  $46.6  billion  in  '03,  saj 
searcher  In-Stat/MDR.  Finally,  Za 
must  make  the  chip  unit  profitabl| 
mid-2003.  "He'll  have  chal- 
lenges because  he  hasn't 
run  those   other  busi- 
nesses,"     says      Jane 
Zweig,  ceo  of  wireless 
consultant        Herschel 
Shosteck  Associates  Ltd. 

Still,    Mike    Z    has 
proved  himself  an  adept 
manager.  Since  taking 
over  Motorola's  cell- 
phone division  in 
June,  2000,  the 
former  Gen- 


* 


MAKE  MONEY  Wall  Street  expects 
Motorola  to  turn  a  profit  after  a 
$697  million  loss  last  year 

REPAIR  WIRELESS  With  carriers 
cutting  spending  on  networks, 
Zafirovski  has  to  fix  this  dog 
or  dump  it 

FIX  CHIPS  He  must 

complete  the  restructuring 
of  the  $5  billion  money 
loser 


BREEN  BOLTl| 
AFTER  JUST 
SIX  MONTHS  | 
ON  THE  JOB 




■Clectric  Co.  exec  has  almost  man- 
Ito  turn  around  tne  $10.5  billion 
,  ss.  In  the  second  quarter,  it  made 
I  nillion  on  sales  of  $2.6  billion  and 
j  creased  its  market  share  the  past 
1'  of  years  from  under  13%  to  more 
1 18%  today.  When  Motorola  was 
fclering  the  shuttering  of  a  key  type 

I  >ne  technology,  Zafirovski  sensed  it 

I I  demand  by  customers  and  boost- 


ed output  from  zero  to  some  6  million 
this  year.  "He  was  able  to  turn  our  ship 
to  meet  customer  needs,"  says  cell- 
phone general  manager  Ron  Garriques. 
It  will  take  Zafirovski  a  while  to 
prove  his  merit  as  coo.  But  if  he  helps 
get  Motorola  humming  by  the  middle 
of  next  year,  Galvin  could  again  be  in 
the  same  predicament  he  faced  with 
Breen.  Success  would  make  Zafirovski  a 


hot  commodity,  and  he,  too,  could  prove 
eager  to  run  his  own  show.  Galvin  gets 
credit  for  bringing  talented  managers 
to  Motorola,  but  "he  should  be  open  to 
moving  aside,"  says  Walter  J.  Casey, 
tech  analyst  of  Banc  One  Investment 
Advisors,  which  owns  Motorola  shares. 
Unless  he's  flexible,  Galvin  could  find 
himself  stunned  once  again. 

By  Roger  O.  Crockett  in  Chicago 


COMMENTARY 


By  William  C.  Symonds 

A  TO-DO  LIST  FOR  TYCO'S  CEO 


y  the  time  Edward  D.  Breen 
took  the  reins  as  the  new  ceo  of 
Tyco  International  Ltd.,  on  July 
L  he  had  already  received  what 
eses  for  a  hero's  welcome  on  Wall 
>reet:  In  the  two  trading  days  after 
e  surprise  announcement  that  he 
is  resigning  as  president  and  coo 
Motorola  Inc.  to  head  the  troubled 
rmuda  conglomerate,  Tyco's  stock 
Eared  53%,  adding  a  neat  $9  billion 
its  market  value. 
But  the  honeymoon  could  be 
ort-lived  unless  Breen,  46,  uses  his 
mdate  to  quickly  embark  on  a 
eeping  transformation  of  the  $36- 
lion  giant.  Breen's  first  priority 
11  be  to  win  back  investors'  trust, 
dly  eroded  by  the  previous  man- 
ement's  aggressive  accounting,  in- 
scriminate  acquisitions,  strategic 
ssteps,  evasion  of  U.  S.  taxes,  and 
regard  for  minimal  standards  of 
rporate  governance. 
Beyond  that,  Breen  will  have  to 
ueeze  growth  from  a  company  en- 
ged  in  a  range  of  prosaic  industrial 
sinesses  that,  while  profitable,  are 
acing  declining  margins.  Without 
the  rapid-fire  dealmaking 
favored  by  Breen's 
predecessor,  Den- 
nis Kozlowski, 
Tyco  can't  report 


BREEN'S  CHALLENGES 

CLEAN  HOUSE  He  must  replace 
directors  and  execs  with  new  talent 

OVERHAUL  THE  BOOKS  Tyco  needs  to 
be  a  model  of  conservative  accounting 

LOWER  DEBT  With  about  $12  billion 
in  debt  due  in  2003,  Breen  must 
also  speed  cost  cuts  and  asset  sales 


the  kind  of  blistering  results  of  the 
past.  Still,  most  analysts  believe  Tyco 
can  earn  some  $4  billion  on  sales  of 
$38  billion  next  year,  a  decent  return 
for  a  cyclical  industrial  manufacturer 
"A  company  like  that  should  be  worth 
11  or  12  times  earnings,"  or  twice  to- 
day's levels,  argues  Kevin  McCloskey, 
a  portfolio  manager  at  Federated  In- 
vestors Inc.,  which  is  keeping  its 
stake  of  5  million-plus  shares. 

Much  depends  on  Breen's  abilities 
as  a  manager  and  turnaround  artist. 
His  appointment  was  almost  univer- 
sally hailed.  In  a  career  that  has  in- 
cluded a  stint  as  ceo  and  chairman 
of  the  cable-equipment  maker  Gener- 
al Instrument  Corp.,  as  well  as  the 
No.  2  job  at  Motorola,  he  has  "an 
outstanding  reputation  as  an  excel- 
lent operating  manager  well-versed 
in  restructuring  and  turnaround  for 
manufacturing  businessess,"  says 
Nicholas  Heymann,  an  analyst  at 
Prudential  Financial. 

Breen's  first  task  will  be  to  clean 
house,  starting  with  the  board.  "The 
credibility  of  the  old  guard  is  gone," 
says  David  Dreman,  chairman  of  in- 
vestor Dreman  Value  Management 
LLC.  The  board  remains  packed  with 
such  veterans  as  former  Tyco  ceo 
John  F.  Fort,  who  helped  groom  Koz- 
lowski, and  former  adt  Chairman 

Michael  Ashcroft, 
one  of  the  first  to 
discover  the  mer- 
its of  a  Bermuda 
base.  Breen  also 
needs  a  new  exec- 
utive team.  The 
current  crop  is  too 
closely  linked  with 
Kozlowski  to  effec- 
tively implement 
the  radically  dif- 
ferent strategy  Tyco  needs  today. 

After  more  than  two  years  of  con- 
troversy over  Tyco's  accounting, 
Breen  also  needs  to  move  quickly  to 


restore  faith  in  its  numbers.  Even 
now,  Tyco  is  still  trumpeting  discred- 
ited pro-forma  results  and  unusually 
generous  measures  of  cash  flow. 
Breen  should  bring  in  respected  out- 
siders to  develop  strict,  conservative 
accounting  procedures.  Quickly  re- 
solving investigations  by  the  Securi- 
ties &  Exchange  Commission  and 
other  authorities  is  also  essential. 

Breen's  final  urgent  priority  is 
eliminating  fears  of  a  liquidity 
crunch.  Despite  rumors  of  impending 
bankruptcy,  debt  analyst  Eric  Ause 
of  Fitch  Ratings  doesn't  believe  Tyco 
faces  an  immediate  crisis,  since  it  has 
over  $7  billion  of  cash.  But  even 
Tyco  concedes  it  faces  a  $1.5  billion 
shortfall  in  paying  off  $12  billion-plus 
of  debt  coming  due  by  the  end  of 
next  year.  And  that  assumes  free 
cash  flow  of  $4  billion  in  the  coming 
fiscal  year,  up  from  a  projected  $2.5 
billion  this  year.  With  margins  at  vir- 
tually all  of  Tyco's  businesses  under 
pressure,  that  won't  be  easy. 

To  raise  cash  and  rebuild  Tyco's 
balance  sheet,  Breen  must  move  ag- 
gressively to  pay  down  debt  by  cut- 
ting costs  and  sell  some  businesses. 
Even  in  today's  market,  "there'd  be 
a  number  of  buyers"  for  pieces  of 
Tyco's  highly  competitive  medical  de- 
vice companies,  says  Merrill  Lynch  & 
Co.  analyst  John  G.  Inch.  Once 
Breen  has  weeded  his  portfolio,  Dre- 
man figures  Tyco's  industrial  holdings 
should  be  able  to  generate  earnings 
growth  of  7%  a  year,  equal  to  the 
long-run  performance  of  the  Stan- 
dard &  Poor's  500-stock  index. 

To  be  sure,  Breen  could  be  blind- 
sided  if  ongoing  investigations  turn 
up  deeper  problems  with  Tyco's  ac- 
counting— forcing  a  restatement  and 
possibly  sparking  a  liquidity  crisis. 
Barring  that,  Tyco  is  hardly  doomed. 
This  is  a  company  that  can  be  saved. 

Symonds  is  Boston  bureau  chief. 
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AIRLINES 


AN  UNSCHEDULED  LANDING  FOR 
UNITED:  BANKRUPTCY? 

With  cash  dwindling  fast,  the  carrier  could  face  a  crisis  by  fall 


Last  fall,  James  E.  Goodwin,  then- 
chairman  and  ceo  of  UAL,  lost  his 
job.  His  big  mistake:  He  bluntly 
warned  that  the  airline  would  perish  in 
2002  unless  it  quickly  stopped  bleeding 
money.  Eight  months  later,  the  compa- 
ny's planes  are  still  flying,  and  UAL  is 
sitting  on  a  mountain  of  cash,  thanks 
to  a  flurry  of  high-priced  loans  and  fren- 
zied cost-cutting.  But  as  the  peak  sum- 
mer travel  season  winds  down,  and  as 
losses  once  again  deepen,  Goodwin  looks 
more  prophetic  every  day.  Barring  a 
government  rescue,  the  world's  No.  2 
air  carrier  increasingly  looks  headed  for 
bankruptcy  by  yearend. 

Clearly,  investors  see  the  handwriting 
on  the  wall.  Shares  of  ual  Corp.,  the 
parent  company  of  United  Airlines  Inc., 
fetched  $34  each  a  year  ago.  Since  then, 
they've  fallen  83% — farther  than  shares 
of  any  major  carrier  except  US  Air- 
ways Group  Inc.  In  July  alone,  UAL 
shares  dropped  48%,  to  $5.95,  following 
a  weak  earnings  report  and  a  deterio- 
rating outlook.  UAL's  market  capitaliza- 
tion totals  just  $332  million,  vs.  $1.71 
billion  for  archrival  A.MR  Corp.  Worse,  il 
unsecured  debt — which  Standard  & 
Poor's  downgraded  to  a  single-B  rating 
in  June — is  trading  at  25c  on  the  dollar. 
UAL  execs,  who  confirm  that  the  air- 
line retained  bankruptcy  lawyers  earlier 


this  year,  wron't  discuss  the  possibility  of 
a  Chapter  11  filing.  At  first  glance, 
bankruptcy  hardly  seems  inevitable.  UAL 
has  amassed  $2.7  billion  in  reserves.  It 
burns  through  less  than  $1  million  a 
day  from  its  cash  reserves  to  cover  op- 
erating expenses,  down  from  $10  million 
a  day  in  2001's  fourth  quarter.  The  com- 
pany has  also  applied  for  $1.8  billion  in 
new  loans  backed  by  the  federal  gov- 
ernment. Moreover,  it  has  just  launched 
a  marketing  alliance  with  us  Airways 
that  promises  to  boost  revenues. 

But  ual's  piggy  bank  may  not  hold 
out.  The  company  must  repay  $900  mil- 
lion in  debt  in  the  fourth  quarter,  plus 
$150  million  in  early  2003.  It  needs  $500 
million  for  essentials  such  as  aircraft 
parts  and  at  least  $250  million  to  cover 
its  second-half  operat- 
ing losses.  Add  it  all  up, 
and  ual's  reserves  are 
on  a  course  to  fall  be- 
low $1  billion,  the  mini- 
mum amount  that  man- 
agement says  it  needs 
to  avoid  a  liquidity 
crunch  by  November. 

As  if  that  weren't 
had  enough,  ual  has 
had  little  success  with 
its  biggest  headache: 
rising  labor  costs.  Al- 


SHARP  DOWNDRAFT 


UAL  STOCK  PRICE 
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though  outlays  fell  with  the  post) 
tember  11  dismissal  of  20,000  er 
ees,  or  20%  of  its  payroll,  they're 
upswing  again.  Earlier  this  year, 
eral  panel  awarded  United  mecr 
29%  pay  hike  to  make  up  for  ws 
they  took  in  1994  as  part  of  1 
ployee  takeover  of  the  carrier.  Thtl 
arbitrator  gave  flight  attendants  al 
raise.  And,  in  May,  ual  pilots  got  al 
bump  in  pay.  The  raisJ 
just  as  the  rebound  in 
ness  travel  stalled  in  J.| 
Without  federal  loan 
antees,  ual  execs  concJ 
cash  squeeze  is  certain! 
cause  of  its  shaky  siti| 
the  company  is  now 
shut  out  of  the  capital]) 
kets,  says  Frederic  F. 
ual's  chief  financial  oi 
The  International  Associ 
of  Machinists  even  put 
on  ual's  headquarters 
cure  $500  million  in  bad| 
the  airline  owes  its  mei 

Problem  is,  manage  J 
and  labor  are  locked 
dangerous  game  of  chJ 
that  threatens  ual's  clrj 
of  getting  the  govemmt 
go   along.   To   qualif 
needs  a  one-year  10% 
from  its  unions.  So  far,  only  the 
Pilots  Assn.  has  acquiesced,  and  i 
scind  the  giveback  if  the  other  big 
don't  chip  in.  That's  not  looking  like 
union  leaders  argue  that  manage^ 
has  exaggerated  the  airline's  woes. 
Greg  Davidowitch,  president  of  the 
flight  attendants  council:  "It's 
wages  that  are  causing  the  probler 
Even  if  the  airline  gets  govern! 
backing  for  its  loans,  UAL  won't  b«[ 
of  the  woods  until  it  can  meet  its 
without   more   borrowing.   Withl 
travel  recovery  stalling  and  tht 
line's  labor  woes  unresolved,  mos 
dustry  observers  don't  see  that 
pening  until  2004  at  the  earliest. 

If  ual  goes  bankrupt,  the  ai 
wTould  probably  be  able  to  maints 
erations  and  i 
But  that's  no  sun 
Brian    M.    Canu 
of  Campbell 
Group  in  Alexar 
Va.,  predicts  t 
could   go   the   wal 
Pan  Am,  which  ll 
dated  in  1991.  If 
ual's  board  had  tj 
James  Goodwin  i| 
seriously. 

By  Michael 
in  Ch 
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ng  PwC  Consulting  gives 
iill  range  of  services 

ice  taking  IBM's  helm  on  Mar.  1, 
eo  Samuel  J.  Palmisano  has  spent 
lost  of  his  time  pruning  the  tech 
overgrown  garden.  IBM  sold  its 
v-losing  hard-drive  business  and, 
second  quarter,  took  a  $2.1  billion 
1  to  get  rid  of  aging  technologies 
(inproductive  workers  in  slowing 
sses.  Now,  it  seems,  Palmisano 
owed  his  clippers  and  begun  plant- 
■eds.  In  its  biggest  acquisition  since 
ig  Lotus  Development  Corp.  in 
IBM  announced  a  deal  on  July  30  to 
ase  PricewaterhouseCoopers'  tech 
ilting  affiliate  for  $3.5  billion  in 
and  stock. 

x)ld  move — and  one  that  prompted 
y  favorable  reaction  among  industry 
ters.  It's  easy  to  see  why.  The  ac- 
ion  meshes  nicely  with  Big  Blue's 
le-long  transition  from  hardware 
r  to  services  giant.  Already,  servic- 
Big  Blue's  prime  source  of  profits, 
ling  47%  of  its  $10.95  billion  in  pre- 
rofits  last  year.  By  buying  PwC 
ilting,  IBM  will  bring  under  one  roof 
package  of  services  ranging  from 
nd  tech  consulting  to  low-end  sup- 
That  will  give  it  extra  traction  and 
against  rivals  such  as  Accenture 
and  Hewlett-Packard  Co.  in  a  $350 
global  services  market  growing 
'o  annually. 

good  for  PwC,  too.  Although  an 
public  offering  was  planned,  PwC 
ilting  ceo  Greg  Brenneman  says  it 


a 


would  have  been  unlikely  to  bring  in 
more  than  $2.5  billion,  given  current 
market  conditions.  And  amid  the  crack- 
down on  accounting  practices,  the  serv- 
ices arm  was  losing  clients  fast  because 
half  of  them  also  used  PwC  auditors. 
That  helps  explain  why  the  deal  was  ne- 
gotiated in  10  days  and  why  Brenneman 
says  its  partners  are  ecstatic  about  it. 
"They're  very  excited,"  he  says.  "There 
was  not  a  single  objection." 

To  be  sure,  there  are  major  risks. 
The  IT  services  market  is  scraping  along 
the  bottom  right  now  amid  weak  de- 
mand, and  the  acquisition  will  almost 
certainly  hurt  in  the  short  term.  IBM 
Chief  Financial  Officer  John  Joyce  says 
the  buy  will  slash  earnings  in  the  fourth 
quarter  by  about  22%  and  continue  to 
hurt  profits  in  the  first  half  of  the  year. 
If  demand  doesn't  pick  up  as  expected 


CHUMP  CHANGE: 

Palmisano  paid 
one-fifth  of  what 
HP  ivas  mulling 


IBM:  THE  STRONG  GET  STRONGER 


IBM  GLOBAL 
SERVICES 


PRICEWATERHOUSECOOPERS 
CONSULTING 


150,000  employees  in  160  countries 


\NCES     2001  pretax  profits  of  $5.2  billion 
on  sales  of  $35  billion 


30,000  employees  in  52  countries 

2001  net  income  of  $424  million  on 
$7.5  billion  in  sales 


VICES     Big  Blue  is  the  world's  biggest 
outsourcing  provider,  in  which  it 
takes  over  and  manages  entire 
computing  systems  for  clients.  It 
is  also  a  leader  in  setting  up 
complex  computer  systems.  But 
analysts  say  its  management- 
consulting  unit  lags  rivals. 


PwC  is  the  No.  2  player  in  management 
consulting  after  Accenture.  It  helps  half  of 
the  world's  top  500  companies  use  computer 
technology  to  run  their  businesses  more 
efficiently.  It  is  also  a  leader  in  software 
integration,  designing  and  installing 
systems  that  help  a  company  run  its  sales, 
marketing,  and  financial  operations. 


next  year,  Palmisano's 
big  gamble  might  not 
look  so  boffo.  It  just 
so  happens  that  the 
area  in  which  PwC 
specializes — high-end 
consulting  and  soft- 
ware installations — is 
the  weakest  link  of 
the  tech  services  mar- 
ket because  few  com- 
panies can  afford  such 
luxuries  these  days. 
Says  Merrill  Lynch  & 
Co.  tech  analyst 
Steven  Milunovich: 
"There's  a  risk  that 
consulting  doesn't 
come  back  as  quickly." 
Yet  it  seems  that 
Palmisano  has  struck 
at  an  auspicious  mo- 
ment. IBM  is  getting 
PwC  Consulting  for  a 
song,  considering  that 
nearly  two  years  ago 
HP  mulled  paying  $18 
billion  before  aban- 
doning the  acquisition. 
Moreover,  with  the 
weak  economy,  IBM 
should  have  little  trou- 
-  ble  keeping  its  30,000 
new  employees.  To  sweeten  the  pot, 
PwC  partners  will  get  stock  options 
priced  near  IBM's  52-week  low,  part  of  a 
retention  pool  that  Brenneman  values  at 
up  to  $700  million. 

Most  important,  the  acquisition  brings 
IBM  hundreds  of  big  new  customers  and 
the  high-margin  consulting  skills  it  had 
lacked.  At  the  same  time,  PwC's  expe- 
rience in  such  areas  as  financial  services, 
government,  and  consumer  products  will 
provide  IBM  needed  expertise  to  help 
companies  use  technology  to  solve  more 
business  problems.  For  example,  IBM 
now  will  be  better  equipped  to  help  its 
clients  roll  out  software  that  lets  them 
manage  their  sales,  marketing,  and 
financial  operations.  For  PwC  cus- 
tomers, the  IBM  hookup  means  they 
will  get  access  to  IBM's  famed  re- 
search labs,  its  outsourcing  unit, 
and  giant  financing  arm. 

Like  Microsoft  Corp.  and  Dell 
Computer  Corp.,  IBM  is  using  the 
downturn  and  its  financial  muscle 
to  squeeze  rivals.  Its  Global  Ser- 
vices unit  is  already  the  world's 
largest,  with  about  10%  of  the  mar- 
ket. The  deal  could  help  the  com- 
pany grab  an  extra  1%  to  2%  share. 
Much  depends  on  a  strong  recoveiy 
in  the  tech  services  market.  Other- 
wise, Palmisano  will  have  to  grab 
his  clippers  again. 

By  Spencer  E.  Ante,  with 
Nanette  Byrnes  in  New  York 
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GE  BRINGS  SOME 
THINGS  TO  LIGHT 

CORPORATE     REFORM    GOT    A 

significant  boost  on  July  31, 
when  General  Electric  joined 
the  parade  of  companies 
pledging  to  expense  stock 
options.  Along  with  that 
move,  which  could  ultimately 
trim  3c  a  share  from  annual 
earnings  over  the  next  few 
years,  ge  Chairman  Jeffrey 
Immelt  certified  ge's  finan- 
cial reports  two  weeks  ahead 
of  the  Securities  &  Exchange 
Commission's  deadline.  Im- 
melt also  announced  that  GE 
will  require  senior  executives 
to  hold  shares  for  at  least 
one  year  after  exercising 
stock  options  and  will  re- 
strict new  board  appoint- 
ments to  independent  direc- 
tors. While  companies 
ranging  from  Computer  As- 
sociates to  Jones  Apparel 
Group  have  recently  an- 
nounced their  intent  to  ex- 
pense options,  few  carry 
more  weight  than  GE.  The 
high-profile  convert  will  put 


CLOSING    BELL 


TENANTS  WANTED 

Shares  of  Trizec  Properties 
slipped  4.1%,  to  $13.95,  on 
July  31,  after  the  real  estate 
investment  trust  reported 
that  funds  from  operations 
(FFO)  fell  10.3%  in  the  sec- 
ond quarter.  The  New  York 
City-based  REIT  blamed  low- 
er occupancy  rates  and  high- 
er costs  in  some  key  national 
markets,  and  cut  its  forecast 
of  FFO  for  the  year  by  9%. 
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additional  pressure  on  other 
big  companies  to  follow  suit. 

TRUE  CONFESSIONS 
FROM  CFOs 

SHOULD     INVESTORS     BRACE 

themselves  for  a  fresh  spate 
of  corporate-earnings  restate- 
ments? Maybe,  according  to 
a  new  survey  by  cfo  maga- 
zine. A  survey  of  141  cfos  of 
large  public  companies,  to  be 
published  in  the  magazine's 
August  issue,  found  that  17% 
said  their  ceos  had  pressured 
them  to  misrepresent  results 
in  the  past  five  years.  And 
5%  succumbed,  admitting  that 
they  had  violated  generally 
accepted  accounting  principles 
at  least  once  in  the  past  five 
years.  But  the  post-Enron 
backlash  may  be  stiffening  fi- 
nancial execs'  spines:  59%  of 
the  CFOs  said  they  had  dis- 
closed more  data  to  investors 
during  the  past  three  months. 

QWEST  ACCEPTS 
THE  CHARGES 

LOCAL   PHONE   GIANT   QWEST 

Communications  announced 
that  it  may  have  to  restate 
as  much  as  $1.1  billion  in  rev- 
enues dating  back  to  1999. 
The  changes  relate  to  a  num- 
ber of  transactions,  including 
the  controversial  swapping  of 
fiber-optic  network  space  be- 
tween carriers.  Richard  Note- 
baert,  Qwest's  new  chairman 
and  CEO,  withdrew  prior 
management's  2002  earnings 
projections,  raising  the  pos- 
sibility that  the  company 
might  find  itself  in  default 
when  terms  of  its  bank  loans 
tighten  later  this  year.  Qwest 
has  confirmed  that  it  is  under 
investigation  by  the  sec  and 
the  Justice  Dept. 

WARREN  BUFFETT'S 
PIPELINE  GROWS 

THE  PAIN  IN  THE  ENERGY- 
trading  industry  appears  to 
be    Warren    Buffett's    gain. 


HEADLINER:   JOEL   KLEIN 


A  QUICK  STUDY  GOES  BACK  TO  SCHOI 


JOEL  KLEIN  MAY  BE  BEST 

known  for  prosecuting  the 
government's  case  against 
Microsoft,  but  he 
wasn't  versed  in 
antitrust  law  when 
he  came  to  the 
Justice  Dept.  in 
1996.  And  few 
friends  were  sur- 
prised when  the 
assistant  U.  S. 
attorney  general 
left  law  in  2001  for 
business. 

Now  the  outgoing  chair- 
man of  Bertelsmann  Inc.  is 
venturing  even  further 
afield.  On  July  29,  Mayor 
Michael  Bloomberg  tapped 
him  to  head  New  York 
City's  public  school  system. 
Other  than  attending  and 
teaching  classes  at  city 
schools,  he  has  little  expe- 


rience relevant  to  runni 
a  $12  billion  education 
colossus.  What's  more, 
New  York's  schools 
famous  for  their 
sistance  to  chan 
But  Klein  to 
few  things  goi 
for  him.  He's 
quick  study  w 
a  genuine  love1 
the  public  scho 
"I'm  going  to  pi 
together  a  team  t 
brings  together  the  r 
uisite  skill  set  that  we 
need,"  he  says. 

And  Klein's  time  at  J 
tice  might  even  come  in 
handy.  Some  New  Yorkt 
think  a  little  trustbustin 
is  exactly  what  this  mor 
oly  needs. 

By  Dan  Car 
in  Washing 


ie 


Struggling  to  boost  cash  flow 
and  improve  its  credit  rating, 
energy  trader  Dynegy  an- 
nounced on  July  29  that  it 
was  selling  the  prized  North- 
ern Natural  Gas  pipeline  to 
MidAmerican  Energy  Hold- 
ings, a  Buffett-controlled  con- 
cern. MidAmerican  will  pay 
$928  million  and  assume  $950 
million  of  debt  for  Northern. 
Dynegy  acquired  the  16,600- 
mile  interstate  pipeline  for 
$1.5  billion,  plus  debt,  as  part 
of  its  failed  effort  to  merge 
with  Enron  last  year.  The 
deal  follows  MidAmerican's 
March  buy  of  another  inter- 
state pipeline,  Kern  River 
Gas  Transmission,  from  trou- 
bled Williams. 


IPOs  GET  FAIRER 
AND  SQUARER 

INITIAL    PUBLIC    OFFERINGS 

will  never  be  the  same.  On 
July  28,  the  National  Associa- 
tion of  Securities  Dealers 
rolled  out  new  rules  designed 


to  force  investment  ban 
fairly  allocate  IPO  shares 
der  the  guidelines,  which 
need  sec  approval,  invest 
banks  can  no  longer  ch 
investors  inflated  commis 
for  shares  of  an  ipo,  and 
can't  shower  executives 
IPO  shares  for  receivin 
vestment  banking  work, 
other  no-no:  Bankers  wi 
longer  be  able  to  insist 
investors  prop  up  the  i 
of  a  company  by  buyin 
shares  after  its  flotation 
condition  for  getting  a  pie 
ipo  action. 


ET  CETERA . . . 


■  aol    Time    Warner 
firmed    that    the   Jus 
Dept.  is  investigating  I 
accounting. 

■  Vanguard,  the  low-fare 
line,  filed  for  bankruptcy 
discontinued  operations. 

■  Guidant  will  pay  $3  bi 
in  stock  for  Cook  Grou 
maker  of  drug-coated  st< 
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WHO'LL  GET  THE  HOLD-YOUR-NOSE 
VOTE  IN  NEW  JERSEY? 


With  voters  up  in  arms  about  corrupt  ceos  and  abuse  of 
power  in  high  places,  which  is  worse:  a  business  ex- 
ecutive who  made  a  fortune  from  rising  drug  costs  or 
a  controversial  career  politician  accused  of  taking  gifts  and 
wads  of  cash  in  return  for  favors? 

This  isn't  a  hypothetical  matchup.  In  a  race  that  could  tip 
control  of  the  Senate  to  Republicans,  it's  the  choice  New 
Jersey  voters  will  face  on  Nov.  5.  In  the  crosshairs:  embattled 
Democratic  incumbent  Robert  G.  Torricelli.  On  July  30,  the 
Torch  was  "severely  admonished"  by  the  Sen- 
ate Select  Committee  on  Ethics  for  "poor  judg- 
ment" after  a  former  fund-raiser  claimed  he 
had  showered  the  senator  with  cash-filled  en- 
velopes and  expensive  gifts  to  win  his  help  on 
business  deals. 

Torricelli  has  not  been  charged  with  a 
crime — although  he  apologized  to  the  people 
of  New  Jersey  for  "lapses  of  judgment."  Still, 
the  publicity  has  jump-started  the  campaign 
of  Torricelli's  gop  challenger,  Douglas  R.  For- 
rester, CEO  of  BeneCard  Services  Inc.,  which 
manages  employee  drug-benefit  plans. 

A  Quinnipiac  University  poll  in  June  had 
the  Republican  trailing  Torricelli  by  just  eight 
points.  In  a  survey  of  736  voters,  only  44^  fa- 
vored the  high-profile  incumbent,  while  an  im- 
pressive 36%  backed  the  all-but-unknown  For- 
rester. Polls  also  show  Torricelli's  approval  " 
rating  slipping  from  a  mediocre  41%  in  March  to  an  alarming 
35%  in  June. 

With  the  moderate  Torricelli  firmly  in  the  mainstream, 
Jersey  political  operatives  blame  his  ills  strictly  on  ethics 
woes.  "First  he  says  he  received  no  improper  gifts,  then  no  il- 
legal gifts,  then  he  paid  [fund-raiser  David]  Chang  back  for 
the  gifts,"  says  Forrester  campaign  manager  Bill  Pascoe. 
"It's  going  to  boil  down  to  what  the  definition  of  'gift'  is." 

What's  a  running-scared  senator  to  do?  Go  on  the  offensive. 


TORRICELLI:  Admonished 


With  boardroom  scandals  gripping  the  nation,  Torric 
use  his  $6.1  million  war  chest  to  deflect  attention 
troubles  by  attacking  Forrester's  corporate  ties.  "He 
that  Doug  Forrester  is  a  ceo,  all  ceos  are  suspect,  i 
Doug  Forrester  is  suspect,"  says  Rutgers  University 
scientist  Ross  K.  Baker. 

In  particular,  Torricelli  is  zeroing  in  on  the  millio 
Forrester  made  from  BeneCard — a  middleman  betwee 
makers  and  private  and  municipal  health  plans — wj 
scription-drug  prices  skyrocketed.  "T 
way  to  make  those  obscene  profits  is  I 
tributing  to  the  artificially  inflated  costs 
scriptions,"  says  Torricelli  campaign  m 
Ken  Snyder. 

Torricelli  is  hammering  away  at  a  9 
dividends — nearly  $8  million — that  Fori 
closely  held  company  paid  him  late  las 
just  months  before  the  ceo  lent  $3.1  mi 
his  own  campaign.  He  is  also  trying  to 
Forrester  as  sympathetic  to  big  corpora 
luters — a  particularly  salient  charge  ir 
verely  polluted  state. 

To  fend  off  the  assault,  Forrester  is  Is 
Torricelli  a  tax-hiking  Democrat  who  ca 
big  campaign  donors  while  ignoring  the 
of  his  Garden  State  constituents.  Natio 
publican  leaders  are  pitching  in.  Forme 

York    Mayor    Rudolph    W    Giuliani 

$700,000  for  the  state  party  on  June  27.  President  Bu 
promised  to  headline  an  even  bigger  event. 

Still,  the  deciding  factor  in  November  could  boil  do 
who  is  lower  on  the  totem  pole,  an  ethically  tainted  p<i 
greedy  ceo?  "The  question  is:  Which  negative  is  going  t 
vail?"  says  Rutgers'  Baker.  Torricelli  is  betting  that 
anger  over  corporate  crime  will  trump  voter  angei 


everyday  political  sleaze. 


By  Lorraine  Wi 


CAPITAL  WRAPUP 


GOP  STOCK  PLUNGES 

►  For  months,  George  W.  Bush's  con- 
tinuing popularity  has  cushioned  Re- 
publican lawmakers  from  charges  that 
they  were  in  the  bag  for  Corporate 
America.  But  now,  with  the  Prt 
dent's  job-approval  rating  dipping 
low  70%  for  the  first  time  since  Sep- 
tember 11,  gop  candidates  are  vicing 
a  fair  amount  of  political  fallout 
the  business  scandals,  stock  market 
volatility,  and  voter  fears  of  a  double- 
dip  recession. 

For  the  first  time  in  the  Bush  Presi- 


dency, more  voters  pick  the  Democrats 
as  the  party  best  able  to  improve  the 
economy,  according  to  a  July  26-28 
Gallup  Poll.  And  65%  say  gop  pols  are 
more  beholden  to  large  corporations 
than  to  ordinary  people,  while  just 
36%  say  that  Dems  are  corporate  pat- 
sies. One  consequence:  Democrats  have 
taken  a  seven-point  lead  in  Gallup's 
congressional  match-up. 

In  past  months,  public  support  for 
the  President  had  minimized  the  parti- 
san damage  from  the  continuing  reve- 
lations of  busmen  misconduct.  But 
now.  Ait  ind  Vice-President 


Dick  Cheney  under  attack  for  thei 
own  past  business  dealings,  the  pu 
is  lumping  Republicans  together  a 
fenders  of  boardroom  privilege.  A 
jority  of  Americans,  52%,  say  Bus! 
hasn't  done  enough  to  deal  with  co 
rate  scandals.  And  45%  say  he  sho 
be  doing  more  to  right  the  econom 
Another  big  shift:  An  increased  nu 
ber  of  voters  now  say  Bush  favors 
Business  over  ordinary  folks.  "Den 
crats  are  salivating,"  says  media  cc 
sultant  Dane  Strother.  "I  didn't  thi 
we  had  an  issue  until  this." 

By  Richard  S.  Dun 
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HONG  KONG 


DISHONORED 

DEALMAKER 

An  inside  look  at  the  rise  and  fall  of 
flamboyant  tycoon  James  Ting 


James  Henry  Ting — not  long  ago, 
that  was  a  name  to  reckon  with  in 
the  fast-paced  business  world  of 
Hong  Kong.  Ting,  like  other  am- 
bitious young  men  who  based  their  busi- 
nesses in  the  former  British  colony,  was 
a  citizen  of  the  world,  an  entrepreneur 
who  constructed  a  universe  of  inter- 
related companies  and  finances  from 
Toronto  to  Tokyo  to  New  York. 

Few,  however,  were  as  bold  as  Ting. 
Starting  his  career  as  a  small-time  elec- 
tronics manufacturer  in  Canada  in  the 
1980s,  Ting  built  up  a  business  under 
his  holding  company,  Semi-Tech  Group, 
that  at  its  peak  five  years  ago  em- 
ployed 100,000  workers  in  more  than 
120  countries  and  racked  up  almost  $5 
billion  in  annual  sales.  Ting  specialized 
in  the  rescue  of  well-known  but  tar- 
nished brand  names  such  as  Singer 
Sewing  Machine  Co.  of  the  U.S.  and 
Sansui  Electric  Co.,  the  Japanese  con- 
sumer-electronics maker.  As  Ting's  suc- 
cess grew,  so  did  his  hubris:  He  rode  to 
one  marketing  meeting  in  Rome  in  a 
Ben  Hur-style  chariot. 

Then,  in  a  chain  of  failures  that 
stunned  employees,  stockholders,  and 
creditors,  Ting's  web  of  businesses  un- 


raveled, culminating  in  the  largest  cor- 
porate collapse  in  Hong  Kong  history. 
His  main  Hong  Kong  subsidiary,  Akai 
Holdings  Ltd.,  fell  apart  after  recording 
an  operating  loss  of  $150  million  in  1999 
and  writing  down  $1.75  billion  of  its  as- 
sets. By  early  2000,  most  of  Ting's  com- 
panies had  stopped  doing  business,  slid 
into  bankruptcy,  or  been  absorbed  by 
other  companies. 

This  spectacular  fall  left  lenders  and 
bondholders  with  unpaid  debts  of  some 
$2  billion.  In  Hong  Kong  alone,  hsbc 
Bank  has  yet  to  recover  some  $200  mil- 
lion, potentially  its  largest  loan  loss  in 
more  than  135  years  in  the  enclave. 
And  Ting?  He  sold  his  palatial  $5  million 
Hong  Kong  compound  in  June,  2000, 
and  hasn't  been  seen  in  the  city  since 
meeting  with  creditors  later  that  year. 
Sources  say  he  is  probably  in  mainland 
China,  the  place  of  his  birth.  Repeated 
efforts  to  reach  him  through  his  repre- 
sentatives have  been  unsuccessful. 

The  story  of  Ting  gradually  faded 
from  the  public  memory  of  Hong  Kong. 
Yet  liquidators  and  creditors  in  Hong 
Kong,  Canada,  and  the  U.S.  have  kept 
combing  through  the  wreckage,  trying 
to  figure  out  what  happened.  Now,  these 


AKAI  HOLDINGS 


James  Ting  once  rU 
an  empire  with  outi 
in  more  than  120  coun- 
tries. Its  now  in  ruins. 


Ting's  main  Hong 
Kong  company  moved 
from  $2.3  billion  in 
assets  in  1999  to 
bankruptcy  a  year 
later.  It's  still  listed 
on  the  exchange,  but 
trading  is  suspended. 


etforts  are  yielding  disturb 
formation  about  the  goings-on  in 
empire. 

A  report  prepared  for  Hong  K 
Official  Receiver's  Office,  whi 
charged  with  overseeing  the  liq 
tion  of  Akai  Holdings,  is  raising 
tions  about  a  series  of  deals.  Th 
thors  of  the  report  won't  commeni 
the  report  itself  says  plenty:  "Th 
uidators  have  substantial  concer 
relation  to  the  governance  of  A 
The  liquidators  point  to  half  a  c 
suspicious  transactions  involving 
million  in  cash  and  assets.  The 
Commercial  Crimes  Bureau,  a  de 
ment  of  the  Hong  Kong  police,  i 
vestigating  Ting  for  possible  frauc 
has  set  up  a  separate  team  to  < 
the  probe  forward. 

Meanwhile,  thousands  of  miles  . 
in  New  York,  a  civil  lawsuit  launch 
November,  2001,  by  Semi-Tech  t 
holders  is  gathering  steam.  The 
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SEMI-TECH  ( 

This  Toronto  h 
company  went 
in  1993,  then 
lapsed  in  1991 
ing  out  thousa; 
investors  and  I 
behind  $528  i 
in  debt. 
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nds  $578  million  from  Ting,  from 
irectors  of  Semi-Tech,  from  Ting's 
itment  bank,  Bankers  Trust,  and 
his  auditor,  Ernst  &  Young.  Plain- 
say  that  a  series  of  transactions 

tfred  the  terms  under  which  the  corn- 
issued  $300  million  in  bonds  in 
[  The  suit  charges  that  Semi-Tech 
tors,  including  Ting,  "conspired  to 
he  assets  of  the  debtors." 
lintiffs  in  the  suit  also  charge  Ernst 
ung  and  Bankers  Trust  with  breach 
uciary  duty  for  failing  to  challenge 

:.  igs  between  Semi-Tech  and  affili- 
companies  between  1995  and  1999. 
t  &  Young  is  accused  of  fraud,  con- 
ey to  defraud,  negligent  misrepre- 

i  jition,  and  accounting  malpractice. 
>parently,  two  branches  of  Ernst 

I  lung  came  to  different  conclusions 
i  their  dealings  with  Ting.  The  firm 
nued  to  provide  auditing  and  con- 
tig  services  for  Ting's  Hong  Kong 

fc  kanies  for  more  than  two  years  af- 
ts  Toronto  and  New  York  offices 
ped  Semi-Tech  as  a  client.  Accord- 


TING  AT  A  1997 
PRESS  CONFERENCE 


ing  to  the  minutes  of  a  Semi-Tech  audit 
committee  report  quoted  in  the  law- 
suit, North  American  Ernst  &  Young 
dropped  Semi-Tech  because  of  a  "break- 
down in  trust."  In  Hong  Kong,  mean- 
while, police  raided  the  accountancy's 
Hong  Kong  office  in  late  June  and 
seized  Akai-related  documents.  Ernst 
&  Young  declines  to  comment,  citing 
client  privilege.  Bankers  Trust  has  filed 
a  response  to  the  complaint  denying 
the  allegations.  It  also  declines  to 
comment. 

As  for  Ting,  he  has  yet  to  be  charged 
with  anything.  His  sometime  Hong  Kong 
lawyer,  Andrew  Ng,  offers  a  terse  "no 
comment"  on  the  affair,  even  when  asked 
if  he  still  represents  Ting. 

Born  Ting  Wei  in  Shanghai  in  1951, 
Ting  moved  with  his  family  to  Hong 
Kong  in  1958.  After  high  school,  he 
moved  to  Australia,  married  an  Aus- 
tralian woman,  then  emigrated  to  Cana- 
da, where  he  studied  engineering  at  the 
University  of  Toronto.  In  1981,  he  start- 
ed Semi-Tech  Microelectronics,  which 


went  public  on  the  Toronto  ex- 
change in  1986. 

Ting  commuted  regularly  be- 
tween Toronto,  Hong  Kong,  and 
U.S.  cities,  doing  deals  that 
would  make  him  a  millionaire 
while  still  in  his  30s.  A  big 
break  came  early  on,  when  he 
was  introduced  by  a  onetime 
Ernst  &  Young  Hong  Kong  ac- 
countant, Christopher  Ho,  to 
Macau  gambling  magnate  Stan- 
ley Ho  (no  relation).  Stanley  Ho 
later  became  chairman  of  Semi- 
Tech.  Neither  Stanley  nor 
Christopher  Ho  was  available 
for  comment. 

Another  important  player 
was  the  government  of  China. 
After  deft  salesmanship  by 
Ting,  the  Ministry  of  Electron- 
ics Industry  inked  a  $270  mil- 
lion contract  with  Ting  to  man- 
ufacture computers  in  Canada 
and  Shenzhen.  The  deal  helped 
Ting  land  other  mainland  deals. 

This  was  all  a  prelude  to  Ting's  big 
act.  In  1989,  Semi-Tech  made  interna- 
tional news  when  it  bought  U.  S.-based 
Singer  Sewing  Machine  Co.  By  then, 
the  venerable  manufacturer  was  138 
years  old  and  had  also  become  a  de- 
fense electronics  company.  Stanley  Ho 
personally  guaranteed  $100  million  of 
the  $289  million  purchase  price. 

The  Singer  acquisition  allowed  Ting 
to  put  into  practice  the  global  strategy 
that  he  had  been  plotting  out  for  years: 
Stitch  together  a  stable  of  companies 
and  forge  them  into  a  big  multination- 
al. Singer  gave  Ting  a  sales  and  distri- 
bution network  that  reached  into  120 
countries.  Ting  aimed  to  transfer  all 
manufacturing  to  China,  where  low  la- 
bor costs  would  guarantee  profits.  The 
Singer  purchase  also  provided  Ting 
with  credibility.  "It  was  a  milestone," 
says  one  longtime  Ting  business  asso- 
ciate. After  that,  "he  was  known  for 
his  ability  to  do  deals."  In  1991,  Ting 
took  Singer  public  in  a  hot  $1.2  billion 


omhefg  Financial  Markets 


Drained  of  cash  by 
Akai,  the  venerable 
sewing-machine 
maker  was  driven  into 
bankruptcy.  It's  now 
out  of  Chapter  11 
and  operating  under 
new  management. 
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initial  public  offering  on  the  New  York 
Stock  Exchange  and  then  raised  more 
cash  in  a  secondary  offering.  He  used 
his  access  to  capital  markets  to  fund  a 
string  of  additional  acquisitions,  in- 
cluding Sansui  Electric  of  Japan,  Kong 
Wah  Holdings  of  China — one  of  Asia's 
largest  TV  manufacturers — and  G.  M. 
Pfaff,  a  German  industrial-sewing-ma- 
chine  maker. 

As  time  passed,  Ting's  empire 
grew  ever  more  labyrinthine.  Akai 
Holdings  alone  consisted  of  more  than 
160  subsidiaries  that  ceaselessly  shuf- 
fled assets  and  cash.  As  the  Hong  Kong 
liquidation  investigation  drily  concludes, 
Akai's  structure  became  "deliberately 
and  unnecessarily  complex." 

Gradually,  Ting  and  his  companies 
grew  dangerously  overextended.  In 
1999,  Singer  filed  for  bankruptcy  pro- 
tection in  New  York.  But  it  was  more 
than  a  drop  in  sales  that  pushed  it 
over  the  edge.  The  New  York  bank- 
ruptcy court  uncovered  a  curious  set  of 
transactions  between  Singer  and  its  re- 
lated companies.  In  one,  Singer  paid 
$157.5  million  to  Akai  for  shares  in 
G.  M.  Pfaff— twice  the  value  of  Pfaff  s 
publically  traded  shares.  Pfaff  then  be- 
came a  chronic  money-loser,  dragging 
down  Singer.  Singer  also  put  down  a 
$50  million  deposit  to  buy  a  Russian 
sewing  machine  factory.  The  deal  never 
closed,  but  Akai,  according  to  court 
documents,  kept  $44  million 
of  the  money. 


These  transactions 
came  about  after  Akai  had  already  tak- 
en $1.1  billion  out  of  Singer  through 
stock  and  bond  issues.  The  bankruptcy 
court  found  that  the  deals  fatally  weak- 
ened Singer. 

Singer's  slide  was  just  a  prelude  to 
the  final  debacle — the  collapse  of  Akai 
in  late  1999  and  the  disappearance  of 
its  assets.  At  the  start  of  1999,  audited 
statements  showed  Akai  with  $2.3  bil- 
lion in  assets,  including  $262  million  in 
cash.  By  yearend,  most  of  it  was  gone. 
The  company  has  yet  to  provide  an  ex- 
planation; it  never  even  issued  an  an- 
nual report  for  the  fiscal  year  ended 
Jan.  31,  2000. 

Stranger  still,  when  court-appointed 
liquidators  arrived  on  the  scene  a  few 
months  later,  they  found  that  Ting's 
"companies  had  no  businesses,  staff,  or 
premises"  and  that  most  of  the  directors 
and  officers  of  Akai  had  left  Hong  Kong. 


The  liquidators  have  professed  them- 
selves frustrated  at  the  "complete  lack 
of  cooperation"  on  the  part  of  Ting  and 
his  associates. 

As  the  liquidators  combed  through  the 
scattered  records,  they  uncovered  what 
they  consider  a  pattern  of  suspicious 
transactions  in  which  Ting's  companies 
purportedly  purchased  assets — only  to 
see  their  value  written  off  shortly 
thereafter.  In  November,  1998,  for  ex- 
ample, Ting  personally  signed  papers 
and  wrote  checks  to  buy,  for  $38.5  mil- 
lion, 50%  of  a  U.  S.  computer  company 
named  MicroMain  Corp.  A  year  later, 
in  unaudited  results  for  the  year  2000, 
Akai  took  a  loss  for  the  entire  amount. 
Later,  MicroMain's  managing  director — 
who  had  been  a  director  at  another 
one  of  Ting's  companies — claimed  that 
no  investment  was  ever  made.  Efforts 
to  reach  officials  at 
Micro- 


SECRET  DEAL? 

Stanley  Ho's  Grarul 
Holdings  mysterioj 
took  charge  of. 
assets  in  1999 

to  Grande — without 
tification  to  the  Hongl 
Stock  Exchange,  crecf 
the  courts,  or  regulatoj 
thorities.  The  deal  was  done  thrc 
four-page     management    agreel 
Creditors   say   they   learned   ol 
change  in  corporate  ownership  o| 
September,  2000,  when  Grand* 
sented  54  boxes  of  Akai  records 
uidators.  In  a  brief  telephone 
view,    Grande    Holdings    Execl 
Director  Samuel  K.  Yuen  denied 
Grande  had  taken  over  Akai,  sH 
that  the  management  agreement 
been  "misunderstood."  Whatevel 
case,  Grande  now  does  have  cont| 
key  Akai  assets.  In  fact,  Ting,  ir 
versations  two  years  ago,  asserted 
Grande  was  in  control  of  his  fc| 
empire. 

The    Ting    case    certainly 
uncomfortable  questions  for  HonJ 
Kong  regulators. 
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Main  were 
unsuccessful;  the  firm  is  ap- 
parently unrelated  to  a  company  of  the 
same  name  in  Austin,  Tex. 

What  happened  to  the  $38.5  million? 
The  liquidators  reach  no  definite  con- 
clusions, but  they  list  several  options — 
including  the  possibility  that  the  in- 
vestment was  never  made,  and  that  the 
money  was  instead  diverted  for  some 
other  purpose. 

Not  surprisingly,  MicroMain  Corp.  is 
one  of  $315  million  in  Akai  deals  that 
look  funny  to  the  liquidators — and  to 
the  Hong  Kong  police.  Many  involve 
similar  outlays  of  cash  and  subsequent 
write-offs.  The  suspicion  by  creditors  is 
that  much  of  the  money  was  siphoned 
off  to  overseas  bank  accounts. 

Officers  at  one  company  may  know 
how  Ting's  empire  fell:  Grande  Hold- 
ings Ltd.,  founded  by  none  other  than 
Ting's  old  associates,  billionaire  Stanley 
Ho  and  Christopher  Ho.  In  November, 
1999,  control  of  many  of  Akai's  re- 
maining assets  mysteriously  shifted 


Neither  the 
exchange,  nor  the  Hong  Kong 
rities  &  Futures  Commission,  no 
city's  Financial  Services  &  Treasur 
reau  appears  to  have  undertaken 
rious  investigation  of  the  scandal 
drew  Sheng,  Hong  Kong's  top  secu 
enforcement  officer,  says  that  his 
has  looked  into  the  Akai  collapse 
"the  matter  is  [now]  in  the  han> 
the  police.  We  are  providing  all  tb 
sistance  we  can  to  both  the  police 
the  liquidators."  The  police  agency 
is  handling  the  criminal  case  said 
faxed  statement  that  "the  investig 
is  proceeding"  and  is  being  handle 
the  special  fraud  team. 

There  may  be  a  plausible  explan 
for  what  caused  Hong  Kong's  bi| 
bankruptcy.  But  until  the  truth  is 
bare,  the  case  of  James  Ting  will  c 
shadow  over  Hong  Kong's  fina 
community.  That's  too  bad.  These 
it  is  light,  not  shadows,  that  a  fina 
center  needs. 

By  Matthew  Miller  and  Mark  L. 
ford  i)i  Hong  Kong,  with  Susan  . 
in  New  York 
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hp  digital  projector  sb21 

Portability  plus  at  just  2.2  pounds, 
with  1,000  comparable  lumens  it 
carries  more  than  its  own  weight. 


hp  digital  projector  xb31 

Packed  with  brightness,  it's  powered 

by  1,500  comparable  lumens  for 

outstanding  image  quality. 


Upgrade  to  a  bright,  lightweight  digital 
projector  from  HP. 

For  presentations  that  impress,  choose  HP  digital  projectors. 
Experience  an  unmatched  1 ,800: 1  contrast  ratio  for  deep  blacks  and 
rich  colors— all  in  a  sleek,  lightweight  package  that's  easy  to  use. 

Trade  in,  trade  up  and  take  1 2  months  to  pay. 

Upgrade  your  technology  through  the  HP  Trade-In  Program.  Apply  the 
value  of  your  current  HP  and  non-HP  technology  toward  the  purchase 
of  a  new  digital  projector. 

And  for  a  limited  time,  lease  an  HP  digital  projector  and  take  1  2 
months  to  pay  at  a  0%  implicit  lease  rate*.  Get  your  HP  digital 
projector  now  for  a  low  monthly  payment.  Hurry  offer  ends  soon. 

For  more  information  about  HP  digital  projectors  and  special  promotions, 
go  to  www.hp.com/go/projector. 
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International  Business 


GERMANY 


ROUGH  SHOALS  FOR  BANKS- 
AND  GERMANY'S  ECONOMY 

With  losses  piling  up,  loans  for  new  business  are  scarce 

according  to  Creditreform,  which  gathers 
data  on  insolvencies.  That's  25%  more 
than  last  year,  the  worst  year  on  record. 
So  the  banks  are  reluctant  to  make  new 
business  loans  for  fear  of  not  being  re- 
paid. That  makes  it  harder  for  Germany, 
and  the  rest  of  Europe,  to  emerge  from 
its  economic  funk  of  the  past  two  years. 
In  any  event,  the  banks  aren't  in  the 
best  of  shape  to  expand  lending:  Loan- 
loss  charges  will  in- 
TAIflNP  A  HIT  crease  by  at  least  40% 

I H  Mill]  H  T    I  tills  vear.  analysts  pre- 

dict/Add to  "that  the 
slumping   equity   and 


DEUTSCHE      HYPOVEREINS     COMMERZ 
BANK  BANK  BANK 

A  MILLIONS  OF  DOLLARS 

Data  Company  and  analysts'  reports 


Like  most  bankers  in  Germany. 
Bernd  FahrhoLz  is  not  given  to  pan- 
ic or  exaggeration.  So  it  came  as  a 
shock  on  July  24  when  the  chief  execu- 
tive of  Dresdner  Bank,  which  holds 
$500  billion  in  assets,  declared  that  the 
country's  financial  institutions  are  in 
calamitous  straits.  "There  is  a  crisis" 
in  the  economy,  Fahrholz  warned  an 
audience  of  journalists,  adding  that  "it 
is  especially  a  bank- 
ing crisis." 

The  next  day.  Al- 
brecht  Schmidt,  ceo 
of  Germany's  second- 
largest    bank.    Mu-  wmt 
nich-based      Hypo- 
Yereinsbank.  chimed 
in,    saying   2002   is 
turning    out    to    be 
"one  of  the  most  dif- 
ficult banking  years 
since  World  War  II." 
Schmidt    then    un- 
veiled   hvb's    first- 
ever  quarterly  oper- 
ating loss — the  result 
of  plunging  revenues 
and  a  36*7  increase  in  loan-loss  provi- 
sions. Even  worse,  he  said  there  was 
little  hope  of  things  improving  before 
next  year. 

Germany's  banks  are  reeling 
They've  seen  record  corporate 
bankruptcies  that  have  sent 
loan  losses  spiraling  and 
profits  tumbling.  To  re 
gain  then  equilibrium 
they  are  embarking 
on  a  long-overdue 
round    of    layoffs, 
cost-cutting,  and  as- 
set sales.  The  crisis 
could  spark  a  badly 
needed  series  of  bank 
mergers.     "These     are 
things  that  should  have 
happened  years  ago."  says 
Mark  Hoge.  an  analyst  with 
Bank  of  America  in  London.  "If 

they  had.  FahrhoLz  wouldn't 

be  talking  about  a  crisis."      "THERE  is 

As  the  banks  go,  so  goes   A  CRISIS": 
Europe's  biggest  economy.   Dresdner 
At    least    40.000    German   Bank's 
companies  will  fail  this  year,   Fahrholz 


German  banks  as  bankruptcies  rise 

800  -       AVERA6E  QUARTERLY  LOAN  LOSSES 


1 2002  EST. 


bond  markets  that  are  hammer 
banks'  investment  banking  reveni 
it's  easy  to  see  why  FahrhoLz  and  I 
bankers  are  rattled. 

Banks  elsewhere  in  Europe  arl 
feeling  the  pinch.  France's  bnp  Pi 
and  Spain's  Banco  Santander  C\ 
Hispano  just  reported  sharply 
first-half  profits.  But  Germany's 
are  experiencing  the  worst  sque 
German  economy  is  expected  to 
just  0.9<~r  this  year,  less  than  mi 
the  rest  of  Europe.  And  banks 
many  haven't  merged  and  strea 
to  the  same  extent  as  those  elsev 
which   means   that   their   costs 
stayed  high  and  their  profits  lowj 
three  largest  listed  banks — Dei 
Bank,  hvb,  and  Commerzbank — r$ 
ed  returns  on  equity  of  less  tha 
last  year,  vs.  an  average  of  just 
15%  for  all  euro  zone  banks.  "( 
banks'  low  profitability  is  partly  tlj 
suit  of  their  own  managerial  ineptj 
and  means  [that]  they  are  badly 
to  weather  a  crisis,"  notes  Hoge. 

Xo  one  expects  any  big  GeJ 
banks  to  go  bust:  All  are  well-er 
capitalized  to  avoid  such  a  fate] 
four  smaller  banks  have  collapsJ 
been  bailed  out  in  recent  months.) 
in  late  July,  rating  agency  Standa| 
Poor's  said  it  may  downgrade  tl 
the  country's  largest  local  gover 
dominated  banks. 

Analysts  warn  that  unless  the  1| 
take  urgent  steps  to  restructure 
prove  their  performance,  they  ma^| 
up  as  acquisition  targets  for  foreign 
ators  in  two  or  three  years.] 
biggest  banks  appear  to 
ing  just  that.  Commerzba 
looking  for  buyers  for  1 
based  Montgomery  Asset 
agement  LLC  and  Britain-ll 
Jupiter  Asset  Management! 
Dresdner  is  mulling  tht 
of      Dresdner       Klei 
Wasserstein.  its  investr| 
banking    unit,     hvb 
Deutsche  Bank  are  ci| 
staff.  And  FranL 
buzzing  with  sp 
that  Commerzbankl 
soon  merge  with  oij 
its  bigger  rivals  or 
>ome   of  the  govemr 
dominated  banks  will  joi 
But  with  no  relief  in  sight  on  the 
nomic  horizon,  a  quick  turnarouil 
bank  profits  is  unlikely.  It's  a  pi  I 
that  FahrhoLz — and  other  Eurc| 
business  leaders — are  right  b 
gard  with  increasing  apprehenl 
By  David  I 

in  Fran, 
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"iternational  Outlook 


jfED  BY  ROSE  BRADY 


1FTER  SADDAM:  A  POWER  VACUUM 
lAY  GIVE  WASHINGTON  PAUSE 


Y> 


he  Iraqi  exile  community  is  buzzing  in  anticipation.  On  July 

12,  former  military  officers  gathered  in  an  auditorium  in 

London  to  hear  each  other  denounce  Saddam  Hussein. 

dng  on  were  aides  to  U.  S.  Secretary  of  Defense  Donald  H. 

isfeld  and  Vice-President  Dick  Cheney.  Now,  Iraqi  opposi- 

aders  are  preparing  to  go  to  Washington  for  sessions  with 

L  officials  in  mid-August.  "These  meetings  are  different 

t  previous  ones  because  the  U.  S.  is  getting  ready  to  take 

n  in  Iraq,"  says  Ahmed  Chalabi,  a  leader  of  the  Iraqi 
nal  Congress,  an  umbrella  organization 
Ing  opposition  groups. 

1  Arab  leaders  continue  to  argue  against 
attack  on  Saddam  Hussein.  And  analysts 
j\  that  a  war  might  tip  the  fragile  U.  S.  econ- 

into  recession.  But  many  observers  agree 

an  effort  to  depose  Saddam  is  in  the  cards. 

rge  W.  Bush  will  look  foolish  if  he  doesn't  fol- 

through  on  his  threats  of  "regime  change." 

Saddam  is  playing  into  the  hands  of  U.  S. 
1  liners  by  not  letting  U.  N.  weapons  inspec- 

back  into  Iraq.  "I  think  the  U.S.  has  de- 

d  for  its  own  reasons  that  Saddam  is  a 

at  that  it  cannot  live  with,"  says  Chalabi,  an 

anker  based  in  London. 

ew  doubt  the  U.  S.  will  prevail  in  an  all-out 
l:ary  campaign.  The  key  question  is  how 
t'.y  such  an  effort  will  be  and  where  will  it 
|  Much  depends  on  how  much  help  the  U.  S. 
[muster  from  the  Iraqi  military  and  civilians  in  overthrow- 
I  Saddam  and  in  running  the  country.  Europeans  and  neigh- 
Lg  countries  worry  that  replacing  Saddam  could  lead  to  in- 
lility  or  the  rise  of  an  equally  menacing  strongman.  "There 
|  been  little  political  preparation  for  the  inevitable  nega- 

reaction  in  the  region  and  for  the  follow-on  inside  Iraq," 

a  Western  diplomat  in  the  Persian  Gulf  area. 

;.S.  government  officials  say  the  upcoming  meetings  with 
[Iraqi  opposition  are  intended  to  address  such  fears.  The 


TARGET:  Wlw  will  take  over? 


U.  S.  is  trying  to  encourage  brainstorming  on  how  Iraq  should 
be  governed  after  Saddam.  But  Iraq  is  a  notoriously  fractious 
country,  and,  for  now,  there  is  no  leader  who  can  command  the 
whole  nation's  loyalty.  Among  the  guests  invited  to  Washington 
is  a  London-based  member  of  the  deposed  Iraqi  royal  family, 
Sharif  All  bin  Al  Hussein.  But  other  exiles  are  skeptical  about 
whether  the  royals,  who  were  ousted  in  a  bloody  coup  in  1958, 
have  much  appeal  for  contemporary  Iraqis. 

Indeed,  intramural  rivalry  is  running  strong.  There  is  friction, 
for  instance,  between  Chalabi  and  Ayad  Allawi, 
a  former  senior  member  of  Saddam's  Baath  Par- 
ty who  left  Iraq  in  the  1970s  and  heads  the 
Iraqi  National  Accord,  a  longstanding  dissident 
group.  Chalabi,  a  political  liberal,  has  admirers  in 
Washington,  but  Allawi's  group  is  believed  to 
have  better  connections  to  the  Baath  Party  and 
the  Iraqi  military.  Both  men,  who  say  they  favor 
a  democratic  Iraq,  are  invited  to  meet  U.  S.  of- 
ficials, along  with  Shiite  and  Kurdish  represen- 
tatives. That  has  some  exiles  hopeful  the  oppo- 
sition leaders  will  bury  their  differences.  "This 
could  be  the  beginning  of  not  only  getting  rid  of 
Saddam  but  building  a  stable  Iraq,"  says  Ghas- 
san  Attiyah,  editor  of  Iraqi  File,  a  London- 
based  periodical. 

It's  far  from  clear  how  much  impact  these 
machinations  can  have  on  people  in  Iraq.  Ana- 
"  lysts  think  it's  unlikely  that  the  Iraqi  military  or 
other  groups  will  risk  death  to  move  against  Saddam  unless 
they  know  the  U.S.  stands  behind  them.  So  the  U.S.  may 
have  to  do  most  of  the  job  itself.  "The  U.  S.  has  to  be  willing  to 
invade  the  country,  remove  the  regime,  sit  in  occupation  in 
Baghdad,  and  prop  up  a  puppet,"  says  Raad  Alkadiri,  an  Iraq 
specialist  at  pfc,  a  Washington-based  energy  consultancy.  That 
prospect,  along  with  the  negative  economic  fallout  from  war, 
means  there  will  be  plenty  more  talk  before  there's  action. 

By  Stanley  Reed  in  London 


GLOBAL  WRAPUP 


MAVERICK  LOSES  HIS  TOUCH 


In  a  shocking  reversal,  Martin  Eb- 

r,  the  maverick  Swiss  investor,  has 
n  forced  to  sell  control  of  his  four 
estment  funds,  known  as  "Visions," 
Switzerland's  Ziircher  Kantonal- 

nk,  a  local  institution.  Ebner,  who 
-  had  a  golden  touch,  has  been  hit 

I  huge  losses  in  the  past  two  years, 
value  of  the  funds  has  fallen  from 
ul  $4.7  billion  at  the  end  of  2001  to 
2  million,  raising  questions  about  fi- 
larial stability.  Indeed,  Ziircher  Kan- 
Ubank  says  it  is  acting  in  part  to 


calm  a  worried  Swiss  market.  Ebner's 
holding  company,  BZ  Group  Holding, 
was  pressured  into  the  move  by  in- 
vestors dumping  shares  in  the  funds. 
Ebner  is  credited  with  shaking  up 
Swiss  corporate  governance — notably 
by  harassing  the  management  of 
Union  Bank  of  Switzerland  until  it 
merged  with  Swiss  Bank  to  form 
UBS  in  1999.  He  gained  prominence 
earlier  this  year  when  he  orchestrated 
the  humiliation  of  former  abb  Chair- 
man Percy  Barnevik,  forcing  him  to 
repay  part  of  a  previously  undisclosed 
$78  million  severance  package. 


But  he  reached  too  far.  His  invest- 
ments in  ABB  and  Credit  Suisse  Group 
have  been  disastrous.  His  stakes  in  the 
two  companies  may  have  cost  him  as 
much  as  $3.4  billion  in  losses  this  year 
alone.  His  attempt  to  force  change 
through  taking  an  11.4%  stake  in  In- 
vestor, the  holding  company  of  Swe- 
den's Wallenberg  family,  has  failed,  and 
he  is  beginning  to  cut  his  holding.  Af- 
ter the  sale  of  the  "Visions"  funds,  BZ 
Group  will  retain  direct  stakes  of  5% 
in  Credit  Suisse,  just  under  10%  of 
abb,  and  9%  of  Investor. 

By  Stanley  Reed  in  London 
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ROM 


JOE  BERARDINO  presided 
over  the  biggest  accounting 
scandals  ever  and  the 
demise  of  a  legendary  firm. 
Here's  what  happened 

By  John  A.  Byrne 


he  day  after  WorldCom  Inc.  ad- 
mitted cooking  its  books  to  the 
tune  of  $3.8  billion,  former  An- 
dersen Worldwide  ceo  Joseph 
F.  Berardino  was  glued  to  the 
TV  set  watching  cnbc's  cover- 
age of  the  shocking  news.  Ber- 
ardino had  good  reason  to  be 
riveted  to  every  development: 
WorldCom  was  a  major  audit 
client  of  the  firm  he  had  re- 
cently quit. 

Like  the  rest  of  the  world, 
Berardino  watched  in  outrage. 
But  in  his  case,  the  ire  was  di- 
rected at  the  media,  which  he  believed  was  exaggerating  the 
story.  "They  were  talking  down  the  market,"  says  Berardino 
with  disgust.  Four  weeks  later,  the  beleaguered  telecom  provider 
filed  the  largest  bankruptcy  in  U.  S.  history. 

Berardino  seems  clueless  as  to  how  Andersen  could  have  failed 
to  detect  the  fraud  at  WorldCom,  which  occurred  over  five  con- 
secutive quarters.  "In  a  quarter,  you're  typically  not  looking  at 
that  kind  of  detail,"  he  says.  "It's  shocking.  It  just  blows  your 
mind.  But  why  was  that  stock  down  to  $1  already?  It's  because 
some  investors  did  their  homework." 

Of  course,  many  are  wondering  if  Berardino,  who  resigned  in 
disgrace  as  ceo  in  March,  had  done  his.  At  51,  he  finds  himself  ex- 
iled from  an  industry  that  consumed  him  for  nearly  30  years,  a 
mere  bystander  to  a  national  debate  that  will  result  in  the  most 
sweeping  reform 
of  the  profession 
he  worked  in  all 
of  his  adult  life. 
When  Berardino 

ventured  to  California  in  June  to  give  a  speech  on  reform,  the  San 
Jose  Mercury  News  ran  his  photo  with  the  caption:  "Why  would 
you  listen  to  this  man?" 

It  is  not  an  irrelevant  question.  Berardino,  after  all,  was  at  the 
helm  of  a  legendary  firm  when  it  was  convicted  of  obstruction  of 
justice,  the  same  firm  that  stamped  its  approval  on  the  dirty 
books  of  Sunbeam,  Waste  Management,  Enron,  Global  Crossing, 
Qwest,  and  WorldCom.  The  scandals  that  enveloped  those  corpo- 
rations alone  have  cost  investors  more  than  $300  billion  and  have 
put  tens  of  thousands  of  people  out  of  work. 

The  collapse  of  Andersen  represents  an  unimaginable  failure  of 
leadership  and  governance.  It  raises  questions  about  the  anachro- 
nistic governance  structure  imposed  by  a  private  partnership,  a 
structure  better  suited  to  a  local  enterprise  than  a  global  organ- 
ization. In  many  ways,  Andersen  was  more  like  a  loose  confeder- 
ation of  fiefdoms  covering  different  geographic  markets  than  an  in- 
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tegrated  company.  Checks  and  balances  were  few  and  fre- 
quently ineffective.  Insular  and  inbred,  Andersen  was  unable 
to  respond  swiftly  to  crises  or  even  to  govern  itself  de- 
cisively. It  took  the  firm  five  months  to  elect  Berardino  as 
ceo.  Once  in  office,  he  was  unable  to  fire  a  partner  without  a 
two-thirds  vote  of  Andersen's  1,700  partners  around  the 
world.  Even  as  the  firm  was  engulfed  in  turmoil,  some  part- 
ners squabbled  over  who  should  be  its  public  spokesman.  If  it 
was  the  head  of  Andersen's  U.  S.  business,  rather  than  Ber- 
ardino who  was  ceo  of  the  worldwide  firm,  perhaps  the  crisis 
could  have  been  confined  to  America,  some  thought. 

For  the  firm  Berardino  once  led,  the  end  has  been  swift. 
By  September,  the  89-year-old  Andersen  expects  to  have  no 
more  than  3,000  employees  on  its  ever-dwindling  payroll  as  it 
phases  out  of  business.  The  Andersen  name  is  likely  to  live  on 
in  the  popular  culture  as  Watergate  did, 
a  shorthand  way  to  refer  to  a  certain 
kind  of  scandal.  Already,  it  has  become 
the  butt  of  countless  jokes  and  cartoons. 
A  minor  league  baseball  team  in  Port- 
land, Ore.,  for  example,  recently  held 
an  Arthur  Andersen  appreciation  night 
by  stationing  document  shredders 
throughout  its  stadium  and  handing  out 
receipts  with  inflated  ticket  prices. 

Berardino's  fall  from  grace  has  been 
just  as  swift.  In  the  space  of  15  months, 
he  has  gone  from  being  ceo  of  a  $9.3  bil- 
lion global  partnership  with  85,000  em- 
ployees in  84  countries  to  a  pariah  in 
his  industry.  Although  many  of  the  ac- 
counting scandals  that  helped  bring  the 
firm  down  began  festering  long  before 
he  became  CEO,  Berardino's  emphasis 
on  growth  over  audit  quality,  his  reluc- 
tance to  walk  away  from  big  clients  with  questionable  ac- 
counting, and  a  stunning  ignorance  of  potentially  crippling  is- 
sues all  contributed  to  the  firm's  undoing.  He  claims  that 
he  was  never  told  the  most  basic  outlines  of  the  Enron  con- 
troversy until  it  erupted  into  the  news. 

At  times,  Berardino,  who  made  an  estimated  $3  million  a 
year  as  ceo,  seems  to  focus  more  on  his  personal  losses 
than  those  of  the  shareholders  and  employees  who  lost  in- 
vestments and  jobs  because  Andersen  failed  in  its  duty.  "I 
paid  the  price,"  he  says  in  a  near  whisper.  "I  lost  my  job.  I 
lost  my  firm.  I've  got  less  money  today  than  I  had  as  the 
newly  elected  ceo  [in  2001].  I  lost  my  partner  capital.  I 
lost  my  retirement.  I  don't  have  any  stock  options.  I  may 
never  work  again." 

And  he  seems  able  to  accept  only  limited  responsibility  for 
the  catastrophe.  "Somewhere  north  of  one  person  sunk  this 
firm,  but  it  wasn't  85,000  people.  Do  I  bear  responsibility?  No 
question.  Nobody  had  to  ask  me  to  step  down,  O.  K.?"  But  he 
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*•*•  I  paid  the  price. 
I  lost  my  job.  I  lost 
mv  firm  ....  I  lost 


again 


also  blames  forces  outside  of  Andersen  for  the  wave  c| 
counting  scandals  currently  afflicting  the  market.  He  poir 
shareholders  who  invested  in  companies  without  exam| 
their  filings  and  to  board  members  who  were  diseng 
and  failed  to  ask  the  right  questions. 

The  story  of  what  went  wrong  at  Andersen  and  how 
soned  professional  like  Joe  Berardino  could  become  bliii 
the  problems  goes  well  beyond  a  few  botched,  albeit  gian| 
dits.  It  involves  a  fundamental  change  in  the  firm's  cu| 
and  a  breakdown  in  the  values  of  an  industry  that  once 
ed  itself  on  serving  the  public  good. 

Just  20  years  ago,  Andersen,  along  with  its  brethren  ill 
Big  Five,  were  auditors  above  all  else.  Highly  trained] 
cialists,  they  relied  on  their  professional  ethics  to  help 
the  tricky  business  of  judging  and  sometimes  counter 

the  clients  who  paid  the  bills.  But] 
in  the  '80s  came  the  rise  of  the 
agement-consulting  business,  a  bij 
er,  less  quantitative,  and  more  U 
tive  line  of  work  that  involved  a 
higher  degree  of  salesmanship.  Sid 
auditing  went  from  being  the  sod 
the  firm  to  a  loss  leader  used  to  at) 
and  retain  the  consulting  contracts, 
as  the  vast  riches  represented  by  £ 
options  helped  corrupt  ethics  at  5 
corporations,  consulting  helped  push 
dersen  and  its  rivals  off  course, 
culture  of  the  company  changed  bee 
it  got  deeply  involved  in  the  con: 
ing  business,"  says  Paul  A.  Volcker. 
mer  Federal  Reserve  Board  chairn 
The  conflict  played  out  at  Ande 
with  especially  devastating  effect 
cause  of  the  divorce  in  2000  of  the  fi 
consulting  and  auditing  arms.  The  culmination  of  11  yeai 
acrimony,  the  split  left  the  auditing  firm  smaller,  wes 
and  less  profitable.  The  onus  shifted  to  creating  a  new 
suiting  practice  and  building  revenue.  "There  is  no  questio 
my  mind  that  Andersen  took  its  eye  off  the  ball,"  ; 
Volcker.  "Their  compensation  practices  were  based  on 
much  revenue  you  could  generate." 

There  is  no  better  example  of  that  than  Enron  C( 
which  was  paying  Andersen  about  $1  million  a  week  in 
by  the  late  1990s.  Back  then,  Enron  was  lionized  in 
press  and  among  management  gurus  for  its  radical  busii 
model,  just  the  kind  of  fast-growing  client  Andersen 
desperate  to  cultivate.  At  Enron,  Andersen's  consulting 
enues  exceeded  its  audit  fees  for  the  first  time  in  1999. 
following  year,  Enron  paid  $27  million  for  Andersen  cons 
ing  services  and  $25  million  for  audit  work. 

Were  those  consulting  fees  enough  to  cause  Andersei 
lower  its  guard?  Berardino  says  not.  He  says  the  auditing 


-Joseph  Berardino 
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*>  huge  to  begin  with  that  if  the  firm  were  vulnerable  to 

swayed,  that  alone  would  have  been  enough.  And,  he 
that  didn't  happen, 
t  regardless  of  whether  the  fees  played  a  role,  it's  clear 
Andersen's  work  at  Enron  had  been  compromised  long 

the  energy  giant's  final  flameout.  As  head  of  Andersen's 

audit  practice  for  nearly  three  years  before  becoming 

n  January,  2001,  Berardino  had  helped  to  lead  an  exer- 

ihat  evaluated  the  "risk  profile"  of  each  of  the  firm's  2,500 

clients.  During  that  review,  Andersen  grouped  its 
s  into  four  categories:  maximum,  high,  moderate,  and  low 

nron  was  one  of  some  50  clients  deemed 
lmum  risk,"  while  700 

and  oUen 


considered    "high 
risk." 

That  alone 
should  have  been 
enough  to  put  En- 
ron front  and  cen- 
ter on  Berardino's 
radar,  but  that  did 
not  happen.  There 
were  plenty  of  oth- 
er signs  of  trouble, 
signs  that  Berardi- 
no says  never 
reached  him.  In 
February,  2001, 
Andersen  partners 
in  Chicago,  worried  about  Enron's  aggressive  accounting,  were 
actively  debating  whether  to  retain  Enron  as  a  client.  Mean- 
while, Andersen's  audit  team  at  Enron  was  having  increasing- 
ly heated  internal  conflicts.  A  senior  Andersen  partner,  Carl  E. 
Bass,  who  had  been  sent  in  to  monitor  the  high-risk  audit, 
strongly  objected  to  Enron's  accounting.  Berardino  paid  a  call 
on  Enron  ceo  Jeffrey  K.  Skilling  and  Chief  Accounting  Officer 
Richard  A.  Causey  that  same  month  at  Enron's  Houston 
headquarters.  Berardino  says  it  was 
strictly  a  meet-and- 
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earnings.  An  Anderse 
tice  director  in  Housto: 
ever,  overruled  Bass,  wl 
tinued    to    object    to 
accounting  transaction 
the  next  couple  of 
Andersen  was  the  only 
the  Big  Five  where 
partner   could   overru 
Professional  Standards 
In  retrospect,  the  s 
for  airing  such  conflicts 
dersen  seemed  designed 
sure  that  top  executives 
learned  of  them.  Instea< 
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Andersen  may  not 
have  presided  over 
the  most  auditing 
goofs,  but  it  did 
have  some  of  the 
biggest.  Here's 
what  several  of 
them  cost  the 
public 

*  Loss  in  total  market  value 
from  peak  stock  price  to  date 
**  Announced  job  layoffs 
t  Loss  to  investors 
Data:  Compustat  via  FactSet 
Research  Systems 
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WORLDCOM  Company  inflated 
earnings,  leading  to  a  $3.8  billion 
restatement 
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ENRON  Variety  of  schemes  that  inflat- 
ed income  by  $586  million,  leading  to 
restatement  and  bankruptcy 

GLOBAL  CROSSING  Andersen  audit- 
ed financial  statements  11  months  be- 
fore company,  whose  accounting  is  un- 
der investigation,  filed  for  bankruptcy 
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WASTE  MANAGEMENT  Company 
overstated  income  by  $1.1  billion 
for  years  1992-1996 


SUNBEAM  Company  overstated  1997 
net  income  by  $71.1  million,  helping  to 
push  it  into  bankruptcy 

BAPTIST  FOUNDATION  OF 
ARIZONA  Largest  nonprofit  bankrupt- 
cy ever  in  a  cook-the-books  scheme 
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greet,  that  he  didn't  confer  with  the  Andersen  audit  team  on 
the  Enron  account  before  the  visit,  didn't  know  about  the  con- 
flicts over  the  accounting,  and  never  discussed  them  with  En- 
ron. He  says  it's  a  coincidence  that  within  weeks  of  his  visit, 
Bass  was  removed  from  his  oversight  role,  at  Enron's  request. 

"If  that  kind  of  issue 
isn't  important  enough 
to  get  to  Berardino's 
desk,  then  what  is?" 
asks  Allan  D.  Koltin,  ceo  of  the  Practice  Development  Institute, 
a  consulting  firm  that  specializes  in  the  accounting  industry.  "He 
either  knew  and  chose  to  look  the  other  way  or  he  had  to  be 
the  most  incompetent  ceo  in  America." 

Bass  was  a  member  of  Andersen's  Professional  Standards 
Group,  an  internal  team  of  accounting  experts  that  reviewed 
and  passed  judgment  on  tricky  accounting  issues  facing  local 
offices.  He  found  plenty  to  keep  him  busy  at  Enron,  where  he 
had  once  helped  audit  the  books.  In  a  Dec.  18,  1999,  e-mail, 
Bass  documented  a  conflict  over  how  Enron  should  account 
for  the  sale  of  options  owned  by  one  of  the  partnerships 
managed  by  Enron  Chief  Financial  Officer  Andrew  S.  Fastow. 
If  the  Andersen  team  had  accepted  Bass's  advice,  it  would 
have  resulted  in  a  $30  million  to  $50  million  charge  to  Enron's 


were  handled  several 
down  in  the  organizat 
people  with  clear  and 
incentives  to  maximiz 
enues.  Berardino  denie 
the    system    was    faul 
probably  wouldn't  hav^anc 
anything  differently  th 
team,"      he      says 
Berardino  thought  Anc 
could  manage  the  risk»a« 
says  the  firm  walked 
from  hundreds  of  client   j 
pecially  after  the  risk  a 
ment  pointed  up  dicey 
But  he  acknowledges  th 
rejected  clients  tended 
volve   smaller  fees   an 
gagements.  "It  was  hapnia 
start  with  the  big  one 
says.  "We  had  to  lea: 
to  walk  before  we  could 
Even  with  Andersen 
death  throes,  there's  an 
unreality  at  the  firm,  a 
misreading  of  the  events' 
led  to  its  downward  s 
Partners  there  will  still 
that  Berardino  was  not     > 
bative  enough  in  defei 
Andersen   from  the  Jn    .: 
Dept.,  which  they  claim  was  hell-bent  on  destroying 
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partnership.  "He  probably  should  have  been  a  street  fij 
and  told  them  they  were  a  bunch  of  liars  who  weren't  i 
ested  in  the  public  good,"  says  Aldo  Cardoso,  a  Paris-l 
partner  who  is  acting  ceo  of  Andersen  Worldwide 
Justice  Dept.  is  responsible  for  the  collapse  of  the  fin? 
markets  because  they  caused  our  collapse." 

That's  in  contrast  to  the  prevailing  view  outside  the 
Berardino  "never  said  he  took  full  responsibility  for  this," 
Arthur  W.  Bowman,  a  longtime  industry  observer  and  foi 
of  Bowman's  Accounting  Report.  "That  was  the  pro 
with  everyone  at  Arthur  Andersen.  They  are  all  so  arrc 
that  none  of  them  wants  to  take  responsibility." 

When  Berardino  joined  the  firm's  New  York  office  in 
it  was  with  a  sense  of  mission.  Founded  by  a  Northwei 
University  accounting  professor  in  1913,  Andersen  stoa 
integrity.  Just  months  after  Arthur  Andersen  set  up  sh< 
Chicago,  the  president  of  a  local  railroad  insisted  tha 
approve  a  transaction  that  would  have  inflated  earnings 
dersen  told  the  executive  there  was  "not  enough  money  ir 
city  of  Chicago"  to  make  him  do  it. 

In  the  spirit  of  the  company's  founder,  Berardino  saw  hii 
as  a  public  guardian.  An  early  role  model  was  Pete  Kenne* 
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foe  was  blind  to  the  conflict.  He  was  the  most  aggressive  pursuer 
•evenue  that  I  ever  met  •)•)   -ex- Andersen  partner  Barbara  Ley  Toffler 


4ian  partner  from  Berardino's  hometown  of  Garden  City, 

.who  taught  him  to  stand  his  ground.  An  audit  was  not 
w  a  collection  of  numbers,  Kennedy  insisted,  but  a  position 

;|«ad  to  be  intelligently  made  and  defended, 
'-ardino  climbed  the  firm's  ladder,  becoming  a  partner  in 
and  acquiring  such  top-notch  audit  clients  as  Merck  & 
id  Colgate-Palmolive  Co.  But  over  the  course  of  nearly 
resentations  to  audit  committees,  he  says  he  found  di- 
re far  too  complacent  and  disengaged:  "Nobody  fell 
j,  but  many  of  them  didn't  understand  the  business, 
just  sat  there  and  received  reports,"  he  says.  "Some  di- 
re just  don't  want  to  know.  They  might  have  to  do 
■  ;hing  about  it." 

a  die  Berardino  focused  on  his  auditing  work,  a  profound 
was  unfolding  inside  his  firm  and  the  other  major  au- 
b.  Much  of  Andersen's  growth  was  coming  not  from  ac- 
,ing  and  auditing  but  rather  from  a  wide  array  of  con- 
a  work,  from  installing  information  technology  systems 
vice  on  tax  avoidance.  One  recent  study  in  The  Ac- 
I  hig  Review  showed  that  the  consulting  practices  of  the 

kjjive  accountants  brought  in  three  times  as  much  revenue 
jditing  in  the  1990s. 
j  firm  was  more  successful  in  consulting  than  Andersen, 

i|i  boasted  the  largest  and 

yet-growing  network  of  con- 

-  nts  in  the  world.  Indeed,  it 

1  )  concern  in  Washington  that 

n  profit  consulting  work  was 

promising  audits,  which  were 

T. 
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BORN  Dec.  29,  1950, 
New  York. 

By  becoming  a  commodity       roucAT10N  BSFair-"" 
ee.  In  some  cases,  by  taking  -,^-;<-> 

fhe  internal  audit  functions  of      feld  University,  1972. 

clients,  Andersen  and  its  Big 

rivals  were  effectively  audit- 

leir  own  work. 

ithe  fall  of  1998,  Securities 
>;Kchange  Commission  Chair- 
i  lArthur  Levitt  Jr.  went  public 
attack  on  the  industry.  "Ac- 
sting  is  being  perverted,"  he 
I  "Auditors  and  analysts  are 
y  ;ipants  in  a  game  of  nods  and 
He  urged  new  rules  to 

let  the  ability  of  the  account- 

Irms  to  consult  for  the  same 

kanies   they   audited.   At   a 

ing  between  the   sec   and 

f   accounting-firm    ceos    in 

,  2000,  Andersen's  then-Chief 

utive  W.  Robert  Grafton  was 

|to  declare:  "This  is  war." 

fell  to  Berardino,  as  head  of 

rsen's  U.  S.  audit  practice,  to 

er  a  compromise  with  the 

which  he  did  in  late  2000.  It 

estament  to  his  political  skills 

Berardino  is  viewed  in  Wash- 

n  as  a  conciliator  who  forged 

npromise  pact,  while  at  An- 

n  he  was  viewed  as  the  man 


CURRENT  POSITION 

Unemployed. 

BEGINNINGS  Raised  in 
Garden  City,  N.Y.;  dad 
was  a  State  Farm 
insurance  salesman; 
he  was  an  altar  boy  at 
St.  Ann's  Church; 
played  Little  League 
baseball  and  once  hit 
into  a  triple  play. 


CAREER  Joined  Arthur  Andersen's  New  York  of- 
fice as  a  junior  accountant  in  1972  for 
$11,400  a  year,  became  a  partner  in  1982, 
elected  CEO  in  2001,  and  resigned  in  March. 


tion  from  signing  consulting  contracts  with  audit  clients. 
Levitt  says  he  considers  Berardino  to  have  been  far  more 
reasonable  to  deal  with  than  his  rivals.  "He  was  different," 
says  Levitt.  "He  was  civil,  measured,  and  thoughtful." 

Berardino's  handling  of  the  crisis  helped  him  gain  election 
as  chief  executive  in  January  of  2001,  with  90%  of  his  part- 
ners' votes.  "It  was  the  dumbest  reason  to  elect  a  person 
ceo,"  says  Lynn  Turner,  former  chief  accountant  of  the  sec. 
"They  should  have  elected  someone  who  realized  that  their 
customer  was  the  investing  public  and  who  could  deliver 
high  quality  audits." 

But  while  Berardino  may  have  reached  a  truce  in  Wash- 
ington, he  was  grappling  with  a  highly  divisive  war  inside  An- 
dersen. Once  consulting  had  eclipsed  auditing  in  profitability, 
by  1984,  the  consulting  partners  began  getting  restless.  They 
wanted  their  pay  to  reflect  the  success  of  their  business, 
which  was  driving  Andersen's  growth.  The  dispute  led  to 
warring  factions  inside  the  firm  that  ultimately  became  so  tox- 
ic it  would  rend  Andersen  in  two.  In  2000,  an  arbitrator 
ruled  that  Andersen  Consulting,  with  $9.4  billion  in  annual 
revenues,  could  break  free  merely  by  paying  $1  billion  and 
changing  its  name.  (It  is  now  called  Accenture.) 

The  decision  was  a  huge  setback.  The  auditors,  some  ex- 
pecting a  payment  as  high  as  $15 
billion,  were  shocked.  "There  was 
so  much  anger,  and  the  leadership 
was  obsessed  with  what  was  going 
on,"  says  a  former  partner. 
Overnight,  Andersen  went 
from   being   the    world's 
largest  professional-servic- 
es firm  to  the  smallest  of 
the  Big  Five  accountants. 
Concedes  Berardino:  "It 
was  a  major  distraction." 
That  led  Berardino  to 
shift  the  emphasis  even 
more     strongly     toward 
building  revenues  by  re- 
building   the    consulting 
practice.  The  firm's  long- 
held    beliefs,    known    as 
"the  four  cornerstones," 
were    to    provide    good 
client  service,  produce  quality  au- 
dits, manage  staff  well,  and  pro- 
duce profits.  But  as  the  pressure 
to  bring  in  more  money  grew, 
some  partners  began  to  grouse 
that  the  four  cornerstones  had  be- 
come "three  pebbles  and  a  boul- 
der."   Berardino    acknowledges 
those  complaints.  "Some  of  our 
partners  thought  that  that  was 
happening,"  he  says.  "I  didn't." 

The  focus  on  consulting  left  lit- 
tle time  to  ponder  the  quality  of 
the  firm's  audits.  "When  Berardino 
would  get  up  at  a  partners  meet- 
ing, all  that  was  ever  reported  in 


WHAT  HE  EMPHASIZED  AS  CEO  The  need  for 
revenue  growth  in  wake  of  the  nasty  break  with 
the  high-profit  consulting  group. 

BEST  QUESTION  FROM  A  DIRECTOR 
DURING  ONE  OF  HIS  NEARLY  300  AUDIT 
PRESENTATIONS  "What  would  you  guys  do  if 
we  increased  your  fees  by  25%?" 

PLANS  FOR  FUTURE  Uncertain,  but  he's  not 
yet  looking  for  work.  "I  can  sell  hotdogs  if  I  have 
stared  down  Levitt  and  won.      to.  I'm  just  not  ready  yet.  I'm  too  beat  up."  terms  of  success  was  dollars,"  says 

|  all,  the  deal  he  struck  mere-      FAMILY  Married  to  Gail  in  1977;  two  daugh-  Barbara  Ley  Toffler>  a  for™r  An- 

I  to  public  disclosure  of  audit       ters   Andrea  and  /\||json  dersen  partner  from  1995  to  1999. 

onsulting  fees,  not  a  prohibi-  '  "Quality  wasn't  discussed.  Con- 
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tent  wasn't  discussed.  Everything  was  measured  in  terms  of 
the  buck,"  adds  Toffler,  who  is  writing  a  book  with  former 
BusinessWeek  editor  Jennifer  Reingold.  "Joe  was  blind  to  the 
conflict.  He  was  the  most  aggressive  pursuer  of  revenue 
that  I  ever  met." 

Berardino  soon  found  himself  consumed  with  one  crisis  after 
another.  In  May.  2001,  he  agreed  to  pay  $110  million  to  settle 

shareholders'  claims  in 
an  accounting  scandal 
at  Sunbeam  Corp.  A 
month  later,  he  paid 
nearly  $100  million  more  to  settle  similar  claims  at  Waste 
Management  Inc.  and  $7  million  to  settle  the  SEC  case  for  its 
role  in  approving  Waste  Management's  fraudulent  audits.  In 
both  cases,  Andersen  did  not  admit  guilt.  Berardino  has  no  ex- 
planation for  how  his  firm  could  have  been  so  lax. 

The  garbage  hauler  was  an  early  example  of  Andersen 


LEARNING  FROM  MISTAKES 


Former  Arthur  Andersen  World- 
wide ceo  Joseph  F.  Berardino 
desperately  wants  to  have  a 
voice  in  the  ongoing  debate  over  ac- 
counting reform.  But  not  too  many 
people  are  listening  to  him.  Like 
Coleridge's  Ancient  Mariner,  he 
seems  a  forlorn  figure,  destined  to 
mouth  warnings  that  no  one  hears. 

When  Berardino  spoke  at  a  recent 
Stanford  University  seminar  for 
board  members,  he  was  greeted  with 
a  mixture  of  cynicism  and  curiosity. 
"There  was  a  very  skeptical  group 
who  thought  everyone  associated 
with  Andersen  is  tarred  in  perpetu- 
ity." says  Joseph  A.  Grundfest,  a 
Stanford  professor.  "They  can't  tell 
how  much  of  Joe's  message  is  sincere 
and  how  much  of  it  is  post-crisis  po- 
sitioning." 

Still,  Berardino  had  a  unique  view 
of  the  accounting  crisis  that  afflicts 
Corporate  America.  The  irony  is  that 
some  of  his  ideas  may  be  worth  con- 
sidering even  if  his  credibility  is  nil. 
Among  them: 

■  Rather  than  a  pass-fail  system  of 
approving  financials,  auditors  should 
hand  out  report-card  grades  that  re- 
flect the  quality  of  a  client's  account- 
ing. That  wrould  give  auditors  more 
leverage  over  clients  in  accounting 
disagreements  and  also  enable  the 
market  to  give  a  premium  to  compa- 
nies that  get  the  highest  marks  and 
discount  those  that  get  the  lowest 
grad 

■  Change  the  focus  of  directors  so 
that  they're  involved  in  risk  manage- 
ment, not  the  verification  of  finan- 
cials. The  most  important  quest! 
that  a  director  can  ask:  "What  are 
the  most  significant  risks  to  this 
company,  how  likely  are  they  to  oc- 
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cur,  and  what  is  management  doing 
about  them?" 

■  Change  the  financial-reporting 
system  so  it  is  based  less  on  "a 
game  of  rules,  loopholes,  and  le- 
galisms" and  more  on  principle-driv- 


en accounting — the  approach  of  the 
International  Accounting  Standards 
Board. 

■  Require  each  accounting  firm  to 
put  three  or  four  outsiders  on  its 
board  of  directors  to  make  these 
private  partnerships  less  insular  and 
inbred. 

Berardino  is  gloomy  about  the 
uect  for  change.  "My  fear  is  that 
w  ell  go  through  another  year  of 
looking  for  scapegoats."  The  question 
is,  will  anyone  heed  the  warning? 


collecting  more  for  consulting  than  auditing.  That  distur 
pattern  would  continue.  Last  year,  Qwest  Communicat 
International  Inc.,  now  under  investigation  by  the  sec 
the  Justice  Dept.,  paid  Andersen  $10.5  million  for  consu 
and  $1.4  million  for  its  audit.  The  telecom  provider 
said  it  overstated  revenue  for  1999,  2000,  and  2001  by 
billion. 

When  Enron  hit  in  the  fall  of  2001,  Berardino  trie 
contain  the  crisis  by  showing  up  on  Capitol  Hill  and 
mitting  to  some  mistakes.  He  rushed  off  to  meet  with 
audit  committees  of  more  than  20  Andersen  clients,  ho 
to  persuade  them  to  stay.  It  w-asn't  until  early  Ma 
when  he  was.  awakened  in  the  middle  of  the  night 
Tokyo  hotel  room,  that  he  realized  the  entire  firm  coul 
vulnerable.  Andersen's  lawyers  told  him  then  that  the 
tice  Dept.  was  inclined  to  indict  the  firm.  "The  indict 
was  enough  to  kill  us,"  he  says.  "That's  what  we 

them." 

Berardino  says  he  worked  franti 
to  turn  the  Justice  Dept.  around 
got  Volcker,  hired  in  February-,  to 
an  independent  oversight  board 
vamp  the  organization  and  anno 
reforms  that  would  transform 
sen  into  a  pure  audit  firm  and  lead 
new  management  team.  But  on 
14,  Justice  went  through  with 
dictment  for  obstruction  of  justice. 
very  next  day,  Berardino  says,  h 
fered  to  step  dowTn  duri: 
conference  call  with  Ande: 
18  directors.  But  they  ins 
that  he  stay.  "I  said,  'At 
point,  we  may  want  me 
this.   I   don't  want  you 
meeting  in  bars  worrving 
it.'" 

On  Mar.  26,  he  finally 
signed.  Berardino  says  it 
a  sort  of  Hail  Mary  pass  to 
Justice  to  reconsider.  It  di 
work,  and  on  June  15.  a  jl 
in  Houston  convicted  the  l| 
of  obstruction  of  justice,  th 
not  of  accounting  fraud 

Berardino     still    comrai 
from  his  home  in  Greenw 
Conn.,  to  his  office  on  the  1 
floor  of  a  Manhattan  skyscra 
twice  a  week.  But  when  a  p| 
ner  sticks  his  head  in  the 
these  days,  he's  not  then 
talk  about  business.   Inst 
he's  likely  to  be  saying  a  f 
goodbye.    Some   partners 
him  that  when  they  tuck  their  chili 
into  bed  at  night,  they  have  to 
sure  the  kids  that  they're  not  goinj 
jail.  "It's  devastating,"  says  Berard 
"You  find  out  who  your  friends 
your  wake." 

He  is  vague  about  his  future.  "A  L 
people  come  up  to  me  and  say,  'I  fee 
sony  for  you.' "  he  says.  "This  will  so 
Pollyanna-ish.  but  I  now  know  who 
friends  are.  I  now  know  what  I'm  m 
of.  My  integrity  is  intact." 

Maybe  so.  But  history  is  likely 
judge  his  performance  harshly. 
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PRODUCT  DEVELOPMENT 


WHY  P&G'S  SMILE 
IS  SO  BRIGHT 

With  the  fast-growing  SpinBrush,  the  company  bent  its  own  rules — and  won 


Darin  S.  Yates  had  watched  many 
consumer  focus  groups  at  Proc- 
ter &  Gamble  Co.,  but  he  had 
never  witnessed  a  response  like 
this.  Out  of  a  panel  of  24  consumers 
evaluating  a  new  electric  toothbrush, 
23  raved  about  the  product,  begging  to 
take  it  home.  "We  were  just  blown 
away,"  the  36-year-old  brand  manager 
recalls. 

But  Yates,  team  leader  on  the  new 
toothbrush,  never  imagined  how  suc- 
cessful the  Crest  SpinBrush  would  be. 
While  most  electric  brushes  cost  more 
than  $50,  SpinBrush  works  on  batteries 
and  sells  for  just  $5.  Since  that  focus 
group  in  October,  2000,  it  has  become 
the  nation's  best-selling  toothbrush,  man- 
ual or  electric.  In  p&g's  last  fiscal  year,  it 
posted  more  than  $200  million  in  global 
sales,  helping  Crest  become  the  con- 
sumer-product maker's  12th  billion-dollar 
brand.  It  has  also  helped  Crest  reclaim 
the  title  as  No.  1  oral-care  brand  in  the 
U.S.,  a  position  it  lost  to  Colgate-Pal- 
molive's  Colgate  brand  in  1998.  "It's 
hard  for  p&g's  business  models  to  con- 
ceive of  a  business  growing  as  quickly 
as  SpinBrush,"  Yates  says. 

One  reason  is  that  p&g  didn't  con- 
ceive SpinBrush  to  begin  with.  Four 
Cleveland-area  entrepreneurs  developed 
the  gizmo  in  1998  with  the  idea  of  sell- 
ing it  to  P&G.  They  par- 
layed a  $1.5  mil- 


*** 


DIFFERENT 
STROKES  FOR  P&G 

The  marketing  giant 
broke  a  lot  of  its  own 
rules  when  it  launched 
the  SpinBrush. 
Here 's  what  it  did: 


lion  investment  into  a  $475  million  pay- 
out. Three  of  them  even  went  on  the 
p&G  payroll  for  a  year  and  a  half  to 
shepherd  the  product — something  un- 
heard of  at  the  insular  company.  Says 
John  Osher,  the  lead  entrepreneur  be- 
hind SpinBrush:  "My  job  was  to  not  al- 
low p&g  to  screw  it  up." 

SpinBrush  marks  a  dramatic  depar- 
ture for  the  165-year-old  company.  For 
once,  p&g  didn't  insist  on  controlling 
every  step,  from  product  development 
to  pricing.  Instead,  it  harnessed  its 
greatest  strength — the  ability  to  market 
and  distribute  products — to  the  innova- 
tion and  risk-taking  ability  of  a  tiny 
startup  that  wasn't  constrained  by  the 
culture  inside  P&g's  Cincinnati  head- 
quarters. The  strategy  is  not  without 
risks  or  cultural  challenges,  p&g  had  to 
bend  on  how  it  packaged,  manufactured, 
shipped,  and  worked  its  mighty  mar- 
keting machine.  And  the  story  isn't 
over:  The  SpinBrush  founders  question 
if  the  product  will  reach  its  potential 
once  it  is  fully  enveloped  in  p&g's  big- 
company  culture.  "I'm  not  sure  you  can 
teach  an  elephant  to  dance,"  Osher  says. 

Even  so,  the  acquisition  of  SpinBrush 
says  a  lot  about  the  leadership  of  Alan 
G.  Lafley,  who  became  chief  executive  in 
June,  2000,  when  predecessor  Durk  I. 
Jager  was  ousted.  Jager,  a  combative 
change  agent,  had  pushed  p&g  to  ramp 
up  development  of  new  products.  He 

TAKE  IT  FOR  A  RIDE  P&G  has  various 
SpinBrush  versions,  including 
car-shaped  ones  for  kids 


shook  p&g's  identity  with  proposJ 
buy  two  large  pharmaceutical  ccj 
nies.  In  the  end  he  overreached, 
earnings  forecasts. 

Lafley  has  been  more  deft.  HJ 
refocused  the  company  on  the 
brands  that  drive  earnings,  inch] 
Pampers,  Tide,  and  Crest.  Like 
he  has  made  acquisitions.  But  the 
billion  purchase  of  Clairol,  p&g's 
ever,  and  SpinBrush  have  been  clo 
p&g's  core  strengths  in  hair  anc 
care  than  Jager's  forays  with  Iar 
food  and  pur  water-filter  systemsJ 

Those  moves  have  helped  Lafley 
a  balance  between  sales  and  j| 
growth — something   that    eludec 
predecessor.   P&G  has  exceeded 
Street's  earnings  estimates  in  the 
three  reported  quarters,  while 
same  time  increasing  share  in  its 
kets  through  higher  promotional 
spending.  For  the  fiscal  year  ended  I 
30,  analysts  expect  p&g's  operating 
ings  to  climb  9%  to  $5  billion,  reve 
a  prior-year  decline.  Such  gains 
harder,  though,  as  savings  from 
billion  restructuring  started  under . 
start  to  wind  down. 

Still,  Lafley  is  proving  to  be  a 
strategic  thinker  by  p&g  standi 
When  Kimberly-Clark  Corp.  lai 
a  moist  toilet  paper  last  year,  he 
against  p&g's  make-it-here  mentalit 
acquiring  a  manufacturer  of  a 
product.  That  let  him  parry  Kimt 
more  quickly  and  tied  up  less  momj 
the  capital-intensive  business.  Re 
negotiations  to  outsource  p&g's  6J 
employee,  back-office  operations 


SpinBrush  wasn't  invented 
at  P&G.  Instead,  the 
company  bought  it  from 
a  group  of  entrepreneurs. 


To  make  sure  the  new 
toothbrush  didn't  get 
smothered  by  the  P&G 
bureaucracy,  the  inventors 
were  hired  for  the  first  year 
to  help  with  everything  from 
packaging  to  logistics. 


Instead  of  starting  at 
high  end  and  cutting 
as  competitors  moved I 
P&G  started  low  and  rl 
it  harder  for  newcomel 
steal  market  share. 
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SPIN  DOCTOR:  John  Osher  and  his 
colleagues  sold  their  idea  to  P&G 

also  have  been  unlikely  at  the  old  p&g. 
The  move  reflects  Lafley's  efforts  to  fo- 
cus the  company  on  its  core  strengths 
and  suggests  further  payroll  cuts  ahead. 

The  SpinBrush  saga  also  shows  a 
new  recognition  that  not  all  great  ideas 
originate  at  P&G.  Lafley  has  made  clear 
that  as  many  as  a  third  of  p&g's  new 
product  ideas  may  come  from  outside, 
and  he  has  stepped  up  efforts  to  identi- 
fy and  acquire  other  small  companies. 
But  perhaps  the  biggest  change  for  P&G 
was  in  SpinBrush's  pricing.  P&G  usually 
prices  its  goods  at  a  premium,  based 
on  the  cost  of  technology.  But  competi- 
tors now  follow  new  products  more 
quickly,  eroding  p&g's  pricing  power. 
With  SpinBrush,  P&G  reversed  its  usual 
thinking.  It  started  with  an  aggressive 
price,  then  found  a  way  to  make  a  prof- 
it. If  P&G  had  conceived  SpinBrush,  ad- 
mits Yates,  "my  gut  tells  me  we  would 
not  have  priced  it  where  we  did." 

That's  just  the  opportunity  John 
Osher  and  his  three  colleagues  saw 
when  they  had  the  SpinBrush  brain- 
storm back  in  1998.  Osher,  55,  had  spent 
most  of  his  career  inventing  things  and 
selling  them  to  big  companies.  His  latest 
creation  had  been  the  Spin  Pop,  a  lol- 
lipop attached  to  a  battery-powered 
plastic  handle,  in  which  the  candy  spun 
at  the  press  of  a  button.  He  had  teamed 
up  on  the  Spin  Pop  with  John  R.  Not- 
tingham and  John  W.  Spirk,  the  princi- 
pals of  a  Cleveland  industrial  design 
firm,  and  their  in-house  patent  lawyer, 
Lawrence  A.  Blaustein.  The  Spin  Pop 
had  recently  sold  to  Hasbro  for  millions 
and  the  men  were  looking  for  another 
way  to  utilize  the  technology. 

They  can't  remember  who  came  up 
with  the  concept,  but  they  know  it  came 
from  their  group  walks  through  the 
aisles  of  their  local  Wal-Mart,  where 
they  went  for  inspiration.  They  saw  that 
electric  toothbrushes,  from  Sonicare  to 
Interplak,  cost  more  than  $50  and  for 
that  reason  held  a  fraction  of  the  overall 
toothbrush  market.  They  reasoned:  Why 
not  create  a  $5  electric  brush  using  the 


To  meet  that  low  price, 
P&G  passed  on  a  lavish 
launch  campaign  and  relied 
instead  on  packaging  that 
allowed  customers  to  turn 
the  brush  on  in  the  store. 
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Spin  Pop  technology?  At  just  $1  more 
than  the  most  expensive  manual  brush- 
es, they  figured  many  consumers  would 
trade  up.  They  spent  18  months  de- 
signing and  sourcing  a  high-quality 
brush  that  wouldn't  cost  more  than 
$5,  batteries  included.  "If  it  had 
cost  $7.99,  we  wouldn't  have 
gone  forward,"  Osher  says. 

They  also  formulated  an  exit 
strategy:   Sell  it  to  P&G.   In 
1998,  they  saw  that  Colgate 
toothpaste     was     dethroning 
Crest,  the  market  champ  since 
the  early  1960s.  Colgate  edged  out 
Crest  by  launching  Total  and  pitch- 
ing it  around  the  new  theme   of 
whitening.  P&G,  meanwhile,  clung  to 
its  cavity-fighting  message.  Colgate 
gained  5.6  percentage  points  of  market 
share  in  1998,  giving  the  company 
29.6%  of  the  market,  vs.  p&g's  25.6%. 
"We  knew  that  P&G  would  be  very 
hungry."  says  Nottingham. 

But  first  they  had  to  prove  the 
product  could  sell.  They  couldn't  af- 
ford to  advertise  and  sell  SpinBrush 
at  that  low  price.  So  they  resorted 
to  the  marketing  ploy  they  used 
with  Spin  Pop:  packaging  that  said, 
"Try  Me"  and  that  allowed  the  con- 
sumer to  turn  the  brush  on  in  the 
store.  They  also  hired  a  former 
Clorox  salesman,  Joseph  A.  O'- 
Connor, who  had  years  of  experi- 
ence selling  to  Wal-Mart  and  oth- 
er big  chains. 

When  they  tested  SpinBrush 
in  Meijer  Inc.,  a  Midwest  dis- 
count chain,  in  October,  1999,  it 
outsold  the  leading  manual  brush 
nearly  3  to  1,  convincing  Meijer 
to  carry  it.   Using  that  sales 
data,  they  cracked   drugstore 
chain  Walgreen  Co.  and  caught 
the  interest  of  Wal-Mart  in  earlv 
2000.  To  help  close  that  deal,  O'- 
Connor persuaded  a  health  and 
beauty  aid  manager  at  a  Phoenix 
Wal-Mart  to  buy  240  SpinBrush- 
es.   "They   sold   out   over   the 
weekend,"  he  recalls. 

In  2000,  the  entrepreneurs 
sold  10  million  SpinBrush  units, 
more  than  triple  the  existing  3  U 

million  U.  S.  electric  toothbrush 
market.  With  that  record,  it 
wasn't  hard  for  Osher  to  get  an 
appointment  at  P&G  in  July.  The 
company  had  another  reason  to 
take  notice:  Colgate's  recently 
launched  ActiBrush  electric 
toothbrush,  at  S19.95,  was  off  to 
a  fast  start,  too. 

Yates,  a  financial  manager  on 
the  Crest  brand,  headed  a  team  to 


I 


evaluate  SpinBrush.  p&G  code-named 
the  project  Julius,  after  basketball  great 
Julius  Erving.  With  approval  to  negoti- 
ate a  purchase  and  focus  group  reac- 
tions off  the  charts,  Yatesv  moved  fast.  A 
deal  to  buy  the  startup  closed  in  Janu- 
ary. 2001.  six  months  after  the  first 
meeting  with  Osher. 

The  deal's  structure  was  un- 
precedented for  P&G.  Instead  of 
paying  a  lump  sum,  P&G  would  pay 
S165  million  up-front  with  an  "earn- 
out"  payment  in  three  years  based 
on  a  formula  pegged  to  financial  re- 


RADICAL  LEADERSHIP 

CEO  Lafley  has  gone 
against  P&G's 
make-it-here 
mentality,  looking 
outside  for  winning 
new  products 


suits.  The  up-front  payment 
alone — nearly  four  times  Spin- 
Brush's  prior  year  sales  of 
{    $43   million — was   rich  by 
p&g's  standards.  The  com- 
pany paid  three  times  sales 
for  Clairol.  But  p&g  was 
banking  on  faster  sales 
!    growth  from  SpinBrush. 

The  deal  had  another 
i    unique   feature:   Osher, 
Blaustein,  and  O'Connor 
agreed  to  join  the  com- 
pany for  the  three-year 
earn-out  period  with  a 
mandate  of  keeping  the 
business  entrepreneur- 
ial. They  would  become 
part    of    a    27-person 
team  headed  by  Yates 
that    would    have    au- 
thority to  bend  any  P&G 
rules    that    interfered 
with  the  business.  The 
entrepreneurs    would 
guide    the    team    and 
had  carte  blanche  to  go 
higher  within  P&G  to 
resolve  conflicts. 

And  there  were  con- 
flicts    aplenty.     Some 
P&Gers  questioned  the 
"Try  Me"  feature,  fear- 
ing the  batteries  would 
wear  out.  Others  want- 
ed to  stop  store  deliv- 
eries for  three  months 
so  P&G  could  build  in- 
ventories.   Still    others 


worried  about  having  more  automl 
factories  in  China.  In  the  end,  tho| 
"they  would  listen  to  us  and  fight 
own  bureaucracy,"  says  Osher. 

Yates  broke  the  the  biggest  rule 
for  a  company  whose  heritage  is  in 
keting — he  didn't  advertise  SpinBj 
for  the  first  seven  months.  The  tj 
tional  P&G  model  for  a  launch  calls- 
heavy  TV  advertising  from  the  oi 
and  a  high  enough  price  to  help  cj 
that  cost.  But  Yates  didn't  want  th| 
expense,  which  could  force  him  to 
prices,  until  sales  could  support  it| 


didn't  want  to  mess  up  the  econ 
structure  of  the  business,"  he  says. 

P&G  now  sells  SpinBrush  in  abou 
countries,  marking  its  quickest  git! 
rollout  ever.  And  it's  added  a  multitj 
of  models,  including  ones  with  repl 
able  heads.  Colgate  earlier  this  y 
launched  Motion,  a  SpinBrush  look 
at  the  same  price.  In  a  recent  earnii 
conference  call.  Colgate  CEO  Reu 
Mark  admitted  that  the  company 
cut  the  price  of  ActiBrush  from  $15 
$12  because  of  the  competition. 

P&G   and   the   SpinBrush   foun 
agreed  to  an  early  payout  in  March 
months  ahead  of  schedule.  Oshers 
ployment  contract  ended  that  moi 
and  O'Connor's  and  Blaustein's  en 
in  June.  P&G  pushed  for  the  deal 
cause  SpinBrush's  sales  so  far  excee 
plans    that    the    company    faced 
prospect  of  a  much  bigger  payout  i 
waited,  Osher  says.  The  founders  setl 
on  a  final  payment  of  $310  million.  ' 
total  price  of  $475  million  was  about 
times  last  fiscal  year's  sales,  a  pi 
some  analysts  consider  a  steal. 

But  Osher  and  his  partners  had  tl 
own  reason  for  getting  out  early — tl 
wanted  to  hedge  their  bets.  They're 
certain  whether  SpinBrush  will  live 
to  its  potential  as  it  is  further  fok 
into  P&G.  Osher  had  an  exit  intervi 
with  Lafley  in  May  in  which  the  ( 
vowed  to  keep  SpinBrush  on  cow 
Osher  has  no  doubt  about  Lafley "s 
cerity.  It's  just  that  he  is  still  not  si 
an  elephant  can  learn  to  dance. 

By  Robert  Berner  in  Chid 


I 
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STRATEGIES 


XEROX  HAS  BIGGER  WORRIES 
THAN  THE  SEC 


The  real  numbers  are 
weak,  and  the  company 
must  sell  Wall  Street 
on  a  growth  plan 


x 


erox  Chairman  and 
ceo  Anne  M.  Mulcahy 
has  been  trying  hard 
for  months  to  leave 
the  past  behind.  In 
April,  Xerox  Corp. 
settled  Securities  &  Exchange  Commis- 
sion charges  that  from  1997  to  2000  it 
fraudulently  inflated  revenues  by  more 
than  $3  billion  and  pretax  earnings  by 
$1.5  billion.  "The  sec  matters  [are]  now 
behind  us,"  Mulcahy  declared. 

Then  on  June  28,  Xerox  filed  its  2001 
annual  report  and  with  it  new  numbers 
for  the  past  five  years  calculated  ac- 
cording to  the  sec's  demands.  The  copi- 
er maker  restated  $6.4  billion  in  rev- 
enue— double  the  sum  that  the  sec  had 
flagged — and  reduced  operating  income 
by  a  staggering  43%.  Noting  that  these 
changes  reflected  shifts  in  the  timing 
of  revenue  and  earnings,  not  their  dis- 
appearance, Mulcahy  quickly  announced 
once  again  that  Xerox'  "new  manage- 
ment team  has  put  the  past  behind  us." 
But  despite  Mulcahy's  protestations, 
the  past  weighs  heavily  on  Xerox.  The 
SEC,  which  has  settled  with  the  compa- 
ny, is  still  investigating  departed  exec- 
utives— including  two  former  ceos  G. 
Richard  Thoman  and  Paul  A.  Allaire 
and  former  cfo  Barry  D.  Romeril — and 
Xerox'  former  auditor,  kpmg.  Beyond 
that  lies  a  bigger  problem.  For  the  past 
two  years,  as  management  focused  on 
the  accounting  scandal  and  a  huge  debt 
load,  rivals  have  been  stealing  Xerox 
customers  at  a  rapid-fire  rate,  luring 
them  with  improved  technology  and 
lower  prices.  "Xerox  lost  sight  of  its 
competition,"  says  Angele  Boyd,  a  vice- 
president  of  IDC.  a  Framingham  (Mass.) 
research  firm. 

Wall  Street  has  shown  little  faith  that 
Xerox  has  left  its  problems  behind.  On 
revenues  of  $17  billion  for  2001,  the  com- 
pany reported  a  net  loss  of  $71  million. 


The  stock  price,  meanwhile,  has  dropped 
38%  from  a  2002  high  of  $11.45  on  Jan. 
29,  to  a  recent  $7.  That's  much  worse 
than  the  18%  slump  in  the  Standard  & 
Poor's  500-stock  index  over  the  same  pe- 
riod and  leaves  Xerox  at  one-tenth  of 
its  1999  high  of  $64.  "There  are  a  lot  of 
investors  who  have  been  through  some 
very  tough  times,"  says  Bill  Nygren, 
manager  of  the  Oakmark  Fund,  which 
holds  6.5  million  Xerox  shares.  "If  the 
company's  in  the  headlines  in  a  negative 
way,  they're  going  to  sell." 

Two  weeks  after  the  restatement  was 
made,  in  a  1,000-page  sec  filing,  ana- 
lysts were  still  struggling  to  figure  out 
the  implications  for  future  earnings  and 
cash  flow.  Combined  with  a  heavy  debt 
load,  that  lack  of  clarity  has  made  it 
"hard  to  get  enthusiastic  about  Xerox," 
according  to  Credit  Suisse  First  Boston 
analyst  Gibboney  Huske.  who  rates  the 
stock  a  "hold." 

Stiff  competition,  fantastic  billing 
screw-ups,    and    overpriced 
machines    have    been 
problems  at  Xerox 
for  years.  In  its 
April    complaint, 
the     sec  accused 
the    company    of 
trying  to  make  up 
for  slipping  oper- 
ating      earnings 
with     accounting 
maneuvers  as  ear- 
ly as  1997.  Accord- 
ing to  the  sec,  for 
12        consecutive 
quarters   starting 
that   year,   Xerox 
used      accounting 
tricks  to  compen- 
sate    for     profit 
shortfalls.  At  the 
time,  the  compa- 
ny was  market- 
ing itself  to  in- 
vestors     as      a 
growth  stock,  with 
a  goal  of  double-digit 
revenue    growth    and 
earnings  improvements  in 
the     mid-teens,     astonishing 
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■bers  for  the  mature  copier  market, 
■•day,  Xerox  has  a  tamer,  though  still 
enging,  goal  of  5%  annual  revenue 
th  by  2005.  But  the  company  is  also 
worse  competitive  disadvantage.  In 
past  three  years,  its  share  of  the 
black-and-white  copier  market  has 
ged  from  27.5%  to  14.9%  as  value- 
cious  buyers  abandoned  high-priced 
ix  for  Canon  and  Ricoh.  Losing  cus- 
■rs  is  a  double  whammy  for  the  com- 
,  which  loses  not  only  new  copier 
.  but  also  the  annuity  income  from 
services  and  parts  it  had  been  sup- 
ig  on  old  machines, 
t  one  customer,  AlphaGraphics  Inc., 
ain  of  franchised  print  shops  based 
It  Lake  City,  Xerox  went  from  a 
-monopoly  position  in  1995,  supply- 
roughly  90%  of  the  high-speed 
:rs  and  printers  in  AlphaGraphics' 
locations,  to  less  than  20%  in  2000. 
,  AlphaGraphics  uses  more 
l  machines,  which  print  fewer 
;s  per  minute  but  are  just  as  reli- 
and  cost  85%  less  than  Xerox. 
>y  got  blown  out  of  the  water,"  says 
Mike  Witte. 

hoice  business  with  Coca-Cola 
ling  Co.  and  other  blue  chips,  which 
typically  sign  multiyear 
contracts,  will  be 
tougher  for  Xerox  to 
win  back  from  rivals. 
Today's 
digital 


If  the  SEC  prosecutes 


haunt  management 


EX-CFO  ROMERIL  AND  EX-CEO  ALLAIRE 


copiers  are  increasingly  connected  to  cor- 
porate computer  networks,  a  process 
much  more  involved  than  plugging  in  a 
machine.  "The  more  tightly  integrated 
to  the  customer  we  are,  the  more  diffi- 
cult it  gets  to  replace  us,"  says  Dennis 
Amorosano,  director  of  Canon  Inc.'s  copi- 
er and  office  systems  business. 

And  Xerox' 
competitors  are 
not  letting  up. 
Ryoichi  Bamba, 
who  runs  Canon's 
U.  S.  office-equip- 
ment business, 
predicts  the  com- 
pany's 34%  mar- 
ket share  will 
reach  40%. 

to  nght  back,  former  executives, 

Mulcahy  is  try-  ' 

ing  to  make  Xe-  bad  publicity  will  again 

rox  more  price- 
competitive — as 
she  focuses  on 
those  sectors 
with    the    best 

growth  potential,  such  as  high-end  color 
printing  and  services.  In  June,  Xerox  in- 
troduced its  next  generation  of  copiers, 
some  of  which  shoot  out  more  pages  per 
minute  at  a  lower  cost  than  Canon's  lat- 
est offering.  Mulcahy  has  maintained  re- 
search and  development  spending.  She 
says  that  better  color  copiers  for  offices 
helped  the  company  get  to  profitability  in 
the  second  quarter  of  this  year  and  re- 
gain some  market  share.  Xerox  also  says 
it  has  defended  and  expanded  its  rela- 
tionship at  big  customers  including  Merck 
and   Unisys  and  won 
new     ones     such     as 
restaurant  chain  Boston 
Markets  from  Canon. 
"We've  been  through  a 
turnaround  in  terms  of 
stabilizing  the  business 
model,"  says  Mulcahy, 
who  took  the  top  job 
last     August.     "Now, 
we're  really  focused  on 
the  top  line."  (For  a 
Q&A  with  Mulcahy,  go 
to  page  64.) 

Mulcahy  is  also  log- 
ging  a   lot   of  hours 
with  customers — more 
than  50%  of  her  time, 
she  estimates.  Hired 
just  two  years  out  of  college  to  join 
Xerox'  salesforce  26  years  ago,  Mulcahy 
has  shown  an  ability  to  please  cus- 
tomers no  matter  how  irate.  In  January, 
AlphaGraphics  ceo  Witte  asked  her  to 
fly  to  South  Florida  to  meet  with  70 
franchisers.   For  2/4  hours,  Mulcahy 
stood  in  the  middle  of  the  room  fielding 
questions  and  complaints  about  every- 


mously  troubled  billing  system.  "These 
people  took  off  the  gloves  and  went  af- 
ter her,  and  she  wasn't  afraid  to  apolo- 
gize," says  Witte.  "She  is  very  cus- 
tomer-focused. For  Xerox,  that's  an 
enormous  change."  Franchisees  gave 
her  points  as  well  for  quickly  follow- 
ing up  on  their  specific  complaints. 

She  has  tried 
to  get  the  com- 


40- 


PAPER  JAM 
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thing  from  service  levels  to  Xerox'  fa- 


pany  to  follow 
that  example. 
Faced  with  what 
one  former  exec- 
utive calls  "Xe- 
rox' culture  of 
denial,"  Mulcahy 
has  removed  ob- 
structionists and 
yes-men  from 
her  team.  With 
the  exception  of 
new  Chief  Finan- 
cial Officer  Law- 
rence A.  Zim- 
merman, an  IBM 
veteran,  Mulcahy 
has  entirely  remade  top  management  by 
promoting  from  within,  putting  a  premi- 
um on  candor.  "This  is  a  more  outspoken 
management  team,"  Mulcahy  says. 

But  not  everyone  has  found  Mulcahy's 
Xerox  to  be  sufficiently  straightforward. 
The  sec  took  the  unusual  step  of  pub- 
licly lambasting  Xerox  for  failing  to  co- 
operate with  its  two-year  investigation 
of  the  company.  It  imposed  a  $10  million 
fine,  the  largest  ever  for  a  financial  re- 
porting violation.  "Given  how  long  it 
took  the  Xerox  management  team  to 
get  to  the  right  num- 
bers, only  time  will  tell 
if  top  management  at 
Xerox       has       really 
changed  their  culture," 
says  Lynn  Turner,  a 
professor  at  Colorado 
State  University  who 
was  chief  accountant  of 
the  sec  at  the  time 
the  Xerox  investiga- 
tion was  launched. 

Mulcahy,  who  was 
never  personally  called 
on  by  the  sec  and  who 
is  not  under  investiga- 
tion, says  the  company 
has   cooperated   fully. 
She  is  confident  that 
she's  the  right  person  to  tackle  the  many 
challenges  still  facing  Xerox,  including 
an  additional  $5.8  billion  in  debt  coming 
due  during  the  next  18  months.  "In  the 
past  two  years,  I  have  probably  made 
tougher  decisions  than  most  ceos,"  she 
says.  Many  more  await. 

By  Nanette  Byrnes  in  Stamford, 
Conn.,  with  Anthony  Bianco 
in  New  York 
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LESSONS  FROM  A  BAPTISM  BY  FIRE 


As  a  survivor  of  trials  by  fire,  Xe- 
rox Corp.  Chief  Executive  Anne 
M.  Mulcahy  has  few  rivals.  She 
became  president  of  Xerox  in  May, 
2000 — a  month  before  the  Securities  & 
Exchange  Commission  launched  its 
investigation  of  the  copier  maker's  fi- 
nancials — and  stepped  up  to  the  top 
job  last  August. 

In  the  past  two  years,  Mulcahy,  U9, 
a  lifelong  Xerox  staffer,  has  reworked 
her  entire  top  management  team, 
renegotiated  a  $7  billion  bank  line  of 
credit,  settled  an  sec  fraud  complaint 
against  the  company,  and  restated 
five  years  of  financial  filings.  Now  she 
faces  a  more  challenging  task:  push- 
ing the  company  back  to  a  healthy 
growth  rate.  On  a  recent  Sunday  af- 
ternoon, as  she  prepared  for  a  trip  to 
Europe  to  meet  with  customers  and 
staff,  Mulcahy 
talked  in  her  Stam- 
ford (Conn.)  office 
with  BusinessWeek 
Associate  Editor 
Nanette  Byrnes. 


What  have  you  changed  at  Xerox  in  light 
of  the  questions  raised  about  the  com- 
pany's accounting  and  management  over 
the  past  few  years? 

Historically,  we  were  trying  to  run 
the  business  by  product,  by  industry, 
by  segment,  by  geography.  And 
when  you  are  into  a  multidimensional 
approach,  it  tends  to  get  a  little 
cloudy  as  to  who  is  actually  responsi- 
ble. So  we  did  clean  up  the  organiza- 
tional structure  so  that  everybody 
sitting  at  the  table  has  a  clear  re- 
sponsibility. 

I  think  that  has  helped  everyone 
deliver  on  very  concrete,  deliverable 
objectives.  And  then  we  have  held 
people  accountable,  and  that  is  criti- 
cally important  when  you're  in  the 
midst  of  a  turnaround  where  you 
can't  afford  to  waste  a  lot  of  time. 


II  We  must... 
[create]  an 
environment 
where  we  can 
get  in  front  of 
problems  J  7  - 


XEROX  CEO  MULCAHY 


On  June  28,  Xerox 

filed  its  belated  10- 

K,  including  all  of 

the  restatements  you 

had  agreed  to  in 

your  April  settlement 

with  the  SEC.  It  is 

close  to  1,000 

pages  long.  As 

someone  who  made 

her  career  as  a  saleswoman,  you  have 

shown  an  amazing  facility  with  finances. 

Was  it  difficult  to  get  your  arms  around 

the  accounting  issues? 

I  know  everything.  I'm  one  of 
these  people  who  can  sign  those 
statements  and  feel  totally  comfort- 
able that  I  know  and  am  accountable 
for  everything  because  I  do  know 
everything.  It  has  been  a  pretty  in- 
teresting experience. 

Xerox  has  been  hit  in  the  press  and  in 
the  stock  market  because  the  restate- 
ment of  revenue  was  about  double 
what  had  been  expected.  Is  that  reac- 
tion fair? 

This  accounting  issue  tends  to  be 
somewhat  miscast.  This  was  all  about 
an  accounting  methodology  that  had 
to  do  with  the  timing  of  revenue,  not 
the  authenticity  of  revenue. 


Some  observers  have  been  questioning 
whether,  as  a  Xerox  insider,  you  are  the 
right  person  to  turn  around  the  company. 
Is  it  hard  to  make  the  tough  calls,  to 
tell  a  colleague  you  have  known  for 
years  that  they're  just  not  measuring  up? 
I  think  that  in  the  past  two  years  I 
have  probably  made  tougher  decisions 
than  most  CEOs.  We  have  had  to  shut 
down  businesses,  we  have  taken 
22,000  people  out  of  the  business.  I 
don't  think  those  are  easy  choices.  I 
think  they're  really  tough  to  do,  and 
I  don't  think  I  want  them  to  get  easy. 

What  experience  have  you  drawn  on  the 
most  in  the  past  two  years? 

Customer  focus  has  to  be  at  the 
top  of  the  list.  Most  of  my  career 
has  been  in  sales.  I  spend  50%  or 
more  of  my  time  with  customers 
and  employees,  and  I  can't  wait 


for  it  to  be  more  than  50%. 

The  SEC  ordered  you,  as  part  of  the 
tlement,  to  reevaluate  your  internal  fi- 
nancial controls.  What  are  you  doing  i 
that  regard? 

That's  not  a  new  project.  Over  th 
last  few  years  there  have  been  a  lot 
of  changes.  We  outsourced  internal 
audit  to  Ernst  &  Young  to  bring  in 
more  skills.  I  do  an  internal  controls 
review  at  every  operations  review  I 
do.  We  have  also  done  things  like  a 
hotline  for  any  kind  of  issue  that 
popped,  and  that  gets  reviewed  regt 
larly  and  also  gets  reviewed  with  ou 
audit  committee.  We  do  training  for 
our  management  team  on  all  sorts  o 
ethics  and  compliance  issues. 

Xerox  has  been  criticized  for  having  a 
culture  of  denial.  T 
SEC  criticized  the 
company  for  a  lack 
of  cooperation.  Has 
that  culture  changi 
When  a  comp; 
goes  through  a 
sis — and  we  hav 
it's  an  opportunity 
to  face  problems 
squarely  and  ad- 
dress them.  We 
must  spend  all  oi 
time  understandin 
what's  not  workinj 
well,  what  our  c 
tomers  want  to  s 
from  us  that  they're  not  getting  fro 
us,  and  creating  an  environment 
where  we  can  get  in  front  of  prob- 
lems and  not  wait  for  them  to  be- 
come so  glaring  that  we  have  a  c: 
on  our  hands. 


Why — in  the  summer  of  2001,  when 
you  became  CEO — didn't  you  immedi- 
ately settle  with  the  SEC? 

At  that  point  in  time,  people  werdj 
still  being  subpoenaed,  documents 
were  still  being  subpoenaed.  There 
was  all  sorts  of  investigation  still  go| 
ing  on.  It  wasn't  ready  for  a  conclu- 
sion. We  reversed  the  accounting. 
The  bottom  line  is,  it's  done,  and  I 
don't  think  it's  terribly  productive  fo| 
us  at  this  point  to  spend  a  lot  of 
time  dissecting  the  past,  either  de- 
fending the  past  or,  quite  frankly,  cril 
tiquing  the  past.  1 1 
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COMPUTERS 


WHOSE  LUNCH  WILL 
DELL  EAT  NEXT? 

Now,  it's  moving  into  printers,  storage,  and  handhelds 


Dell  Computer  Corp.  and  Hewlett- 
Packard  Co.  compete  fiercely  in 
the  personal-computer  market,  yet 
they  have  had  a  cozy  relationship 
in  printers  for  the  past  four  years.  Dell 
hawked  HP  printers  and  ink  cartridges 
in  a  deal  that  generated  more  than  $100 
million  a  year  for  HP.  But  on  July  18, 
Dell  said  it  plans  to  launch  its  own  line 
of  printers  by  yearend.  Five  days  later, 
HP  fired  off  a  terse  letter  to  Dell,  cutting 


off  all  printer  shipments  immediately. 
Dell  doesn't  care.  It's  bent  on  dinging 
HP's  most  profitable  business — printers. 
With  rivals  back  on  their  heels  be- 
cause of  the  soft  economy,  Dell  is  play- 
ing hardball.  It's  moving  aggressively 
into  a  broad  range  of  new  markets,  in- 
cluding printers,  handheld  computers, 
storage,  and  networking  gear.  And  it's 
swinging  for  the  fences:  By  2007,  the 
Austin  (Tex.)  company  wants  to  double 


sales,  to  $60  billion,  with  half  of 
coming  from  non-PC  businesses 
pared  with  a  mere  19%  of  its  $32 
revenue  today. 

That's  a  Texas-size  stretch  goal 
growing  the  PC  business  from  $26 
to  $30  billion  over  the  next  five  ye 
reasonable.  But  to  deliver  the  othe 
billion  in  revenues,  Dell  will  have 
pand  sales  in  non-PC  categories  a 
ing  38%  a  year.  With  growth  in 
such  as  printers,  computers,  and  s' 
slowing,  probably  to  single  digit: 
would  have  to  make  its  numbers  oi 
the  skin  of  HP,  IBM,  Sun  Microsys 
and  Cisco  Systems.  While  its  effa 
switches  and  storage  look  p 
ising,  printers  and  han 
computers    will    be    h; 
markets  to  tackle.  Ad 
the  numbers,  and  Dell 
have  a  tough  time  meeti 
$60  billion  target.  "Those 
imply  very  aggressive  ass 
tions,  particularly  in  light  of 
mic  hardware  growth,"  says 
Wagonfeld,  an  analyst  at  Bai 
America  Securities. 

Dell's  fortunes  do  look  b< 
than  its  rivals,  though.  The 
mer  savaging  of  tech  stocks 
left  Dell  largely  unscathed 
$67  billion  market  capitalize 
now  exceeds  those  of  Or; 
Sun,  EMC,  and  even  HP.  On 
11,  Dell  raised  revenue  and  p 
projections  for  the  second  quarte 
fiscal  2003,  which  ends  Aug.  2.  It 
sales  for  the  period  would  hit  $8.3 
lion,  a  9%  increase  from  last  year, 
earnings  would  be  about  $508  millic 
17%  jump  from  last  year,  excludir 
$742  million  restructuring  charge 

To  rev  growth,  the  18-year-old  < 
pany  plans  to  bring  the  supereffic 
business  model  it  perfected  in  th< 
business  into  new  markets.  The  fori 
is  simple:  sell  directly  to  customer 
cut  out  costly  middlemen,  buy  con 
nents  in  huge  volumes  to  get  the  lov 
prices,  and  force  suppliers  to  lo< 
within  a  few  miles  of  Dell's  facilitie 
parts  can  be  delivered  only  hours  be 
they're  needed.  Such  supply-chain 
ciency  allows  Dell  to  radically  unde: 
rivals'  prices.  The  resulting  price  v 
suck  profits  out  of  a  business  until  i 
Dell  can  make  money. 

It  worked  like  a  charm  in  the  sei 
market.  When  Dell  started  selling 
end  servers  in  1996,  market  leader  C 
paq  Computer  Corp.  enjoyed  gross  p 
it  margins  north  of  40%.  Today,  the 
half  that,  Compaq  is  no  longer  ir 
pendent,  and  Dell  is  the  second-lar| 
seller  of  low-end  servers,  with  209! 
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ket,  compared  with  35%  for  the 

ined  HP  and  Compaq. 

»w,  Dell  is  ready  to  run  the  same 

I  in  other  sectors.  BusinessWeek  has 

fed  that  on  Aug.  12,  Dell  and  part- 

Corp.  will  bring  out  the  first 

t -1  in  a  new  family  of  storage  de- 

r  aimed  squarely  at  the  slice  of  the 

fge  market  dominated  by  HP.  The 

{  boxes,    ranging   in    price    from 

tOO  to  $140,000,  will  be  designed  by 

i  and  at  least  one  will  be  manufac- 

1  by  Dell.  Analysts  say  the  duo 

I  slash  average  storage  prices  to 

\  megabyte,  down  from  3#  today. 

i  company  will  feel  the  pressure 

Dell's  moves  more  than  HP.  Since 
billion  acquisition  of 
I  this  year,  HP  is  Dell's 

formidable  competitor, 

the  largest  market  share 

and  low-end  servers. 

printing-and-imaging  di- 

1  is  its  cash  cow,  expected 

kord  operating  profits  of 

billion  for  fiscal  2002, 
h  ends  Oct.  31,  according 
redit  Suisse  First  Boston. 
\e  profits  help  HP  offset 
s  in  pes,  servers,  and 
ge,  wThich  are  expected 
tal  $1  billion  this  year, 
now,  Dell  is  gunning  for 
earnings.  "There's  a 
t  pool  that  some  of  our 
>etitors  are  using  to  sub- 
e  the  PC  and  server  busi- 
"  Kevin  B.  Rollins,  Dell's 
ident  and  chief  operating 
er,  told  analysts  on  July 
"hat's  something  we  have 
j  after." 

has  reason  to  worry, 
takes  only  a  small  per- 
age  of  the  estimated  $600 
>n  to  $1  billion  in  printers 
it  resells  yearly  for  HP, 
nark  International,  Canon, 
Epson.  That  could  change, 
ever,  if  Dell  sells  printers 
ink  under  its  own  brand, 
ough  Dell  has  yet  to  out- 
its  plans,  analyst  Charles 
:  of  Needham  &  Co.  says 
likely  to  break  into  the 
ness  by  striking  a  deal  with  one  of 
rivals,  perhaps  Lexmark  or  Epson, 
would  buy  printers  and  cartridges 
i  its  partner,  then  start  gobbling  up 
tet  share  by  slashing  current  prices 
is  much  as  half,  starting  a  price  war 
would  puncture  the  industry's  60% 
s  profit  margins.  Dell  has  plenty  of 
n  to  cut  prices.  It  operates  at  a  lean 
operating  expense-to-revenue  rate, 
pared  with  21%  for  HP.  Dell  could 
i  up  wiping  out  25%  of  HP's  printer 
its,  Wolf  estimates, 
t  first  blush,  printing  would  appear 


to  be  a  tough  market  for  Dell  to  crack. 
Getting  an  existing  player  to  go  along 
with  a  price  war  could  be  difficult  since 
that  would  damage  its  cushy  profit  mar- 
gins. Distribution  also  could  be  a 
headache.  Dell's  hallmark  is  direct  sales, 
but  most  printers  and  ink  cartridges 
are  sold  through  dealers  and  retail 
stores.  Meanwhile,  HP,  winch  has  a  41% 
market  share  according  to  Lyra  Re- 
search Inc.,  is  in  the  midst  of  launching 
50  new  ink-jet  printers  this  year,  the 
result  of  $1.2  billion  invested  in  new 
technology.  "We're  not  sitting  here  pan- 
icked," says  Chris  Morgan,  vice-presi- 
dent for  sales  and  marketing  at  HP's 
printing-and-imaging  business. 


DELL'S  INSATIABLE  APPETITE 

After  gobbling  up  market  share  in  PCs  and  servers 
Deli  is  moving  aggressively  into  new  markets: 


PRINTERS  Rival  Hewlett-Packard  is  expected  to  post 
$2.8  billion  in  profits  from  printers  this  year,  offsetting 
nearly  $1  billion  in  losses  on  computers  and  storage. 
Dell  plans  to  launch  a  printer  line  by  yearend.  If  that 
starts  a  price  war,  HP's  earnings  could  take  a  25%  hit. 

STORAGE  On  Aug.  12,  Dell  will  begin  selling  the  first 
member  of  a  new  storage  line  aimed  at  erasing  HP's 
dominance  in  the  market.  Analysts  say  the  products, 

which  are  being  designed  by  storage  giant  EMC, 

could  cut  storage  prices  in  half. 

NETWORK  SWITCHES  Last  year,  Dell  sold  its 
first  low-end  switches,  which  direct  traffic  on 
computer  networks.  On  June  25,  Dell  launched  more 
robust  models  that  undercut  Cisco  by  50%. 

HOME  PCs  In  2001,  Dell  attacked  the  home  PC 
market.  By  the  spring,  sales  in  the  U.S.  had  zoomed 
74%,  to  $1  billion.  This  year,  Dell  is  opening  mall 
kiosks  where  shoppers  can  see  its  PCs  up  close. 

HANDHELD  COMPUTERS  Dell  is  talking  with 
Taiwanese  manufacturers  about  building  a  handheld 
device  it  could  sell  for  $299,  or  about  $200  less  than 
HP's  popular  iPAQ.  That  could  drive  down  gross  profit 
margins  in  handhelds,  which  are  over  20% 

Data:  Needham  &  Co..  Gartner  Group,  Credit  Suisse  First  Boston,  IDC 


S 


Still,  Dell  holds  key  advantages.  It 
can  offer  volume  discounts  on  compo- 
nents and  expertise  in  manufacturing 
and  distribution  that  should  help  it  lure 
a  manufacturing  partner.  It  also  holds 
out  the  opportunity  for  huge  sales  vol- 
ume. "If  Dell  can  compete  quality-  and 
price-wise  with  HP,  printers  will  be  a 
big  hit,"  says  Scott  D.  Phillips,  systems 
administrator  at  First  Magnus  Finan- 
cial Corp.,  a  Tucson  bank  that  buys 
servers  and  switches  from  Dell.  Lex- 
mark and  Epson  declined  comment. 

Dell  is  trying  to  use  its  trademark 


efficiency  to  reset  the  economics  of  oth- 
er industries.  It's  pushing  into  the  mar- 
ket for  switches,  which  direct  traffic 
on  computer  networks,  putting  it  on  a 
collision  course  with  Cisco  Systems  Inc. 
and  3Com  Corp.  Cisco  is  the  behemoth 
of  the  $15  billion  market,  with  a  60% 
share.  But  with  the  slowing  economy, 
customers  are  more  interested  in  price 
and  convenience  than  whizzy  technolo- 
gy, says  IDC  analyst  Jason  D.  Smolek. 
That  gives  Dell  an  opening:  After  in- 
troducing bare-bones  switches  last  year, 
the  company  released  more  sophisti- 
cated switches  in  June  that  undercut 
the  prices  of  products  from  Cisco  and 
others  by  over  50%. 

One  new  market  is  proving 
ticklish  for  Dell.  The  company 
is  considering  moving  into 
handheld  computers,  where 
Palm  Inc.  is  the  top  player, 
with  a  32%  share,  and  HP  is 
second,  with  19%.  The  appeal? 
Gross  margins  are  better  than 
20%,  nearly  twice  those  of 
PCs,  analysts  estimate.  But 
when  Dell  approached  manu- 
facturers in  Taiwan  about 
making  a  device  that  sells  for 
$299— that's  $200  less  than 
the  cheapest  HP  iPAQ — some 
balked,  saying  that  they 
couldn't  make  a  profit  at  that 
price.  Still,  analysts  think  Dell 
may  find  a  partner  and  offer 
its  own  device  by  Christmas. 
"The  question  is:  Do  you  want 
to  be  the  one  who  gets  the 
volume  or  not?"  says  Need- 
ham's  Wolf. 

Dell  isn't  slowing  down  in 
the  PC  business,  either.  The 
company,  which  does  80%  of 
its  business  with  corporate 
customers,  has  long  eschewed 
the  consumer-PC  market.  But 
with  competitors  such  as 
Gateway  Inc.  hurting,  Dell  is 
going  for  the  jugular.  While 
the  overall  U.  S.  home  PC 
market  declined  6%  in  the 
first  quarter,  Dell's  revenues 
zoomed  74%,  to  $1  billion, 
shooting  it  to  No.  2  from 
No.  4,  according  to  IDC.  Now,  Dell  is 
broadening  its  lineup  of  ready-built  pes 
and  opening  kiosks  in  shopping  malls, 
where  it  can  reach  consumers  face-to- 
face  for  the  first  time. 

Clearly,  Dell  thinks  this  is  the  time  to 
hit  its  competitors  hard.  "This  is  a  well- 
thought-out  chess  game,"  says  Andrew 
J.  Neff,  senior  managing  director  at 
Bear,  Stearns  &  Co.  The  question  is, 
are  Dell's  rivals  watching  the  board? 

By  Andrew  Park  in  Dallas,  with 
Faith  Keenan  in  Boston  and  Cliff 
Edwards  in  San  Mateo,  Calif. 
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evelopments  to  Watch 


ED  BY  NEIL  GROSS 


IE  UPLIFTING 
IS  ABOUT 
SESSION 

ARED  WITH  MANY  OTHEK 

lie  afflictions,  such  as  di- 
or  arthritis,  little  is 
m  about  the  causes  and 
anisms  of  brain  ailments 
as  depression  and  bipo- 
isorder.  The  latter,  also 
;n  as  manic  depressive 
>s,  afflicts  more  than  2 
m  American  adults  and  a 
ar  number  of  children, 
uses  debilitating  mood 
gs  marked  by  euphoria 
sphoria,  excessive  ener- 
mpaired  judgment,  and 
sleep. 

ten  before  doctors  get  a 
on  all  aspects  of  the  bi- 
',  however,  they're  push- 
head  with  some  promis- 
therapies  for  bipolar 
•der,  many  of  which  in- 
off-label  uses  of  existing 
cations.  At  the  National 
tutes  of  Health,  for  ex- 
e,  Dr.  Husseini  Manji  is 
ng  at  the  breast-cancer 
ment  tamoxifen,  which 
ves  the  symptoms  of  ma- 
ty inhibiting  something 
d  protein  kinase  C,  a  sig- 
g  pathway  within  nerve 
.  The  Food  &  Drug  Ad- 
oration has  warned  that 
ixifen  might  cause  uter- 
ancer.  Still,  Manji  says,  it 
iportant  to  "test  the  idea 
this  is  the  right  target." 
ajor  drug  companies  are 
lg  these  innovations  se- 
sly.  Eli  Lilly,  for  one,  is 
ying  the  atypical  anti- 
J  ho  tic  medication  olanzap- 
sold  as  Zyprexa,  for 
lar  depression.  The  hope 
lat  tamoxifen,  Zyprexa, 
other  multipurpose  pills 
combat  at  least  some 
-  of  bipolar  disorder 
er  than  lithium,  which 
es  about  40%  of  patients 
tremors  or  other  side  ef- 
5,  continued  depression, 
io  relief  at  all.  Within 
e  to  five  years,  doctors  at 
nih  hope  to  have  more 
:rete  results  on  double- 
drugs.   Aliya  Stemstein 


WHEN  ASTRONAUTS  GLOW,  TIME  TO  GO 

A  MAN  IN  A  WHITE  SPACESUIT  ADJUSTS  HIS  HEADPIECE, 

prompting  a  laser  to  scan  his  retina  for  molecular  sen- 
sors just  a  few  billionths  of  a  meter  thick.  A  red  light 
warns  that  radiation  is  accumulating  in  his  white  blood 
cells.  Maybe  it's  time  for  a  sojourn  on  earth. 

This  isn't  Tom  Cruise  in  a  summer  blockbuster.  Within 
10  years,  NASA  astronauts  could  be  using  such  headgear 
to  monitor  their  exposure  to  deadly  radiation  in  space. 
So  says  University  of  Michigan  immunologist  James  R. 
Baker  Jr.,  whose  team  has  just  received  a  three-year,  $2 
million  grant  from  NASA  to  pursue  his  invention  in  collab- 
oration with  NanoBio  Corp.  of  Ann  Arbor,  Mich.  Baker's 
blood  sensor  consists  of  polymers  called  dendrimers,  tiny 
balls  just  5  nanometers  wide  that  were  designed  and 
synthesized  by  the  team.  To  these  balls,  scientists  attach 
fluorescent  tags  that  glow  when  they  are  in  the  presence 
of  proteins  from  dying  cells.  Inhaled  in  a  cloud  by  an  as- 
tronaut, millions  of  these  molecules  would  be  quickly  ab- 
sorbed by  the  white  blood  cells — and  would  glow  when 
radiation  began  to  kill  off  the  cells.  Aliya  Stemstein 


INNOVATIONS 


■  An  honest-to-goodness  fat 
pill  may  some  day  be  possible, 
according  to  a  report  in  the 
Aug.  2  issue  of  Science.  A 
U.  S.-Italian  research  team  led 
by  Dr.  Eric  S.  Bachman  at 
Boston's  Beth  Israel  Dea- 
coness Medical  Center  has 
shown,  using  mice,  that  an  in- 
ternal furnace  can  be  turned 
up  to  burn  excess  calories  by 
stimulating  the  nervous  sys- 
tem with  certain  hormones, 
such  as  adrenaline.  An  altered 
strain  of  mouse  lacking 
adrenaline  receptors  quickly 
plumped  up  on  a  high-fat  diet. 
Whether  humans  can  similar- 
ly "fight  fat  with  fire"  remains 
to  be  proved,  though.  And  in- 
triguingly,  no  one  knows  for 
sure  where  this  furnace  is 
located.  The  candidates  in- 
clude the  liver,  kidneys,  and 
skeletal  muscle. 

■  Boeing  Co.  says  it  has 
come  up  with  a  wallpaper 
that  beats  other  materials  at 
suppressing  noise  on  planes. 
About  one-quarter-inch  thick, 
it  contains  compressed  air, 
which  counterbalances  the  os- 
cillations that  make  up  the 
low-frequency  sounds  of  jet 
engines.  The  compressed  air 
is  generated  by  the  aircraft 
engines,  eliminating  the  need 
for  electric  power. 


FISH  AND  CHIPS: 
HOW  TO  SAVE 
A  SALMONS  LIFE 

WHEN  YOUNG  SALMON  LEAVE 
their  spawning  streams  for 
the  open  sea,  they  vanish 
from  the  prying  eyes  of  sci- 
ence. "We  just  don't  know 
where  they  are,"  says  fish- 
eries professor  Conrad  W. 
Recksiek  at  the  University 
of  Rhode  Island.  That's  a 
problem,  because  many  of  the 
small  fry  perish  on  their  jour- 
ney to  adulthood — and  scien- 
tists and  fishermen  would  like 
to  know  why.  "If  we  knew 
more  about  the  habitat,  it 
might  help  prevent  mortali- 
ty," says  Godi  Fischer,  pro- 


fessor of  electrical  and  com- 
puter engineering  at  the  Uni- 
versity of  Rhode  Island.  One 
question,  for  instance:  Is 
global  warming  harming 
salmon  stocks? 

That's   why  Fischer  and 
Recksiek  have  developed  a 
recording   chip,   measuring 
just  2.1  mm  by  3.3  mm,  to 
help  track  the  fish.  Their  first 
working  model  combines  a 
tiny  temperature  sensor  with 
a   processor,   memory, 
and     battery.     The 
plan  is  to  at- 
tach        the 
chips  to  fish, 
then       read 
the    data    years 
later    when    the 
salmon  are  caught. 


The  device  will  collect  a 
complete  record  of  the  wa- 
ter temperatures  the  fish  has 
swum  through.  Using  tem- 
perature readings  from  the 
ocean,  researchers  can  rough- 
ly chart  the  fish's  wander- 
ings. "The  challenge  was  to 
make  the  chip  as  small  as 
possible  and  to  use  very  little 
power,"  explains  Fischer. 

Now  that  the  device  is 
working,  the  scientists  have 
even  more  ambitious 
plans,      such      as 
SALMON:        adding  pressure 
A  MIDLIFE        sensors — or  even 
^  ' s '  sonar — to  more 

precisely  moni- 
tor the  piscine 
journeys. 

John  Carey 
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Marketing 


BRANDS 


JEEPS 
IDENTITY  CRISIS 

Can  it  retain  a  tough  image  as  it  expands  to  a  cushier  line? 


Former  Chrysler  President  Robert 
A.  Lutz  was  relaxing  by  a  camp- 
fire  in  the  Sierra  Nevada  moun- 
tains in  the  summer  of  1988,  hav- 
ing just  spent  a  grueling  day  with 
Chrysler  colleagues  driving  Jeep  Wran- 
glers through  the  narrow  passages  and 
rocky  climbs  of  the  legendary  Rubicon 
Trail.  Impressed  by  the  Wrangler's  per- 
formance, an  enthusiastic  Lutz  gushed 
to  his  fellow  campers:  "All  Jeep  vehicles 
must  be  capable  of  the  Rubicon  Trail." 
And  so  it  was.  Since  then,  every  Jeep 
has  been  engineered  to  pass  this  torture 
test.  Even  the  swanky, 
top-of-the-line  Jeep 
Grand  Cherokee — no- 
body's idea  of  a  bare- 
bones  rock  crawler — can 
make  the  trip,  albeit 
with  a  few  dents  and 
scratches.  Jeep's  reputa- 
tion as  an  authentic 
mountain  machine  gave 
it  one  of  the  most 
crisply  defined  brands  in 
the  automotive  business. 
Trouble  is,  off-road  su- 
periority doesn't  count 
for  as  much  with  today's 
sport-utility  buyers,  who 
seem  more  intrigued  by 
rear-seat  entertainment 
systems  and  air-cooled 
upholstery.  Now  Jeep  is 
faced  with  a  pivotal  de- 
cision— how  can  it  ex- 
tend into  mainstream 
suv  territory  without 
losing  its  rough  and 
tumble  image? 

The  trend  has  spelled  trouble 
for  Chrysler  Group,  which 
for  years  let  its  most-endur- 
ing brand  languish  while 
competitors  flooded  the  mar- 
ket with  smoother-riding, 
car-based  suvs.  Jeep's  share 

RUBICON  ON  THE  RUBICON: 

Old  trail,  new 
Wrangler 


A  REAL  SLOG 
AHEAD  FOR  JEEP 


THE  CHALLENGE 


►  Bolster  market  share, 
which  has  slipped  by  half 

►  Attract  more  mall  drivers 
with  cushier  SUVs  while 
staying  true  to  Jeep's  image 

►  Hold  off  rugged  competi- 
tors like  GM's  Hummer 


THE  STRATEGY 


►  Expand  the  Jeep  lineup 
at  the  low  and  high  ends 

►  Maintain  bad-weather 
"rescue  capability" 

►  Position  Jeep  as  an 
American  hero  in 
its  marketing 


of  the  booming  suv  market  has  slipped 
to  15%,  half  what  it  was  at  its  peak  in 
1993.  While  it  was  able  at  least  to  hold 
its  unit  volume  steady  for  most  of  that 
period,  lately  that's  been  tanking — by 
100,000  vehicles,  or  20%,  in  the  past 
two  years,  despite  the  successful  launch 
of  the  new  Jeep  Liberty.  The  brand 
still  represents  a  hefty  one-fifth  of 
Chrysler's  sales.  But  its  slide  is  bleak 
news  for  a  company  whose  spectacular 
1990s  comeback  was  fueled  by  con- 
sumer enthusiasm  for  its  Jeeps,  other 
trucks,  and  mini  vans. 

These  days,  Jeep 
finds  itself  sharing  the 
road  and  off-road  alike 
with  a  growing  crowd  of 
competitors.  Consumers 
have  their  choice  of  57 
different  suvs,  an  array 
of  mostly  genteel  sport- 
utes  equipped  more  for 
the  prosaic  challenges  of 
navigating  suburbia  than 
bouncing  over  boulders. 
It's  an  embarrassment 
to  many  inside  Chrysler 
that  Toyota  Motor 
Corp. — which  didn't 
even  sell  suvs 
five  years 
ago — today 
offers 


five  models,  vs.  only  three  for  J 
Laments  James  C.  Schroer,  Chry.' 
executive  vice-president  for  global  i 
and  marketing:  "We've  got  a  be 
brand  of  suvs  than  anybody,  but  \ 
got  the  most  limited  product  line." 

Now,  finally,  more  Jeeps  are  coi 
to  the  rescue.  Designers  are  busy  ] 
ning  at  least  two  or  three  new  m( 
for  the  2005-2006  time  frame.  Chr 
expects  them  to  boost  Jeep  sale 
about  700,000,  from  455,000  in  2001 
ting  that  kind  of  expansion  pose 
enormous  risk  for  Jeep.  Unless  it 
find  a  way  to  satisfy  both  trailbU 
and  suburbanites,  growth  will  slip 
further.  But  Jeep  runs  a  risk  of  k 
core  enthusiasts  by  making  suvs 
are  too  soft.  Although  only  about 
of  all  suv  owners  ever  take  their  ' 
cles  off-road,  Chrysler  believes  that 
to  25%  of  Jeep  owners  do.  "They 
be  viewed  as  too  weak  or  illegitimat 
they'll  have  no  credibility  as  a  1 
wheel-drive  vehicle,"  says  Christo] 
W  Cedergren,  managing  directo 
Thousand  Oaks  (Calif.)-based  resear 
Nextrend  Inc. 

Some  observers  wonder 
Chrysler  took  so  long  to  face  up  to 
task.  George  C.  Peterson,  preside: 
consultant  AutoPacific  Group  Inc 
Santa  Ana,  Calif.,  says  it  was  sir 
caught  flat-footed  by  the  market's 
in  taste.  "It  really  appears  that  Chr 
has  not  chosen,  or  has  not  been  abl 
make  the  kind  of  product  developn 
commitments  necessary  to  keep 
fully  competitive,"  he  says. 

Jeep  officials  insist  they  are  read 
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iff  the  balancing  act.  The  success  of 
Liberty  proves  that  the  nameplate 
roaden  its  appeal,  they  say.  While 
jiberty  has  proven  its  mettle  on 
lubicon  Trail,  it  has  a  softer  sus- 
on  for  better  on-road  handling  and 
proven   especially   popular   with 
»n.  Jeffrey  Bell,  vice-president  of  a 
tly  created  Jeep  vehicle  brand 
sees  grounds  for  hope  in  the  ex- 
?  of  a  once  similarly  neglected 
1,  Harley-Davidson  Inc.  Like  Jeep, 
y  was  a  clearly  articulated,  Amer- 
orand  that  came  under  attack  from 
m  rivals.  In  response,  the  company 
't  abandon  what  Harley-Davidson 
for,"  says  Bell.  "Instead,  the  corn- 
redoubled  its  effort." 
at's  his  plan,  too.  In  both  its  mar- 
s' and  new  products,  Bell  says,  Jeep 
stick  to  its  core  attributes:  au- 
;icity,  four-wheel-drive  capability, 
adventure.  The  $25,000  Wrangler 
con,  which  goes  into  production  lat- 
,iis  month,  fits  the  bill.  The  most 
le  of  all  Jeeps,  it  comes  with  front 
•ear  locking  axles,  giant  tires,  and 
low  gear  speeds.  It's  a  strong  de- 
ve  move  against  General  Motors 
whose  new  vice-chairman — omi- 
ly,  Bob  Lutz,  who  left  Chrysler  in 
—plans  to  attack  Jeep's  off-road 
nance  with  ever-smaller  versions 
Hummer, 
ihere    Chrysler's    challenge    gets 
ier  is  stretching  Jeep  in  new  di- 
ons.  Chrysler  officials  say  it's  no 
r  cast  in  stone  that  every  Jeep 
Rubicon     capability.     Instead, 
sler  now  talks  about  "rescue  ca- 
ty":  Jeeps  must  always  be  better 
ping  motorists  handle  severe  driv- 
onditions,  like  a  flooded  road  or 
storm.  Chief  Executive  Dieter 
che  doesn't  favor  copying  the  re- 
trend  toward  smaller  "cute  utes" 
ionda  Motor  Co.'s  cr-v.  Instead, 
pushing  for  unique  vehicles  like 
outhful  Jeep  Compass,  a  two-door 
pt  car.  But  Chrysler  insiders  say 
e's  no  agreement  on  what  those 
vehicles  should  look  like:  The  Com- 
with  its  aerodynamic,  rally-car 
?  Or  more  rugged  and  boxy,  like  a 
tional  Jeep? 

le  option:  Do  both.  For  a  planned 
shing  of  the  $30,000  Grand  Chero- 
n  2005,  designers  are  slathering  on 
le  creature  comforts  one  would  ex- 
in  a  luxury  suv.  But  company 
es  say  a  second,  more  utilitarian 
ative  is  also  in  the  works  to  satis- 
eep  purists.  That  way,  Chrysler 
t  be  able  to  offer  the  refinements 
the  increasing  ranks  of  suv  owners 
without  losing  the  soul  of  its  most 
rful  brand. 

Joann     Muller    in     Rubicon 
ngs,  Calif. 
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the  effective,  reliable  waytd 
natural  male  enhancern 


(suffragium  asotas)  apwies 


7  Enzyte  and  save  up  to  40%. 


he 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of/your  love  life,  you're  not  alone. 

Maximize  the  Pleasure  Take  two  Enzyte  capsules  daily,  and  within 
V just  three  to  four  weeks,  you  will  begin  to  see  results.  For  maximum 
effectiveness,  continue  to  take  Enzyte  forthree full  months.' Additional 
benefits  of  Enzyte  include  increased  virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 

Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us  on  the 
web  at  www.enzyte.com,  orcall  us  directly,  and  get  started 
today:  1-877-4ENZYTE  (1-877-436-9983). 


easure 


i  Advertising:  Lifekey  Healthcare,  Inc.  su 
tising,and  full  disclosure  of  all  advertising 
omumer  rights  and  demand  the  same  fn 


Workplace 


UNIONS 


BOEINGS 
HIGH-SPEED  FLIGHT 

A  pivotal  fight  is  brewing  over  plans  to  ship  more  work  abroad 


After  years  of  mounting  conflict  with 
its  powerful  labor  unions,  Boeing 
Co.  may  be  headed  for  a  showdown 
over  the  company's  aggressive  new 
globalization  strategy. 

In  the  past  year,  the 
Chicago  aerospace  giant  has 
laid  off  nearly  30,000  work- 
ers following  the  September 
11  terrorist  attacks,  which 
caused  many  airlines  to  cancel 
or  delay  plane  orders.  Since 
then,  Boeing  has  decided  that 
instead  of  hiring  them  back 
as  demand  for  planes  picks 
up,  it  will  shift  most  of  then- 
work — including  advanced  de- 
sign and  engineering  tasks — 
to  lower-cost  suppliers  in  the 
U.S.  and  countries  such  as 
Russia  and  China.  On  July 
21,  at  the  Farnborough  Air 
Show  in  Britain,  Boeing  com- 
mercial airplane  unit  ceo 
Alan  R.  Mulally  publicly  dis- 
cussed the  company's  plans 
for  the  first  time  and  said 
Boeing's  two  largest  unions 
"are  aligned  and  in  tune" 
with  the  grim  reality  that  the 
company  will  never  rehire  the 
30,000  workers  that  got  laid 
off. 

The  reaction  was  immedi- 
ate and  intense.  "We  ab- 
solutely reject  Mr.  Mulally's 
suggestion  that  Boeing  will 
turn  its  back  on  30,000  loyal 
employees,"  retorted  Dick 
Schneider,  the  chief  negotiator 
for  the  International  Associa- 
tion of  Machinists,  whose  con- 
tract covering  26.000  Boeing 
workers  expires  on  Sept.  1. 
•if  Alan  Mulally  thinks  the 
iam  is  in  tune  with  that  idea, 
he  must  be  tone  deaf." 

Indeed,  Boeing's  new  strat- 
egy runs  headlong  into  the  top 
bargaining  priority  of  the  iam 
and  the  18,000-member  Soci- 
ety of  Professional  Engineer- 
ing Employees  in  Aerospace 
(speea),  whose  labor  pact  with 


It  i 
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the  company  expires  three  months  af- 
ter the  machinists'.  Both  unions  have  fo- 
cused on  preserving  jobs  and  have  called 
on  Boeing  to  stop  sending  work  to  low- 
wage  outposts  around  the  globe.  But 


IT'S  NOT  JUST  THE  SMALL  STUFF 

The  planemaker  says  il  won't  rehire 30.0(H)  laidqff' 

workers,  and  il  will  base  more  engineering  and  design 

work  orerseas.  Some  mores  it  has  already  made: 

►  Its  Moscow  Design  Center  employs  500  engineers  and 
technicians  who  design  parts  for  the  777  and  other 
commercial  jetliners 

►Xian  Aircraft  in  central  China  builds  tail  sections  for  the  737 

►  Poland's  WZK-Mielec  makes  aircraft  doors  for  the  757 

►Shanghai  Aircraft  manufactures  components  for  several 
Boeing  planes 

►  Mexmil  in  Mexican.  Mexico,  makes  fuselage-insulation 
blankets  for  all  of  Boeings  commercial  planes 

Data  . 


Boeing,  which  has  steadily  lost 
share  to  archrival  Airbus  Indust: 
determined  to  slash  costs  by  ou 
globally,  ceo  Philip  M.  Condit  sees 
alization  as  a  way  to  both  exp; 
to  nations  that  sign  on  as  manufj 
partners  and  to  tap  into  cheaper 
markets.  "We  are  an  assembler,  an 
grator,"  he  told  reporters  in  Fan 
ough.  "We  will  probably  [make 
parts,  which  are  most  efficiently 
people  who  focus  on  doing  that." 

And  so,  as  the  iam  and  Boeing  i 
into  the  final  month  of  bargai 
fore  the  contract  expires,  a  pot 
pivotal  battle  is  shaping  up  over 
the  company  will  remain  prim 
U.  S.-based  enterprise, 
has  been  relatively  si 
shift  production  and  d 
work  abroad,  though  C 
has  stepped  up  the  pi 
recent  years  (table).  If  hi 
use  the  window  of  oppoi 
ty  opened  by  the  layoffs, 
ing  could  be  transform 
a  global  enterprise  [ 
much  less  dependent  oi 
U.S.  for  both  brawn 
brains.  Boeing's  unions, 
ever,  hope  to  persuade  C 
to  compete  against  more 
cient  Airbus  by  boostinj 
productivity  of  its  U.  S. 
ers.  "We're  looking  at 
partners  at  creating  v 
adversaries  who  will  be 
ing  over  an  ever-shrin 
pie,"  warns  iam  strategi 
sources  director  Steve  SI 
Boeing  and  its  unions 
long  struggled  with  the 
of  outsourcing,  both  in 
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MACHINISTSUKEETING: 
THE  UNIONS  *feONTRACT 
EXPIRES  ON  SEPT.  1 
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U.S.  and  overseas.  It  pi  l 
a  big  part  in  the  IAM's 
strike,  in  1995.  To  settle 
69-day  brawl,  Boeing  ag 
to  allow  the  union  to  tr 
retain  jobs  in-house 
matching  the  costs  of  su 
ers  bidding  on  work  t 
outsourced.  The  two  J 
averted  another  walkoi 
1999  over  the  iam's  effa 
strengthen  the  process 
the  end,  Boeing  agree 
limited  guarantees  agj 
outsourcing  layoffs. 

This  time,  the  iam  w  i 
a  commitment  in  the  con* 
specifying     machinist 
ployment  levels,  simila 
provisions  in  IAM  and  Ui   i 
Auto  Workers  contracts 
Detroit  carmakers. 

The  machinists  argue 
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zation  is  ultimately  a  self-defeating 
ry  for  Boeing.  The'y  maintain  that 
much  work  is  handed  off  to  sup- 
it  would  drain  the  company  of 
I  skills  and  sap  its  control  of  the 
ises  that  create  added  value. 
der  also  points  out  that  Boeing 
jent  $10  billion  on  share  repur- 
since  1997.  That's  the  price  tag  of 
plane  model — and  Airbus  has  un- 
three  since  then,  while  Boeing 
3ne  nothing  but  upgrade  its  777. 
hile  Boeing  is  giving  money  back 
st<  >rs,  Airbus  is  ensuring  that  it 
iminate  market  share  in  years  to 
'  says  Schneider.  Boeing  has  ex- 
d  the  repurchases  as  a  way  to  lift 
ock  price. 

prisingly,  labor's  position  has  some 
rt  within  management's  ranks.  A 
r  of  executives  are  concerned  that 
iive  outsourcing  could  lead  to  a 
ge  of  cash  flow  needed  to  develop 
lanes.  Last  year,  for  example,  Boe- 
jnior  scientist  L.J.  Hart-Smith  pre- 
1  a  controversial  paper  making 
■gument  to  Boeing  senior  execu- 
Ironically  entitled  "Outsourced 
i — The  Cornerstone  of  Successful 
ntracting,"  it  said  that  too  much 
ireing  diverted  profits  to  suppli- 
d  led  to  the  downfall  of  the  once- 
lant  McDonnell  Douglas  Corp., 
Boeing  acquired  in  1997. 
ile  top  Boeing  officials  declined 
nment  for  this  article,  they  have 
d  that  the  advantages  of  global 
urcing — lower  costs  and  higher 
-outweigh  potential  drawbacks, 
year,  Condit  appointed  former 
ican  ambassador  to  the  U.N. 
as  Pickering  to  be  Senior  Vice- 
dent  of  International  Relations, 
ring  has  been  scouring  the  globe 
hat  he  calls  "strategic  partners" — 
government-owned  aerospace 
inies  that  Mall  agree  to  purchase 
g  aircraft  in  exchange  for  produc- 
ind  design  work  being  located  in 
countries. 

d  it's  no  longer  just  blue-collar  fac- 
work,  as  speea  has  discovered, 
g  has  opened  aircraft-design  cen- 
n  Spain,  Italy,  and  Moscow,  with 
in  the  works.  Its  500-plus  Russian 
eers  make  about  $10,000  a  year, 
2,000  for  speea  members.  Fumes 
Executive  Director  Charles  Bof- 
lg:  "They  have  to  stop  boxing  up 
ork  and  sending  it  to  Moscow." 
ht  now,  Boeing  seems  unlikely  to 
lit  to  the  kind  of  employment 
ises  its  unions  desire.  But  that 
change  if  the  possibility  of  a  walk- 
>oms  larger.  Given  workers'  strong 
gs  on  this  issue,  management  may 
to  brace  itself  for  a  bumpy  ride. 
Stanley  Holmes  in  Famborough, 
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GOLF 


MORE  HEAT  ON 
THE  MASTERS 

Now  corporate  sponsors  are 
being  asked  to  take  a  stand 

The  very  public  feud  between  a 
powerful  women's  organization  and 
the  men-only  Augusta  National 
Golf  Club — home  of  the  storied  Mas- 
ters Tournament — now  threatens  to 
draw  in  some  of  the  biggest  names  in 
Corporate  America.  There  is  talk  of 
national  boycotts.  And  Masters  spon- 
sors such  as  Coca-Cola  and  Citigroup — 
whose  chairman,  Sanford  I.  Weill,  is  a 
member  of  Augusta — are  being  asked 
to  take  a  stand.  Even  Tiger  Woods  is 
being  criticized  for  suggesting  that 
Augusta  has  a  right  to  its  exclusionary 
policies. 

The  fight  began  in  mid-July,  when 
Martha  Burk,  chairwoman  of  the  Na- 
tional Council  of  Women's  Organizations 
(ncwo),  sent  a  private  letter  to  William 
W  "Hootie"  Johnson,  chairman  of 
Augusta,  urging  him  to  open  the  club  to 
female  membership  before  the  2003 
Masters.  Johnson's  five-line  response 
said  that  "further  communication  be- 
tween us  would  not  be  productive."  And 
he  loudly  and  emphatically  separated 
the  Masters,  a  public  tournament,  from 
Augusta  National,  a  private  club. 

While  private  clubs  can  admit  or  not 
admit  anyone  they  want,  counters  Burk, 
Augusta,  which  owns  the  Masters,  "has 
built  a  unique  image  with  huge  public 
exposure,  and  with  that  comes  a  higher 
responsibility...." 

Now  Burk  has  written  to  sponsors 
of  the  Masters — Citigroup,  Coca-Cola, 


IBM,  and  General  Mo-   HOOTIE  AND 
tors — asking  them  to   THE  TIGER: 

withdraw  their  sup-  Johnson  and 
port    until    Augusta   Woods  in  '02 
opens  its  doors.  If  the 
ncwo  does  not  get  a  positive  response 
by  mid-September,  it  is  prepared  to 
boycott  company  products  and  picket 
the  tournament. 

What  impact  would  a  continued  ncwo 
campaign  have?  The  ncwo,  which  rep- 
resents 160  organizations  with  some  6 
million  members,  has  a  long  history  of 
effecting  social  change.  Despite  that 
and  despite  the  hammering  that  John- 
son has  suffered  in  the  press,  it's  tough 
to  say  whether  Augusta  will  bend.  Cor- 
porations consider  it  a  privilege  to  spon- 
sor the  Masters,  and  lots  of  business  is 
done  at  the  event.  In  fact,  the  Masters 
might  not  even  need  sponsors.  Still, 
"this  could  be  a  very  flammable  situa- 
tion" if  consumers  perceive  that  these 
companies  are  discriminatory,  says 
sports  marketing  consultant  Jeff  Bliss  of 
Javelin  Group  in  Alexandria,  Va. 

Albert  J.  Tortorella,  a  crisis-manage- 
ment specialist  at  public-relations  firm 
Burson-Marsteller,  is  more  sanguine.  It's 
hard  to  sustain  public  interest  in  a  de- 
bate when  one  side  is  talking  and  the 
other  isn't,  he  says. 

If  the  campaign  to  open  Augusta's 
doors  gains  momentum,  however,  the 
pressure  will  build.  Says  former  LPGA 
champ  Jane  Blalock:  "The  players  could 
do  more.  And  Tiger  could  do  more.  But 
you  don't  want  to  always  put  the  bur- 
den on  Tiger.  The  PGA  Tour  as  a  whole 
should  take  a  stand  on  this." 

In  the  end,  sponsors  of  the  Masters 
may  have  to  choose  between  prestige 
golf  and  the  people  who  purchase  more 
than  80%  of  consumer  products:  women. 
With  corporate  scandals  continuing  to 
rock  America,  that's  a  problem  these 
public  companies  don't  need. 

By  Toddi  Gutner,  with  Mark  Hyman 
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INSIDE  WALL  STREET 


TOUGH  YEAR, 
SMART  CALLS 


Gene  Marcial  beat 
the  averages  hands  down 
in  his  weekly  column 
of  stock  market  picks 

Finding  stocks  that  go  up  in  a  bear 
market  is  never  easy.  Last  year,  it 
was  a  nightmare.  The  tech  wipe- 
out  dragged  the  U.S.  into  reces- 
sion. Then  came  the  September  11  at- 
tacks and  the  unfolding  Enron  Corp. 
scandal.  Nonetheless,  Gene  G.  Marcial, 
who  writes  BusinessWeek's,  Inside  Wall 
Street  column,  managed  to  uncover  an 
array  of  stocks  that  produced  positive 
returns — in  contrast  to  most  major  in- 
dexes, which  plunged  in  2001.  The  Nas- 
daq Composite  index  was  down  20.8%, 
the  Standard  &  Poor's  500-stock  index 
fell  11.9%,  and  the  Dow  Jones  industri- 
al average  was  off  5.9%.  And  they  kept 
dropping  in  2002. 

The  gainers  weren't  just  one-day 
wonders  that  rose  as  readers  bought 
on  the  column's  advice. 
(They  first  appear  on  Busi- 
nessWeek's Web  site  after 
Thursday's  market  close.) 
Share  prices  of  116  compa- 
nies—70%  of  the  166  that 
Inside  Wall  Street  featured 
in  2001 — rose  the  day  after 
they  were  mentioned.  And 
six  months  later,  86,  or  more 
than  half,  were  ahead — some 
spectacularly  so. 

The  stocks  mentioned  in 
Inside  Wall  Street  are  no 
substitute  for  a  diversified 


merger,  an  improving  balance  sheet,  or 
new  products. 

The  column  covered  a  wide  range  of 
companies,  from  IBM  to  little-known  up- 
and-comers.  His  biggest  winners  over 
six  months  were  volatile  small  stocks: 
All  seven  that  rose  100%  or  more  had 
market  caps  of  less  than  $1  billion.  As 
did  the  losers:  Of  the  11  that  sank  50% 
or  more,  nine  were  small  outfits. 

The  best  performer  was  tiny  Singing 
Machine  Co.  in  Coconut  Creek,  Fla., 
which  makes  karaoke  machines  for 
home  use.  Shares  jumped  284.4%,  from 
$4.01,  in  the  six  months  after  Marcial 
mentioned  the  company  in  the  Oct.  8 
issue.  An  unnamed  New  York  money 
manager  who  was  buying  said  Singing 
Machine  should  gain  because  families 
would  seek  fun  at  home  after  Septem- 
ber 11.  In  the  nine  months  ending  Dec. 
31,  2001,  the  company's  net  income  rose 
144%  year-on-year,  to  $8.27  million,  and 
revenues  rose  80%,  to  $55.4  million. 

To  gauge  the  column's  performance, 
Business  Week  tracks  the  stocks  for  six 


TAKING  ON  THE  INDEXES 


Inside  Wall  Street  featured  166  stocks  in 

51  issues  of  the  magazine  in  2001.  For  each 

issue,  the  comparable  returns  for  the  market 

benchmarks  were  calculated  for  each  of 

four  time  periods.  The  returns  were  averaged 

over  all  the  issues,  and  the  results  are  given 

below.  The  average  return  for  the  column 

was  figured  in  the  same  way 


1  Day        1  Mo.        3  Mos.      6  Mos. 
INSIDE  WALL  STREET  3.1%      4.2%     6.1%     6.4% 

buy-and-hold    portfolio.      STANDARD  &  POOR'S  500    -0.3       -0.8      -2.9      -6.1 
They're    mostly   short-   to      DOW  JONES  INDUSTRIALS    -0.2       -0.1      ^0.8      -2.3 

mid-term  buying  opportuni-      NASDAQ  COMPOSITE  ^0.5 -L2 ^4i    -ioT 

ties.  Marcial,  who  has  cov-      ,....•"•."       

ered  the  market  since  1981,     W,LSH!RE  5000 I0:2 I0:7 I2:5 I*:!. 

ferrets  out  the  buzz  on  com-      RL'SSELL  2000  -0.1         0.6        0.7        1.2 

panies  that  could  signal  an 
upturn  for  their  stock — a 


Data:  BusinessWeek.  Standard  &  Poor's 


months  after  they're  fea- 
tured. That's  why  we  wait 
until  now  to  publish  last 
year's  results.  We  look  at 
one-day,  one-month,  three- 
month,  and  six-month  re- 
turns for  each  stock  as  well 
as  the  average  and  median 
performance  for  those  pe- 
riods. Then  we  compare 
them  with  the  major  mar- 
ket benchmarks. 

For  every  period,  the 
column  beat  the  indexes 
(table).  The  first  trading 
day  after  they  were  men- 
tioned, the  stocks  gained 
an  average  of  3.1%.  By 
contrast,  the  major  indexes 
fell  on  average  on  a  one- 
day  basis.  Yet,  so  power- 
ful is  this  bear  market  that 
the  column's  average  one- 
day  gain  was  the  lowest  in 
the  five  years  we've  meas- 
ured performance.  Between 
1997  and  2000,  average 
first-day  gains  ranged  from 
4.7%  to  8.8%. 

The  stocks  rose  a  bit 
more  over  time.  On  aver- 
age, they  were  up  4.2%  af- 
ter one  month,  6.1%  after  three  moi 
and  6.4%  after  six  months.  In  conti 
the  Wilshire  5000  index  was  down  i 
on  average  over  six  months.  Inside 
Street  even  beat  the  average  1.2% 
for  the  Russell  2000  index  of  small  ]■ 
stocks  over  six  months. 

Averages  are  only  one  measure, 
column  produced  some  huge  winr 
along  with  some  amazing  losers,  w 
skewed  the  averages.  To  factor  out 
distortion,  we  looked  at  the  median- 
point  where  half  the  returns  were  I 
er  and  half  were  lower.  By  that  m  c 
ure,  the  one-month  return,  5.4%,  s 
out.  After  that,  returns  trailed  off. 
three-month  median  return  was  2 


Sweet  contrarian  pick:  Krispy  Kreme  Doughnuts  v  fe 
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THE  BEST  PERFORMERS. 


FOR  ONE  DAY 

COMPANY/SYMBOL 

GAIN/LOSS 

ORCHID  BIOSCIENCE  ORCH 

37.4% 

DISCOVERY  PARTNERS  INTL.  DPI 

31.7 

COMPUDYNE  CDCY 

FOR  ONE  MONTH 

31.2 

VYSISVYSI 

60.6% 

NET2PHONE  NTOP 

57.3 

INPRISE  INPR 

FOR  THREE  MONTHS 

57.3 

SINGING  MACHINE  SMD 

296.8% 

VYSIS  VYSI 

253.9 

HOTJOBS.COM  HOTJ 

FOR  SIX  MONTHS 

162.2 

SINGING  MACHINE  SMD 

284.4% 

VYSIS  VYSI 

157.8 

CUBIC  CUB 

135.4 

...AND  THE  WORST 


FOR  ONE  DAY 


ASIA  GLOBAL  CROSSING  AGCX     -8.3% 


growth  projections  from 
investment  strategist 
Bernie  Schaeffer  and 
J.  P.  Morgan  Chase  & 
Co.  analyst  John 
Ivankoe.  The  stock  dou- 
bled in  six  months. 

The  column  had  its 
share  of  off-base  calls. 
One  of  its  biggest  misses 
was  Cyprus  used-car 
dealer  ACLN  Ltd,  which 
was  featured  in  the  Oct. 
22  issue.  Marcial  wrote 
about  acln  in  May,  2000, 
and  it  rose  46%  over  six 
months.  This  time 
around,  he  quoted  David 
Jordon  of  Axiom  Capital 
Management  and  Grego- 
ry Burns  of  J.  P.  Morgan 
Securities  Inc.  as  saying 
ACLN  was  undervalued. 
Then  questions  about  its 
fmancials  and  other  con- 
cerns emerged.  The 
New  York  Stock  Ex- 
change delisted  acln  in 
April,  2002.  Six  months 


CAUPER  TECHM0L0GY  CALP I6:8 after  it  was  featured,  in 


SABA  SOFTWARE  SABA 

FOR  ONE  MONTH 


-6.1 


PENN  TREATY  PTA 
IMFOSPACE INSP 

BROADCOM  BRCM 


-82.0% 

-583 

'^48J 


FOR  THREE  MONTHS 


six  months,  it  had  slipped  to  0.8%. 
!  inside  dope  on  takeovers  is  one 

column's  specialties.  But  last  year, 
rger  activity  dried  up,  there  were 

bets  to  make  on  corporate  nup- 
20%,  or  33,  of  the  companies  were 
id  as  merger  prospects  in  2001. 

of  those,  21%,  tied  the  knot,  in- 
ig  Conoco,  Dreyer's  Grand  Ice 
l,  Pennzoil-Quaker  State,  HotJobs. 
mtrast,  30%  were  picked  on 
ver  talk  in  2000 — though  the  per- 

e  that  did  the  deed  was  basically 
ime,  20%. 
2  of  this  year's  takeovers,  Vysis, 

develops  DNA-based  tests  for  can- 
vasn't  on  Marcial's  list  when  he 


recommended  it  at  $7.94  in  the  Apr.  16 
issue,  but  it  proved  a  winner,  rising  to 
$20.47,  a  gain  of  157.8%  over  six 
months.  Ron  Opel,  a  health-care  ana- 
lyst at  Boston  brokerage  H.C.  Wain- 
wright  &  Co.  and  Carl  L.  Gordon,  a 
partner  at  OrbiMed  Advisors  LLC,  a 
health-care  investment  firm,  predicted 
Vysis  would  get  government  approval 
for  a  test.  Ultimately,  Abbott  Laborato- 
ries bought  it  in  December  for  $30.50. 

In  a  brutal  market  for  pricey  stocks, 
the  column  made  a  sweet  contrarian 
call.  Last  April,  Krispy  Kreme  Dough- 
nuts Inc.,  which  traded  close  to  52  times 
earnings,  was  a  short-sellers'  favorite. 
But   Marcial   called   it   a  buy,   citing 


vestors  had  lost  93.1% 
of  their  money. 

Another  flawed  call 
was  Penn  Treaty  Amer- 
ican Corp.  The  insurer 
was  flagged  as  a 
takeover  candidate  in 
.  r ...,.,.  the  Mar.  26  issue.  But 

ACLM  ASW -82-6/o..      the  stock  fell  82%  three 

PEM,T™**™  ?IA llM weeks  after  the  column 

INFOSPACE  INSP  -65.2  appeared.  The  reason? 

FOR  SIX  MONTHS In  an  APr-  2  Securities 

»piyAQwy  en  i°/        &  Exchange  Commission 

filing,  Penn  said  that  au- 

.R.E?BM^M.^Pf,.KS..^.B.A.K Z8.5:.6. ditors  questioned  its  sur- 

PENN  TREATY  PTA  -85.0  vival.  No  deal  occurred, 

Data:  Bloomberg  Financial  Markets.  BusinessWeek       and  the  shares  haven't 

recovered. 
Inside  Wall  Street's  call  on  Ex- 
cite@Home  in  the  Jan.  29  issue  was  also 
unserendipitous.  The  Internet  compa- 
ny's shares  had  fallen  to  $8.31  from  a 
high  of  $95  in  1999  when  Joan  Lappin, 
president  of  Gramercy  Capital  Manage- 
ment, called  the  company  a  top  pick.  Its 
main  shareholder,  AT&T,  had  agreed  to 
buy  the  16%  it  didn't  own  for  $2.9  bil- 
lion, almost  Excite's  entire  market  value. 
By  April,  however,  Excite  was  in  trou- 
ble, and  AT&T  dropped  its  support.  Ex- 
cite filed  for  bankruptcy  in  September. 
Timing  is  everything.  Marcial's  June 
11  column  singled  out  once-promising 
drug  company  ImClone  Systems  Inc.  long 
before  then-CEO  Samuel  D.  Waksal  was 


ite  of  the  shorts,  but  Marcial  spotted  it  as  a  buy 
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charged  with  illegal  trading  on  nonpublic 
information  about  drug-approval  prob- 
lems. Six  months  after  the  column  ap- 
peared, the  stock  hit  $72 — up  45%  from 
its  level  on  the  day  before  publication. 
But  two  weeks  later,  on  Dec.  28,  Imclone 
revealed  its  regulatory  woes.  The  shares 
plunged.  They  closed  at  $7.11  on  July  31. 


Still,  past  scandals  can  be  next  year's 
turnaround  stories.  That  was  the  Mar. 
12  column's  call  on  Cendant  Corp., 
whose  1998  accounting  scandal  fore- 
shadowed today's  earnings  revelations. 
Cendant  gained  46%  over  six  months. 

In  a  market  that  proved  to  have  so 
many  disasters-in-waiting,  Martial's  on- 


the-money  calls  outweighed  the  m| 
Can  he  keep  it  up?  The  market 
a  minefield  as  more  corporate 
emerge  and  the  urge  to  purge 
gains  strength.  Stay  tuned. 

By  Geoffrey  Smith  in  Boston] 
Michael  J.  Mandel,  Robert  J.  R\ 
berg,  and  Sarah  B.  Davis  in  New 


THE  INSIDE  WALL  STREET  SCORECARD 


Here  are  the  166  stocks  featured  in  Inside  Wall  Street 
during  2001.  For  each  stock,  we  give  the  last  closing 
price  before  the  column  became  public,  usually  a  Thurs- 
day. Then  we  compute  the  one-day,  one-month,  three- 
month  and  six-month  percentage  returns.  When  any  of 
those  periods  ends  on  a  weekend,  the  prior  Friday's 


COMPANY  NAME/ 

STOCK  SYMBOL 

THURSDAY 
CLOSE 

1DAY 

PERCENT  GAIN 

1  MO.       3  MO. 

6  MO. 

ISSUE 
DATE 

CONCEPTUS  CRTS 

$10.13 

8.64% 

44.60% 

-6.17% 

38.67% 

1/08 

SMART  1  FINAL  SMF 

8.13 

0.71 

14.54 

28.54% 

35.30 

1/08 

SABA  SOFTWARE  SABA 

16.50 

-6.06 

-1.52 

-52.24 

-23.21 

1/08 

OSI  PHARMACEUT.  OSIP 

62.50 

1.90 

-0.30 

-45.70 

-15.60 

1/15 

PIONEER  STANDARD  0KBP10S 

12.19 

2.56 

19.49 

-15.38 

-1.13 

1/15 

LINCOLN  NATIONAL  LNC 

42.94 

-1.75 

5.48 

-1.28 

20.87 

1/15 

INHALE  THERAPEUTIC  INHL 

31.00 

6.25 

-3.02 

-22.90 

-33.90 

1/22 

INPRISE  HNPR 

6.59 

7.11 

57.34 

11.17 

112.02 

1/22 

6EHLGEHL 

14.25 

3.07 

5.26 

-0.35 

26.67 

1/22 

EXCITE6H0ME2ATHM 

8.31 

4.51 

-29.14 

-48.51 

-73.17 

1/29 

INFOSPACE  INSP 

8.69 

2.52 

-58.27 

-65.24 

-61.67 

1/29 

VOLT  INFO.  SC.  VOL 

22.63 

11.33 

9.04 

-23.89 

-24.73 

1/29 

TAKE-TWO  INERAC.  TTWO 

11.81 

5.82 

0.52 

14.45 

68.97 

1/29 

BAUSCH  I  LOMB  BOL 

43.06 

6.53 

17.97 

-2.93 

-22.58 

2/05 

ANDRX  ADRX 

68.88 

1.54 

-17.51 

-26.68 

-7.47 

2/05 

ASIA  GLOBAL  CROSSING 5  AGCX 

9.00 

-8.33 

-19.44 

-31.67 

-38.78 

2/05 

CLOROX  CLX 

35.75 

-2.74 

-2.01 

-9.68 

2.24 

2/12 

EXELON  EXC 

60.68 

0.76 

8.06 

14.32 

-5.03 

2/12 

ACACIA  RSEARCH  ACRI 

16.71 

-4.08 

-42.18 

-35.29 

-7.65 

2/12 

BOSTON  SCIENTIFIC  BSX 

15.99 

-0.56 

11.13 

-2.88 

14.32 

2/19 

DEERE  DE 

42.24 

1.40 

8.69 

-4.66 

-3.81 

2/19 

ADOBE  SYSTEMS  ADBE 

35.94 

-1.57 

-24.52 

17.03 

-5.23 

2/19 

AOL  TIME  WARNER  AOL 

48.76 

-3.10 

-8.74 

6.50 

-7.55 

2/19 

BROADCOM  BRCM 

78.88 

-2.14 

-48.10 

-43.54 

-45.75 

2/19 

INT'L  BUSINESS  M.  IBM 

114.10 

-1.84 

-6.69 

3.16 

-8.69 

2/19 

UNISYS  UIS 

18.47 

2.38 

-20.84 

-35.03 

-36.98 

2/26 

NAUTICA  ENTERP.  NAUT 

18.00 

2.08 

-6.94 

0.28 

-22.22 

2/26 

MAXYGEN  MAXY 

18.50 

-0.68 

-32.43 

-18.05 

-24.32 

2/26 

REDBACK  NETW.  RBAK 

29.94 

16.07 

-39.31 

-42.18 

-85.64 

3/05 

AMER.  STANDARD  ASD 

54.68 

-0.38 

-1.08 

19.15 

22.77 

3/05 

FRONTIER  OIL  FTO 

7.75 

5.81 

-4.26 

55.48 

100.00 

3/05 

PARK  ELECTROCH.  PKE 

29.25 

-4.62 

-2274 

-24.79 

-14.36 

3/12 

THERMO  ELECT.  TMO 

23.46 

-0.30 

3.15 

-17.39 

3/12 

CENDANT  CD 

13.10 

0.99 

11.37 

44.89 

45.57 

3/12 

APPLE  COMPUTER  AAPL 

20.81 

-2.69 

-1.06 

2.45 

-16.96 

3/19 

EARTHLINK  NETW.  ELNK 

10.06 

-1.79 

12.43 

43  44 

39.17 

3/19 

NCO  GROUP  NCOG 

33.50 

-0.75 

-20.51 

-^.63 

-40.87 

3/19 

closing  price  is  used.  When  a  company  is  taken  over 
within  six  months,  we  calculate  prices  up  to  the  mergl 
er's  effective  date.  Because  the  market  was  closed  frol 
Sept.  11-20,  the  returns  for  each  period  were  adjustecj 
accordingly  beginning  Sept.  21.  The  Thursday  close 
11  days  before  the  issue  date. 


COMPANY  NAME/ 
STOCK  SYMBOL 

THURSDAY 
CLOSE 

1DAY 

PERCENT  GAIN 

1  MO.       3  MO. 

6  MO.      0 

IKON  OFF.  COL  SOL.  IKN 

$5.15 

7.38% 

-1.36% 

65.05% 

63.11%   3 

QUEST  DIAGNOSTICS*  DGX 

42.29 

-0.97 

13.27 

48.95 

39.13 

ELAN  ELN 

49.26 

0.51 

6.31 

23.73 

2.42      :- 

PFIZER  PFE 

38.55 

-3.06 

6.10 

10.58 

-1.06      3 

PENN  TREATY  PTA 

16.70 

11.74 

-82.04 

-78.56 

-85.03 

REGIS  RGIS 

15.31 

2.74 

1.31 

26.45 

33.90      : 

SMITHFIELD  FOODS5  SFD        16.13       7.81       13.45       13 

JOHN  HANCOCK  FI.JHF  33.85      4.46 4.43      16 

GENERAL MOTORS  GM 52.30 -0~33 8*49 20 

AMERICAN iEXPRE.AXP  38.96 6JJJL 12.27 -0 

STONE  ENERGY  SGY 4775 3f8' 5J0 ~_'j 

SERVICE  C0RP.m7sRV  4.34      9.45        7714      46 


ALLIANCE  CAP  MA  AC           41.20       1.92      18.57      29 
BIOMiRABiOM  "  6.00  "  12.00 40.17 19 


27.71 
"174" 
"-2IO4" 
-25*41 
-32.57 
""3871* 
13*83 
-14717" 


VYSIS6  VYSI  7.94     11.84      60.58    253 

kRiSPYKREME"  KKD  18.02      0.17      36*51      96 

'c'hUR'cHIULDOWNCHDN 29.95 LOO 1**10  " "-T6 

AUTODESK8 ADSk 15.61-0.2*6 i"2*"88 24 

ELECTROmVc  ARTS  ERTS 60.16"   -5.60 -L50 -6 

CARDINAL  HEALTH  CAH 63.67 0.63 9*53 13 


APACHE  APA  55.55     -0.63        5.40     -23 

PENNZOIL-QUAKER  PZL         13**95       L51      12*04-18 


VIACOM  VIA 
HOfibBS'cOM9  HOTJ 


53.11 
........... 


-2.86 
9.27 


9.58 
"4Y05" 


-5 
162 


FURNITURE  BRAN.  FBN         23.78       1.77      -1.26      22 
JONES  APPAREL  JNY 43*27 L48 5**5*7  ""-21 


HOLLYWOOD  MEDIA  HOLL        4.80     16.67     -15.21        0 
SCHERING-PLOUGH ISGP        37.10      3.23      14.12        3 


CHILDREN'S  PLACE  PLCE      28.58       1.47      -4.83     -10 
AOL  TIME  WARNER  AOL 52**45 -L54 -2*67     -15 


LIBERTY  MEDIA  1°  LMG/A       16.25     -2.77        1.11       -0 
CALIPER TECH'n.'ca'lp" 28.66"    -6.79    -26.36    -46 


90    157.81 

45 99^67 

85     "11*19 

28 u.i'i 

63-11.25 

98 1779 

91*  -2T37 

49    -10.25 

86-29.81 

20 5879 

08 4*96 

08    -36*10 

00*  -36*88 

50 -4**10 

43 -*9"*66  ""   : 

---—-— 

92 '''-"23*69 
9"6"""""-53*36 


NORTH  FORK  BANC.  NFB 

27.75 

-0.07 

3.64 

17.48 

5.12 

: 

VECTOR  GROUP  VGR 

34.67 

1.62 

-10.33 

-4.85 

23.45 

: 

TRITON  PCS  HOLD.  H  TPCS 

36.30 

1.49 

-1.96 

4.68 

-12.53 

: 

SCI0S"SCI0 

24.56 

2.65 

-10.02 

-18.36 

12.58 

: 

QUEST  SOFTWARE  QSFT 

35.42 

2.00 

-2.80 

-46.92 

-38.85 

- 
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NY  NAME/ 

SYMBOL 

THURSDAY 
CLOSE 

1DAY 

PERCENT  GAIN 

1  MO.       3  MO. 

6  MO. 

ISSUE 
DATE 

COMPANY  NAME/ 

STOCK  SYMBOL 

TITAN  TTN 

CENTRA  SOFTWAR  CTRA 

COMPUDYNE  CDCY 

THURSDAY 
CLOSE 

$17.17 

10.55 

12.35 

1DAY 
1.98°/i 
-5.69 
31.17 

PERCENT  GAIN 

1  MO.       3  MO. 

,    7.69%    46.83% 

-44.08     -23.61 

8.91       20.32 

10.74       14.46 

39.34       29.68 

12.52        3.80 

19.84       11.06 

4.47       -3.34 

19.14       48.29 

6  MO. 
18.23% 
-53.36 

5.64 
20.32 
42.33 
-2.52 
22.57 

ISSUE 
DATE 

10/01 

10/01 

10/01 

10/08 

10/08 

10/08 

10/08 

10/08 

10/08 

OFTWARE  MNS 

S18.40 

4.95% 

-6.25% 

7.07% 

-27.17% 

6/04 

'  iAME  TECH  IGT 

61.45 

3.11 

2.12 

-12.90 

0.88 

6/11 

NE  SYSTEMS  IMCL 

49.65 

6.93 

6.34 

3.52 

45.02 

6/11 

■H13IFMX 

4.70 

7.23 

24.26 

0.43 

-12.34 

6/11 

MARSHIMCLENANN  20  MMC 
HILB  ROGALIHAM. "  HRH 
ARTHUR  J.  GALLAG.  AJG 

93.70 
21.75 
33.70 

3.20 
4.87 
0.45 

LI 

64.45 

1.49 

-4.36 

-24.36 

-13.72 

6/18 

PARFUMSUIPAR 

8.00 

7.13 

16.63 

11.25 

-6.25 

6/18 

MR  BROADC.  SBGI 

9.11 

6.59 

15.15 

8.34 

-0.11 

6/18 

BROWNIBROWN  "  BRO 
WILLIS  GROUP  HO.  WSH 

24.95 
23.95 

4.41 
-2.34 
18.33 

ft 

37.50 

3.97 

2.69 

-20.00 

-47.07 

6/25 

3.13 
103.87 

ON  ORGANIC  HCOW 

8.05 

3.73 

27.33 

22.36 

103.48 

6/25 

CROSSMANN  COMM.  CROS 
SINGING  MACHINE  24  SMD 

22.20 
4.01 

(MEDIA  INT'L  MMG 

2.84 

5.63 

-17.25 

-38.38 

-68.66 

6/25 

9.82 
3.22 
0.47 

55.74 
16.33 
11.03 

296.84 

3.39 

26.98 

37.68 

-82.59 
61.94 

284.36 
2.50 
2.98 

10/08 
10/15 
10/15 

LAI 

58.03 

-0.69 

6.84 

-4.79 

6.50 

7/02 

CHOLESTEC  CTEC 
ELCOR  ELK 
CHICO'S  »  CHS 

18.00 
21.13 
20.43 

E  MINI  MINI 

29.83 

-0.87 

12.71 

-12.74 

17.57 

7/02 

RESORTS  RST 

14.36 

-1.04 

-8.08 

-37.33 

-12.95 

7/02 

-2.45 

-15.82 

-31.11 

60.62 
-93.09 

10/15 
10/22 

WAY  GOLF  ELY 

16.25 

-2.77 

-3.26 

-21.23 

20.62 

7/09 

ACLN  26  ASW 

39.05 

-3.33 

IMMUNOTH  AVAN 

4.90 

15.31 

3.47 

-51.63 

-18.57 

7/09 

ORCHID  BIOSCIENCE  ORCH 
GRIFFON  GFF 

3.10 
11.05 

37.42 

13.55 

-27.74 

10/22 

RNE  ABF 

11.25 

3.02 

4.89 

-15.11 

33.07 

7/09 

5.34 

16.74 

30.59 

73.85 

10/22 

:r  cos.  coo 

47.95 

3.02 

2.19 

1,23 

-3.13 

7/16 

COR  THERAPEUTICS27  CORF 
MIKOHN  GAMING  MIKN 
LA  QUINTA  LQI 
THERMO  ELECTRON  TMO 

1  21.30 
4.88 
4.93 

-2.35 

11.68 

5.07 

-1.60 

-5.77 

6.43 
42.42 
56.39 

3.42 
22.57 
-50.00 
17.83 
30.14 
26.99 
38.84 

10/29 
10/29 
10/29 
11/05 
11/05 
11/05 
11/12 
11/12 
11/12 
11/19 

NTERPRISES  AFCE 

19.90 

3.57 

11.11 

11.61 

42.26 

7/16 

44.88 
11.16 

85.45 
38.95 

STATE  BAKE.  IBC 

17.28 

18.92 

32.00 

40.05 

44.16 

7/16 

1  ENERGY  OEI 

17.70 

7.68 

9.55 

0.85 

-3.67 

7/23 

18.52 

7.49 

20.00 
57.28 

-17.51 

22.06 
22.33 
-18.78 
-3.85 
41.10 
35.34 
32.61 
33.52 

GREETINGS  AM 

11.11 

0.36 

2.88 

31.68 

38.43 

7/23 

NET2PHONE  NTOP 
AVANT  IMMUNOTH.  AVAN 

4.12 
3.94 

12.62 
5.58 

•HARMACEU.  TEVA 

63.34 

0.76 

5.94 

5.30 

-1.88 

7/23 

I  ANTHONY  15  TA 

26.30 

-1.71 

-10.04 

n/a 

n/a 

7/31 

UNIVERSAL  AMER.  UHCO 
VERMONT  PURE  HO.  VPS 
CIPHERGEN  BIOSY.  CIPH 
UNIVISION  UVN 
CUBIC28  CUB 
MULTIMEDIA  GAMES29 GAM 

6.50 
3.65 
5.15 

-2.31 

6.58 

-2.33 

9.08 
31.51 

0.00 
28.32 

2.51 
45.95 
17.84 

4.71 
-4.78 

FINANCIAL  TSFG 

19.14 

-0.78 

3.81 

-16.93 

-7.99 

7/31 

ICE  GAMING  16  ALLY 

8.18 

-0.98 

11.37 

-2.20 

94.13 

7/31 

JEC  THOR 

18.15 

0.06 

6.89 

6.89 

-1.93 

8/06 

30.30 
12.23 
17.60 

4.49 
7.39 
2.09 
2.05 
0.32 
-0.29 

T  TRADING  NITE 

10.30 

3.79 

9.42 

6.31 

6.50 

8/06 

135.43 

11/19 

!  FAMILY  ST.  "  RYAN 

10.16 

2.82 

10.90 

18.44 

50.59 

8/06 

48.30 

26.67 

19.98 

-10.71 

-11.67 

-24.97 

58.52 

70.18 

45.31 

-32.01 

11/19 
11/26 
11/26 
11/26 

OLOGIC  CRYP 

28.70 

1.57 

-23.69 

-49.30 

-56.86 

8/13 

CDI  CDI 

PANERA  BREAD  PNRA  30 

GENENTECH  DNA 

17.10 
47.10 
55.45 

'VI 

24.56 

0.04 

7.08 

-20.36 

2.77 

8/13 

T  SYSTEMS  ANS 

7.43 

5.52 

-13.19 

-15.21 

9.83 

8/13 

[.NET.18NCAR 

12.00 

4.17 

24.00 

-25.42 

-40.50 

8/27 

CABLEVISION  SYS.CVC 
J.P.  MORGAN  CHAS  JPM 

37.80 
38.84 

1.88 
1.42 

18.65 
-7.96 

-44.58 
-3.40 

12/03 
12/03 

:r's  grand  dryr 

27.88 

0.43 

7.46 

20.70 

41.64 

8/27 

Y  DAVIDSON  HDI 

50.20 

-1.41 

-12.49 

-7.65 

5.78 

8/27 

EDGAR  ONLINE  EDGR 
CV  THERAPEUTICS  CVTX 

2.69 
53.90 

13.01 
2.32 
0.48 

15.24 

5.24 

15.24 

12/03 
12/10 

STAR  COMM  DISH 

27.72 

4.37 

-20.92 

-9.78 

-17.39 

9/03 

-0.41 
11.77 
33.02 
31.65 

-27.55 

-64.29 

.  FINANCIAL  DORL 

35.49 

-4.99 

-10.82 

-5.27 

-5.86 

9/03 

MCSI  MCSI 

20.65 

-48.91 
13.21 
39.36 

-37.00 
10.38 
78.57 

12/10 
12/10 
12/17 

BR  CARE  RHB 

35.98 

14.48 

3.11 

-28.40 

-38.02 

9/03 

DISCOVERY  PART.  DPIl 
TAKE-TWO  INTERAC.  TTWO 
GLOBALSANTAFE  GSF 
REGISTER.COM  RCOM 
IMPAX  LABS  IPXL 
COUNTRYWIDE  CCR 
KEY  ENERGY  KEG 
EBAY  EBAY 
US  ONCOLOGY  USON 
ACACIA  RESEARCH  ACRI 

5.30 
14.28 
24.37 
10.22 

31.70 
2.38 

HIDINGS  IPCR 

23.42 

2.86 

-2.65 

11.44 

30.79 

9/10 

IFON 

22.82 

2.28 

5.21 

-4.51 

-34.49 

9/10 

1.35 
9.00 

12.35 
5.38 

24.13 

-11.15 

-40.52 

7.43 

26.19 

25.44 

12/17 
12/17 

UGEN  CGEN 

3.95 

4.30 

-24.56 

-20.00 

-14.68 

9/10 

-23.09 

BOSTON  FIN.  FBF 

35.56 

-2.53 

-5.37 

5.60 

0.82 

9/17 

11.97 
40.49 

5.68 
2.05 

9.86 
-0.59 
-6.55 

-35.25 
13.41 
17.86 

12/24 
12/24 
12/24 

LASTIC  SCHL 

39.06 

-0.10 

18.82 

14.57 

28.52 

9/17 

CO  is  COC. B 

31.06 

-0.29 

-15.65 

-13.88 

-9.53 

9/17 

8.40 

63.59 

7.53 

9.80 

21.  Split 

22.  Split 

23.  Acqu 

24.  Split 

25.  Split 

26.  Symt 

27.  Acqu 

28.  Split 

29.  Split 

30.  Split 

-3.57 

R  HOLDINGS  AH 

19.92 

0.40 

22.79 

34.79 

20.13 

9/24 

2.20      -5.36     -11.39      -5.00      12/31 
2.66      11.55        6.24      17.53      12/31 
5.61      14.29        3.06    -30.10      12/31 

2  for  1, 1/2/02 

2  for  2,  11/23/01 

ired  by  Beazer  Homes  USA  Inc,  4/18/02 

3  for  2,  3/18/02 
3  for  2,  1/22/02 

01  change  to  ACLNF,  4/2/02 

ired  by  Millennium  Pharmaceuticals,  2/13/02 
3  for  1,5/1/02 
3  for  2,  2/12/02 

2  for  1,6/25/02 

LI-CHECK  ION 

10.96 

-4.65 

22.72 

68.34 

26.82 

9/24 

)R  GROUP  VGR 

$39.00 

0.85 

10.96 

-14.74 

-25.66 

9/24 

nge  to  Borland  Software  Corp.,  BORL,  1/22/01 

ibol  change  to  ATHMQ;  Delisted  from  OTCBB,  6/4/02 

lbol  change  to  ASGXF,  02/28/02 

it  2  for  1,  6/1/01 

it  2  for  1,9/17/01 

uired  by  Abbott  Laboratories,  12/5/01 

ibol  change  to  KDD,  5/17/01 

it  2  for  1,4/19/02 

uired  by  Yahoo  Inc.,  delisted  2/13 

lit  2  for  1,3/20/01  and  6/15/01; 

lange  to  Liberty  Media  Corp. .  L,  8/10/01 

11.  Moved  to  NYSE;  Symbol 

12.  Trading  halted  5/25/01 

13.  Change  to  Ascential  Sof 

14.  Split  3  for  2.  9/17/01 

15.  Acquired  by  Royal  Bank 

16.  Split  2  for  1,  4/9/02  and 

17.  Split  3  for  2,  5/30/02 

18.  Change  to  Quovadx  Inc.. 

19.  Reclassified  into  commo 
Symbol  change  to  COC, 

20.  Split  2  for  1,7/1/02 

:hange  to  TPC,  7/31/01 
lending  FDA  drug  approval 
tware  Corp.,  ASCL.  7/3/01 

of  Canada,  11/1/01 
8/21/01 

QVDX,  10/1/01 
n  shares; 
10/8/01 
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Corporate  Scoreboard 


± 


DON'T  GET  YOUR 
HOPES  UP-YET 

Earnings  are  a  bit  better,  but  real  improvement  is  down  the  road 


This  was  supposed  to  be  the  sea- 
son of  celebration — a  time  when 
buoyant  corporate  profits  would 
finally  prompt  pessimists  to  rec- 
ognize that  recovery  was  well 
under  way.  But  even  with  an  8%  jump 
in  second-quarter  earnings  from  the 
year  before,  a  specter  of  misery  con- 


tinues to  loom  over  the  900  companies 
on  BusinessWeek  Corporate  Scoreboard. 
That  growth  comes  off  a  notably  weak 
2001  period  that  had  been  marked  by  a 
52%  plunge  in  profits.  Meanwhile,  sec- 
ond-quarter sales  managed  only  an  ane- 
mic 1%  increase,  year  to  year. 

The  soft  top-line  growth  suggests 


that  companies  are  managing  to  sqv 
out  gains  mostly  by  keeping  costs 
Margins  rose  to  4.4%,  from  A.Yk 
year  before,  and  average  wage  gn 
slowed  significantly  in  the  first  hi 
2002  to  nearly  flat  levels.  Indeed,  i 
growth  may  even  drop  into  negj 
territory  if  unemployment  stalls  to 


Winners  and  Losers  in  Quarterly  Profits 


INDUSTRIES 


COMPANIES 


LEADERS 

PERCENTAGE  CHANGE  FROM 
2001s  SECOND  QUARTER 

ELECTRICAL  PRODUCTS 

262% 

DRUG  DISTRIBUTION 

212 

CHEMICALS 

166 

TEXTILES 

159 

MISCELLANEOUS  LEISURE 

156 

AUTO  PARTS  &  EQUIPMENT 

130 

TIRE  &  RUBBER 

123 

BANKS  -  MIDWEST 

121 

GLASS  CONTAINERS 

105 

FOREST  PRODUCTS 

99 

PUBLISHING 

72 

FOOD  PROCESSING 

72 

MISCELLANEOUS  SERVICES 

68 

GENERAL  MANUFACTURING 

67 

LAGGARDS 


PERCENTAGE  CHANGE  FROM 
2001s  SECOND  QUARTER 


TELECOM  EQUIP.  &  SERVICES  LOSS 


HEALTH-CARE  SERVICES        65 

ALL-INDUSTRY  AVERAGE 
:  Fiscal  First  Quarter 


ELECTRONICS 

LOSS 

AIRLINES 

LOSS 

SEMICONDUCTORS 

LOSS 

INSTRUMENTS 

LOSS 

BUILDING  MATERIALS 

-81 

PETROLEUM  SERVICES 

-75 

COAL.  OIL  &  GAS 

-67 

COMPUTERS  &  PERIPHERALS 
ELECTRIC  UTILITIES 

-36 
-28 

TELEPHONE  COMPANIES 
BUSINESS  MACHINES  &  SVCS.-21 

N0KFERR0US  METALS 

-18 

HOTEL  &  MOTEL 

-14 

AL  MACHINERY 

-11 

WHO  MADE  THE  MOST 

GENERAL  ELECTRIC 

MILLIONS  OF 
DOLLARS 

$4,426 

CITIGROUP 
PHILIP  MORRIS 

4,084 
2,610 

BANK  OF  AMERICA 

2.221 

PFIZER 

1,957 

SBC  COMMUNICATIONS 

1.845 

AIG 

1.801 

MERCK 

JOHNSON  &  JOHNSON 

WAL-MART  STORES* 

1.751 
1.654 
1.652 

MICROSOFT"* 

1,525 

FANNIE  MAE 

1.464 

WELLS  FARGO 

1.420 

GENERAL  MOTORS 

1.292 

COCA-COLA 

1.290 

"Fiscal  T    rd  Quarter 


"'Fiscal  Fourth  Quarter 


MILLION 
00L 

AT&T  -$12,74 

LUCENT  TECHNOLOGIES"   - 

MOTOROLA 

KMART* 

TELEPHONE  &  DATA  SYSTEMS 

AMR 

ATMEL 

CORNING 

HALLIBURTON 

PPG  INDUSTRIES 

UAL  -34 

AGERE  SYSTEMS** 

SOLECTRON** 

US  AIRWAYS  GROUP 

AGILENT  TECHNOLOGIES 

Data:  Standard  &  Poor's  I 
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bile,  a  weaker  dollar  is  just  start- 
give  a  boost  to  manufacturers 
goods  overseas  (page  82).  That, 
with  the  growth  in  productivity 
oss  domestic  product,  should  bode 
>r  sales  in  the  second  half,  says 
•d  D.  Rippe,  chief  economist  at 
itial  Securities  Inc.  "Even  if  they 
ush  through  minimal  price  in- 
8,  companies  should  start  to  see 
•evenue  growth,"  he  says, 
t  optimism  is  by  no  means  uni- 
however.  In  one  earnings  call  af- 
lother,  CEOs  have  tripped  over 
elves  talking  about  disappointing 

spending,  soft  demand,  under- 
ming  investments,  and,  of  course, 
ndals  besetting  Corporate  Amer- 
inagers  are  simply  more  cautious 
\nd  once  new  rules  kick  in  re- 
g  CEOs  to  sign  off  on  financial 
lents,  they  will  likely  be  more 
vative  in  reporting  results  as  well, 
rles  L.  Hill,  director  of  research  at 
on  Financial/First  Call,  now  be- 
4%  profit  growth  is  the  best  that 
K)  companies  can  do  for  the  year, 
lg  to  downgrades  in  earnings  esti- 
over  recent  months  and  a  steep 
profit  decline  in  the  first  quarter, 
ically,  their  profits  have  risen  about 
nually.  What  will  help  determine  if 
growth  approaches  even  the  lower 

Says  Hill:  "The  big  issue  is 
er  consumers  will  hang  in  there." 
isumers  have  continued  to  gobble 
ods  despite  the  dour  state  of  the 
market.  At  Wal-Mart  Stores  Inc., 
tance,  quarterly  earnings  rose  an 
ssive  20%,  year  to  year,  to  $1.65 
The  auto  makers  also  rebounded, 
to  strong  consumer  spending  and 
own  deep  discounting.  Even  Ford 
Co.,  after  a  disastrous  2001,  post- 
cond-quarter  profits  of  $570  mil- 
s.  a  loss  of  $752  million.  And  Gen- 
vlotors  Corp.'s  earnings  soared 
to  $1.29  billion.  Chairman  John  F. 


Smith  Jr.  vows  to  build  on  those  results: 
"We  are  determined  to  maintain  our  mo- 
mentum in  the  second  half  of  the  year." 
That,  despite  investor  worries  about  the 
future  impact  of  gm's  pension  costs. 

Another  industrial  heavyweight,  Gen- 
eral Electric  Co.,  regained  its  place  as 
the  biggest  generator  of  profits.  Its  quar- 
terly earnings  rose  14%,  to  $4.4  billion. 
Company  execs  pointed  to  the  growing 
strength  of  ge's  economy-sensitive  units 
like  plastics  as  a  sign  that  the  economy  is 
truly  rebounding.  "I  can  only  talk  about 
the  world  of  ge,  but  I  don't  see  anything 
that  indicates  a  double-dip  activity,"  says 
Chief  Executive  Jeffrey  R.  Immelt. 

Nevertheless,  some  sectors  still  re- 


main deeply  profit-challenged.  It's  hard  to 
believe,  but  after  two  years  of  trouble, 
telecom's  problems  are  actually  getting 
worse.  AT&T  reported  a  $12.7  billion  loss 
because  of  a  $13.1  billion  charge  to  reflect 
the  decline  of  its  cable  operations.  Lucent 
Technologies  Inc.  lost  $7.8  billion,  and 
analyst  Tal  Liani  of  Merrill  Lynch  &  Co. 
doesn't  see  Lucent  making  money  until 
some  time  in  2004.  And  sbc  Communi- 
cations Inc.'s  quarterly  earnings  fell  11% 
to  $1.8  billion,  thanks  to  competition  from 
wireless  carriers  and  weaker  demand. 
Says  a  glum  ceo  Edward  E.  Whitacre 
Jr.:  "We  do  not  anticipate  a  rebound  in 
demand  for  the  rest  of  the  year." 

That  could  also  be  the  refrain  of  the 


■ 


A  Spotlight  on  the  Second  Quarter 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR.  ALL  INDUSTRIES 

BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED: +8% 

40  -  WITHOUT  TELECOM: +28% 


INDUSTRIES  WITH  THE 
DOLLAR  CHANGE  IN  THE 

Finally!  After  six  quarters  of 
declines,  profits  actually  rose 
8%  in  the  second  quarter.  And 
while  the  1%  revenue  gain  isn't 
exactly  Herculean,  it  sure  beats 
the  recent  sales  declines.  Of 
course,  the  profit  comparison 
is  against  a  very  weak  year-ago 
period,  when  earnings  were  off 
52%.  The  auto  makers  were  big 
winners,  with  Ford  coming  back 
from  a  loss  and  GM's  profits 
surging  ahead  171%.  In  the 
tech  sector  Microsoft  reported 
a  healthy  $1.5  billion  profit. 
But  the  telecom  companies 
continued  their  dismal  perform- 
ance. Lucent  and  AT&T  lost  a 
combined  $20.6  billion.  And 
profits  at  the  oil  companies  fell 
67%.  ChevronTexaco  earnings 
plunged  81%  to  $407  million. 


BIGGEST 
QUARTER 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  200) 

COMPUTER  I 

SOFTWARE 

&  SERVICES 

BANKS- 
MIDWEST 

CARS  & 
TRUCKS  | 

SEMICONDUCTORS 


Data:  Standard  &  Poor's  C0MPUSTAT 
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tech  sector,  which  was  marked  by  a 
79%  profit  plunge  at  blue-chip  IBM,  to 
$445  million,  because  of  soft  demand 
and  more  conservative  accounting. 
There  was  one  bright  spot:  Microsoft 
Corp.  saw  profits  grow  to  $1.53  billion 
from  $65  million.  The  software  giant 
is  now  projecting  revenue  growth  in 
each  of  its  seven  major  product  cate- 
gories and  plans  to  significantly  boost 
research  and  development  in  fiscal  2003, 
which  started  July  1.  Chief  Financial 
Officer  John  Connors  almost  gloats 
over  the  poor  showing  of  rivals  such  as 
IBM,  Sun  Microsystems,  and  Oracle. 
Says  Connors:  "People  still  ask,  'Are 
you  a  growth  stock?'  Compared  to 
these  guys  in  the  last  12  months,  yes, 
we  are." 


In  the  pharmaceutical  sector,  double- 
digit  profit  increases  were  once  taken 
for  granted.  Not  any  more.  Former 
highflier  Merck  &  Co.  saw  earnings 
slump  4%,  to  $1.8  billion,  while  Bristol- 
Myers  Squibb's  profits  fell  60%,  to  $440 
million.  Bristol  blamed  an  onslaught  of 


generic  drugs  and  bloated  whol 
inventories  for  the  plunge. 

Scoreboard  profits  also  took 
from  weakness  at  Big  Oil.  Chevro 
aco  Inc.'s  earning  fell  81%  on  wea; 
ural  gas  prices,  tight  refining  ma 
and  a  $531  million  write-down  of 
vestment  in  troubled  Dynegy  Inc. 

In  the  face  of  difficulties  ranging 
lower  capital  spending  to  the  unct 
impact  of  business  scandals,  an; 
polled  by  Thomson  Financial/Firs 
have  sharply  lowered  third  qu 
growth  forecasts  for  s&P  500  com] 
to  12.8%  from  20.7%  back  in 
Things  will  get  better.  It's  just  not 
to  happen  overnight. 

By  Diane  Brady  in  New  York 
bureau  reports 


THE  DECLINING  DOLLAR:  A  BALM  FOR  BATTERED  PROFITS 


km 


For  the  past  five  years,  the  strong 
dollar  has  hurt  many  U.  S.  com- 
panies as  earnings  repatriated  in 
weaker  currencies  served  to  put  a 
crimp  in  profits,  not  to  mention  sales. 
The  boom  years  of  the  late  1990s 
masked  that  to  some  degree.  But  the 
subsequent  weak  economy  made  the 
impact  of  the  muscular  American 
currency  increasingly  apparent.  After 
all,  about  25%  of  U.  S.  corporate 
profits  come  from  overseas. 

Happily  for  investors  and  corpo- 
rate executives,  the  greenback  has 
fallen  steadily  against  major  curren- 
cies since  the  beginning  of  the  year. 
In  that  time,  the  dollar  has  lost  10% 
of  its  value  against  the  euro  and  9% 
against  the  yen.  If  that  decline  con- 
tinues, it  should  mean  better  times 
ahead  for  bottom  lines.  Of  course, 
companies  that  make  goods  overseas 
for  sale  here — such  as  electrical  or 
computer  components — could  be  hurt 
by  a  declining  dollar.  Those  parts  be- 
come more  expensive.  But  overall, 
the  National  Association  of  Manufac- 
turers (nam)  figures  that  corporate 
profits  will  rise  7.1%  next  year  if  the 
dollar  falls  by  15%  from  now  to  mid- 
2003.  Without  a  lower  dollar,  profits 
will  be  up  just  4.7%.  The  falling  dol- 
lar is  "a  balm  on  the  earnings  of 
U.S.  corporations,"  says  Mark  M. 
Zandi,  chief  economist  at 
Economy.com  Inc. 

The  turnaround  will  make  a  big 
difference  for  companies  such  as  St. 
Jude  Medical  Inc.,  a  $1.35  billion 
manufacturer  of  pacemakers  that 


does  about  a  quarter  of  its  business 
in  Western  Europe.  Since  1997,  the 
St.  Paul  (Minn.)  company  reckons 
that  because  of  currency  adjust- 
ments, its  profits  were  about  0.33% 
lower,  while  the  negative  impact  on 
sales  totaled  a  full  percentage  point. 
In  2001,  that  translated  to  $500,000 
less  in  profits  and  $16  million  less  in 
revenues.  But  the  company  expects 
its  fortunes  to  brighten  if  the  dollar 
keeps  falling. 

Currency  fluctua- 
tions take  a  few 
months  to  show  an 
impact,  so  the  dol- 
lar's drop  didn't  help 
St.  Jude  in  the  sec- 
ond quarter.  But  if 
the  dollar  stays  at 
current  levels,  cur- 
rency translations 
should  boost  profits 
as  well  as  add  $14 
million  in  sales  in 
the  second  half,  says 
Chief  Financial  Officer  John  C.  Hein- 
miller.  That  translates  into  revenue 
growth  of  16%,  beating  the  compa- 
ny's current  goal  of  15%.  "It  has 
been  several  years  since  we've  had 
this  kind  of  tailwind,"  Heinmiller 
says.  "One  percentage  point  is  cer- 
tainly significant.  It  does  have  a  posi- 
tive impact." 

U.S.  companies  that  depend  heavi- 
ly on  exports  should  benefit  from  the 
declining  dollar  as  domestic  goods 
become  more  competitive  in  interna- 
tional markets.  In  recent  weeks, 


THE  BUCK  DROPS  HERE 


JAN.  1, '01 
▲  U.S.  DOLLARS  IN  EUROS 


Data:  Bloomberg  Financial  Markets 


companies  such  as  aerospace  giant 
General  Dynamics,  battery  maker 
Energizer  Holdings,  and  auto-p; 
supplier  Delphi  have  already  noted 
the  benefits  of  the  declining  dollar 
explaining  their  numbers  to  in- 
vestors. In  June,  the  nam  released 
survey  of  executives  showing  that 
82%  expect  the  lower  dollar  to  b 
exports  in  the  last  quarter  of  2 

A  drop  in  the  dollar  doesn't  coujfc^ 
without  risks.  In  at 
dition  to  hurting  in 
porters,  a  precipito 
decline  could  indue*  ,r 
companies  to  raise 
prices  in  response  1 
higher-priced  impoi 
ed  goods,  as  many 
did  in  the  late  1980 
But  economists  say 
that's  not  likely. 
"There's  not  much 
an  inflation  threat 
right  now,"  says  L. 
Douglas  Lee,  presi- 
dent of  Economics  From  Washingto 
Inc.,  an  economic  consulting  firm. 
"Competition  is  strong,  and  the  glol 
al  economy  is  quite  weak." 

So  investors  should  generally  vie 
the  dollar's  latest  drop  as  a  good 
thing.  As  long  as  the  decline  is  grac 
ual,  the  greenback  should  continue  I 
give  U.  S.  corporations  a  nice  boost. 
And  it  should  happen  just  as  both 
Big  Business  and  investors  are  sore 
ly  in  need  of  some  positive  news. 
By  Laura  Cohn  in  Washington, 
with  Michael  Arndt  in  Chicago 
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:  Includes  all  sales  and 
perating  revenues.  For 
includes  all  operating 
es. 

rs:  Net  income  before 
dinary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 

on  July  25,  2002,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 

EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 
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RETURN  ON 
COMMON 
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12 

MONTHS' 


2ND  2ND  EQUITY  PRICE- 
QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 
2002  2001  ENDING  RATIO  PER 
%  %  6-30  7-25  SHARE 


NDUSTRY  COMPOSITE 


1597718.4 


1  3140195.7  -1  70175.1   8  155052.5   13 


4.4   4.1 


8.4   32   0.84 


EROSPACE  &  DEFENSE 


■TRY  COMPOSITE 

41175.8 

O 

80135.8 

5 

2539.1 

15 

4437.4 

-3 

6.2 

5.4 

11.8 

23 

2.24 

JOSPACE  BEAV  (,0) 

154.3 

-13 

306.1 

-11 

-1.5 

NM 

-6.8 

NM 

NM 

4.4 

-82.7 

NM 

-3.00 

SBA 

13857.0 

-11 

27678.0 

-4 

779.0 

-7 

1357.0 

-35 

5.6 

5.4 

20.3 

17 

2.60 

AL  DYNAMICS  GO 

3511.0 

19 

6632.0 

18 

263.0 

16 

492.0 

5 

7.5 

7.7 

20.4 

18 

4.77 

1CH  GR 

925.5 

-14 

1846.7 

-11 

58.6 

-23 

108.2 

-26 

6.3 

7.1 

10.1 

17 

1.29 

lEED  MARTIN  LMT 

6290.0 

11 

12256.0 

17 

351.0 

134 

575.0 

108 

5.6 

2.6 

5.2 

74 

0.82 

IROP  GRUMMAN  NOC 

4396.0 

20 

8482.0 

50 

182.0 

60 

331.0 

53 

4.1 

3.1 

6.4 

22 

4.92 

IE0N  RTN 

4095.0 

O 

8006.0 

2 

223.0 

64 

372.0 

62 

5.4 

3.3 

1.5 

93 

0.33 

VELL  COLLINS  COL  <31 

623.0 

-14 

1231.0 

-13 

60.0 

-12 

118.0 

-9 

9.6 

9.4 

9.7 

38 

0.64 

0  TECHNOLOGIES  UTX 

7324.0" 

c 

13698.0 

-2 

624.0 

6 

1091.0 

6 

8.5 

8.0 

21.5 

17 

3.96 

AUTOMOTIVE 

STRY  COMPOSITE 


128136.0 


248279.1 


2783.1 


NM 


2747.9        170 


2.2 


0.1 


-7.4 


NM 


urrs  &  EQUIPMENT 

P  COMPOSITE  29517.2  4  56226.1  1  771.9 

ST  INDUSTRIAL  AIZ <4)  151.4  11  288.4  11  -1.6 

CAN  AXLE  &  MFG.  HOLDINGS  AXL  881.3  9  1740.5  11  48.6 

MERITOR  ARM <3)  1883.0  5  3570.0  0  62.0 

JVALV  1169.1  13  2198.1  4  52.5 

WARNER  BWA  712.4  18  1346.3  11  45.7 

OCN  2866.0**  2  5440.0  -2  52.0 

II DPH  7322.0  .     5  14010.0  4  220.0 

AUTOMOTIVE  SYSTEMS  DRRA  667.3  0  1283.5  -3  -^.6 

IETN  1881.0  1  3604.0  -6  88.0 

3RPGY(,)  303.0  -26  552.0  -28  6.0 

>LEMMERZ  INTERNATIONAL  HLMMQ""     486.7  -10  951.4  -6  -33.0 

3792.2  5  7326.8  3  85.5 

IE  MFG.  MODI  (9)  272.6  -2  527.2  -4  10.4 

)ARD  MOTOR  PRODUCTS  SMP  179.3  -1  305.4  -9  5.5 

RIOR  INDUSTRIES  INTERNATIONAL  SUP    212.0  31  398.5  21  21.0 

:C0  AUTOMOTIVE  TEN  948.0  2  1757.0  -2  19.0 

R  AUTOMOTIVE  TWR  750.9  17  1419.0  12  22.9 

ONVC  5039.0  3  9508.0  -1  72.0 
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15.4 
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NM 

NM 

51 

73 

80 

69 

NM 
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22 
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NM 
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0 

11 

30 

NM 

NM 
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4.7 
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2.3 
3.8 
3.0 
9.9 
2.0 
3.0 
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1.2 

NM 
4.2 
2.0 
2.9 
4.1 
0.5 
2.4 
1.9 
2.6 
1.2 
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1.2 
3.7 
1.3 
8.2 
0.2 
2.6 
NM 


-0.8 

-22.4 

22.5 
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4.5 

10.4 

-13.8 

2.6 

-0.9 

7.4 

35.9 

NM 

7.3 

4.4 

0.4 

12.8 
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NM 

NM 
8 
13 
24 
15 

NM 
85 

NM 

25 

4 

NM 
26 
32 

NM 
18 

NM 

NM 

NM 


-0.86 


MS*  TRUCKS 

P  COMPOSITE  94072.8  2  183190.3  2  1931.7  NM  2058.9  92  2.1  NM  -11.9  NM  -1.34 

W>TOR  F  42332.0  0  82189.0  -3  570.0  NM  478.0  56  1.3  NM  -71.4  NM  -2.94 

tAL  MOTORS  GM  48265.0**  4  94558.0  6  1292.0  171  1520.0  113  2.7  1.0  6.7  14  3.21 

TAR  INTERNATIONAL  NAV l2)  1674.0  -6  3140.0  -5  -4.0  NM  -60.0  NM  NM  0.2  -4.7  NM  -0.86 

tRPCAR  1801.8  18  3303.3  8  73.7  87  120.9  44  4.1  2.6  9.2  20  1.82 


-0.11 

-2.70 

2.80 

1.52 

0.90 

3.66 

-1.64 

0.12 

-0.25 

2.67 

2.75 

-12.95 

1.58 

0.70 

0.05 

2.42 

-2.18 

-6.40 

-0.86 


ond  quarter  ended  May  31.  (2)  Second  quarter  ended  Apr  30  (3)  Third  quarter  and  most  recent  six  months  ended  June  30.  (4)  Third  quarter  and  most  recent  six  months  ended  May  31.  (5)  Third  quarter  and 
sent  six  months  ended  Apr.  30.  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30.  (7)  Fourth  quarter  and  most  recent  six  months  ended  May  31.  (8)  Fourth  quarter  and  most  recent  six  months 
Apr  30.  (9)  First  quarter  and  most  recent  six  months  ended  June  30.  (10)  First  quarter  and  most  recent  six  months  ended  May  31.(11)  First  quarter  and  most  recent  six  months  ended  Apr.  30.  'Sales  include 
taxes  "Sales  include  other  income.  •"Sales  include  excise  taxes  and  other  income.  tRevenues  from  major  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  for  latest  12  months,  not  nec- 
-  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  NA  =  not  available.  NM  =  not  meaningful. 

Data:  Standard  &  Poor's  COMPUSTAT 
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721.0 
927.0 
232.7" 

1554.2 
207.1 

1550.0 
654.3 

2209.2 
711.5 
189.6 
286.0 

3812.9 

7005.0 

-1 

51005.3 

-6 

4882.7 

121 

9693.4 

64 

19.0 

8.6 

15.7 

15       ; 

ANKONEONE 

-9 

11113.0 

-13 
1 

843.0 
143.3 

19 

1630.0 

18 

15.0 

11.5 

17.3 

19.1 

17.4 

7.8 

17.3 

NM 

8.7 

13.5 
18.1 
16.3 
13.8 
18.7 
14.0 
8.5 

14 
13 
12 
14 
25 
15 
18 

CHARTER  ONE  FINANCIAL  CF 
COMERICA  CMA 

COMMERCE  BANCSHARES  CBSH 
FIFTH  THIRD  BANCORP  FITB 
FIRSTMERIT  FMER 
KEYCORP  KEY 
MARSHALL  &  ILSLEY  Ml 
NATIONAL  CITY  NCC 
NORTHERN  TRUST  NTRS 
SKY  FINANCIAL  GROUP  SKYF 
TCF  FINANCIAL  TCB 
U.S.  BANCORP  USB 

4 
-15 

1402.3 
1847.0 

19 

-12 

9 

283.1 

398.0 

97.0 

20 

32 

8 

19.9 
19.8 
21.5 
26.0 
20.3 
15.9 

-16 

184.0 
50.1 

-12 

-6 

-10 

-17 

465.6 

-12 

3068.2 
419.4 

-8 
-10 

404.3 

42.0 

246.0 

214 

6 

NM 

794.4 
85.5 

486.0 

83 

8 

493 

3085.0 

-21 

-4 
-5 
-18 
-1 
-7 
-8 
31 

1293.7 

-7 

120.4 

102 

236.1 

61 

18.4 
17.8 
17.8 
15.2 
20.3 
21.6 
20.3 

15.5 

14 

4457.3 

-5 

392.8 

126.8 

28.9 

12 
-3 
-1 
11 
46 

838.9 

254.4 

60.4 

114.3 

1616.3 

22 
-2 
4 
14 
66 

15.0 
15.2 
15.3 
16.9 
13.5 
NM 

19.4 
17.2 
18.3 
24.1 
14.1 
17.4 

11 
16 
13 

1418.2 
374.0 

-19 
-3 

573.3 

7502.4 

13986.0 

-5 

-12 

11 

58.0 
823.1 

= 

( 
C 

VELLS  FARGO  WFC 

1420.0 

NM 

2799.0 

160 

16 

C)  BANKS  -  SOUTH  &  SOUTHEAST 

IROUP  COMPOSITE 

27000.5 

760.1 

-9 

-12 

53643.3 

1514.9 

-10 

-13 

4837.6 

16 

9572.6 

297.9 

19 

15 

17.9 

14.1 

13.4 

14      ; 

13 
13 
14 
12 
13 
14 
13 
18 
13 
13 
14 
13 

AMSOUTH  BANCORPORATION  ASO 

BANK  OF  AMERICA  BAC 

BB&T  BBT 

FIRST  CITIZENS  BANCSHARES  FCNCA 

FIRST  TENNESSEE  NATIONAL  FTN 

FIRST  VIRGINIA  BANKS  FVB 

HIBERNIA  hib 

NATIONAL  COMMERCE  FINANCIAL  NCF 

POPULAR  BPOP 

REGIONS  FINANCIAL  RF 

SOUTHTRUST  SOTR 

SUNTRUST  BANKS  STI 

SYNOVUS  FINANCIAL  SNV 

UNION  PUNTERS  UPC 

152.4 

14 

20.0 
19.4 
21.5 
11.2 
15.5 
23.9 
18.9 
21.3 

15.4 
14.8 
15.1 
9.3 
13.7 
19.3 
14.4 
14.3 

19.2 
15.3 
16.0 

9.5 
23.4 
14.4 
14.5 
10.8 
15.2 
14.7 
13.9 
14.6 
18.3 
14.9 

7.5 

11465.0 
1526.3 
207.0 
585.3 
194.8 
331.5 
379.7 
641.0 
929.4 
831.7 
1917.8 
566.5 

-16 

-3 

-13 

-10 

1 

-13 

-2 

-1 

-13 

-13 

-11 

-2 

22776.0 

-18 

2221.0 

10 

4400.0 

13 
33 
3 
17 
14 
16 
44 
23 
30 
17 

2982.7 
417.4 

-6 
-13 

328.0 
23.1 
90.5 
46.6 
62.5 

38 
5 
2 
25 
14 
46 
24 
36 
15 

627.8 
46.3 
177.5 
88.8 
121.8 
155.8 
185.3 
307.2 
312.4 
648.6 
168.6 

1168.2 

-5 

387.5 
662.5 
747.7 

-1 
-14 

-5 

80.9 

1267.2 
1849.6 

-3 
-9 

96.3 
153.1 

15.0 

12.0 

16.5 
19.0 

10.5 
14.5 
16.9 

1667.4 
3830.6 
1113.8 

-13 

158.2 

-13 
-4 

343.7 
85.9 

-6 

14 

-8 
14 

17.9 

15.2 

13.1 
13.6 
11.6 

19 

660.4 
6004.0 

-18 
10 

1323.7 

-18 

127.6 

17 

253.5 
1781.0 

18 
46 

19.3 
14.5 

12 

WACHOVIA  WB 

11934.0 

8 

868.0 

37 

21           1 

(D)  BANKS  -  WIST  A  SOUTHWEST 

GROUP  COMPOSITE 

1727.4 

180.9 
227.6 
194.2 
652.0 
472.7 

-11 

-38 
0 
3 

-11 
-6 

3395.4 

373.2 
424.3 

-16 

-40 
-10 

322.8 

31.0 
34.1 
45.8 
129.9 
82.1 

14 

16 
18 
26 
11 

12 

625.0 

12 

18.7 

14.6 

13.2 

10.0 
14.6 
15.5 
13.3 

13.1 

14          2 

BANK  OF  HAWAII  BOH 
BOK  FINANCIAL  BOKF 

62.1 
66.5 

90.0 
244.7 
161.7 

3 
18 
29 

9 

11 

17.1 
15.0 
23.6 
19.9 
17.4 

9.2 
12.7 
19.2 
16.0 
14.7 

16 
14 

CITY  NATIONAL  CYN 

UNIONBANCAL  UB 

ZIONS  BANCORPORATION  ZiON 

378.6 

1285.8 

933.5 

-2 

-15 

-9 

15          3 
13 

14           3 

4 

CHEMICALS                   ■ 

INDUSTRY  COMPOSITE 

22818.1 

-4 

43140.3 

-7 

1452.3 

166 

2472.8 

230 

6.4 

2.3 

16.5 

15          2 

AIR  PRODUCTS  &  CHEMICALS  APD  (3> 
ALBEMARLE  ALB 
CROMPTON  CK 

689.7 

-5 
16 
-5 

2686.7 

469.7 

1334.6 

-10 

8 

-9 

141.3 
20.7 
-6.3 

7 
40 
NM 

267.4 

37.5 

0.5 

18 

0 

-98 

10.3 
8.4 
NM 

9.1 
7.0 
1.9 

16.1 

12.6 

-54.9 

19          2 
19 
NM         -1 
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•ORATE  SCOREBOARD 


SYMBOL 


SALES 


PROFITS 


2ND  CHANGE 
QUARTER  FROM 

2002  2001 

$  MIL.  % 


6 

MONTHS 

2002 

$  MIL. 


CHANGE  2ND 

FROM  QUARTER 
2001  2002 

%  $  MIL 


CHANGE 

FROM 

2001 

% 


6 

MONTHS 

2002 

SMIL. 


CHANGE 

FROM 

2001 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

2002  2001 

%  % 


RETURN  ON 

COMMON 

12 

EQUITY 

PRICE- 

MONTHS' 

12  MONTHS 

EARNINGS 

EARNINGS 

ENDING 

RATIO 

PER 

6-30 

7-25 

SHARE 

|  INDUSTRIES  CYT 
HEMICALDOW 
TDD 

(H.B.)FULL(" 
(W.R.)  GRA 

LAKES  CHEMICAL  GLK 
IATIONAL  FLAVORS  &  FRAGRANCES 
OLLZ 

XLS  TECHNOLOGIES  MTX 
iNTO  MON 
IRPX 

MAN(A.)SHLM(4) 
NT  TECHNOLOGIES  SXT 


CONGLOMERATES 


350.9 

7217.0" 

6700.0** 

482.4 

319.4 

473.4 

408.5 

IFF  475.3 

508.4 

186.8 

1580.0 

1307.0 

259.6 

239.6 


-1 

-2 

-4 

-8 

-3 

5 

1 

0 

4 

9 

-21 

-1 

3 

17 


668.9 

13479.0 

12842.0 

916.6 

612.6 

886.9 

713.5 

922.2 

975.9 

365.8 

2801.0 

2539.0 

473.2 

452.7 


-8 
-8 

-7 

-6 

-4 

5 

-5 

-4 

4 

9 

-16 

-4 

-4 

13 


21.4 

238.0 

J43.0 

19.2 

7.9 

21.2 

22.1 

45.4 

34.5 

14.0 

147.0 

150.0 

11.7 

21.2 


-8 

238.0 

-15 

-7 

543.0 

NM 

-6 

19.2 

NM 

-4 

7.9 

-33 

5 

21.2 

-8 

-5 

22.1 

NM 

-4 

45.4 

38 

4 

34.5 

8 

2 
5 
VI 
VI 
3 
8 
VI 
8 
8 
35 
-62 
19 
80 
16 


28.4 

276.0 

1022.0 

28.2 

8.6 

33.6 

27.2 

87.3 

64.3 

27.5 

233.0 

277.0 

16.2 

38.1 


-25 

NM 

277 

NM 

-51 

-11 

NM 

64 

27 

25 

-47 

10 

104 

30 


6.1 
3.3 
8.1 
4.0 
2.5 
4.5 
5.4 
9.5 
6.8 
7.5 
9.3 
11.5 
4.5 
8.8 


5.9 
3.8 
NM 
NM 
3.6 
5.1 
NM 
6.9 
6.6 
6.1 
19.3 
9.6 
2.6 
9.0 


8.4 
2.9 

36.3 

2.8 

8.2 

NM 

-17.6 

25.8 

12.7 
9.6 
1.5 

17.8 
7.9 

15.6 


ONSUMER  PRODUCTS 


TRY  COMPOSITE  77246.6 


152046.9 


8437.1 


18      15562.7 


20 


10.9 


9.9 


30.0 


19 

92 

8 

NM 

22 

2 

NM 
19 
14 
14 
45 
19 
21 
13 


19 


1.38 
0.32 
4.96 
0.14 
1.28 
1.13 
-2.56 
1.56 
2.08 
2.72 
0.31 
2.77 
0.91 
1.55 


TRY  COMPOSITE 

58520.1 

1 

112417.3 

-1 

5191.3 

-2 

6961.3 

611 

8.9 

9.2 

16.4 

19 

1.24 

R  INTERNATIONAL  AXE 

617.3 

-26 

1232.0 

-28 

12.8 

-32 

22.3 

-44 

2.1 

2.2 

2.7 

50 

0.41 

AL  ELECTRIC  GE 

33128.0" 

4 

63594.0 

2 

4426.0 

14 

7944.0 

15 

13.4 

12.2 

27.5 

18 

1.51 

WELL  INTERNATIONAL  HON 

5651.0 

-7 

10850.0 

-10 

459.0 

818 

835.0 

818 

8.1 

0.8 

6.8 

39 

0.78 

FFICE  SOLUTIONS  IKN  (3) 

1218.6 

-7 

2438.8 

-9 

43.1 

66 

78.4 

84 

3.5 

2.0 

4.4 

19 

0.42 

MERICAS  PAS 

JNTXT 

RW 

302.4 
884.7 
2824.0" 
4269.0 

-6 

587.8 

-6 

26.4 

-28 

44.9 

78.2 

162.0 

202.0 

-33 

62 

-32 

910 

8.7 

11.5 

11.5 
8.0 
2.2 

23 
18 
62 

0.72 

3 
-14 

7 

1621.6 
5242.0 
8119.0 

4 

-17 

3 

54.8 

55 

6.2 

4.1 

0.78 

105.0 
124.0 

-17 

NM 

3.7 
2.9 

3.8 
NM 

0.61 

11.2 

31 

1.66 

NTERNATIONAL  TYC  (31 

9123.7 

5 

17785.2 

2 

-84.1 

NM 

-2443.2 

NM 

NM 

12.8 

1.4 

39 

0.21 

R  INDUSTRIES  WLT 

501.4 

-3 

946.9 

-3 

24.2 

69 

37.7 

91 

4.8 

2.8 

17.2 

9 

1.36 

2.06 


PAREL 

» COMPOSITE 

7902.5 

0 

15360.7 

-1 

441.9 

17 

747.1 

6 

NM 
-77 
15 
29 
-24 
NM 
-6 
11 
22 

5.6 

4.8 

14.1 

19 

NM 
29 
14 
20 
15 
36 
19 
15 
11 
15 
15 
27 
13 

1.73 

rfSH0E8WSm) 

OODKWD  m» 

AlBORNE  LIZ 

KE,7) 

D  INDUSTRIES  OXM  (7) 

PS-VAN  HEUSENPVH"" 

LVER  ZQK  (2) 

<  INTERNATIONAL  RBK 

ERS  U.S.A.  SKX 

i  RITE  SRR  (,) 

RLAND  TBL 

RINE  WORLD  WIDE  WWW 

446.7 
570.7 
789.5 

2682.2 
191.7 
349.4 
187.4 
717.4 
256.7 
156.5 
191.5 

1193.5" 
169.3 

2 

-20 

9 

8 

-11 
-5 
11 

1 

862.0 

1040.7 

1682.4 

4942.5 

341.2 

675.0 

334.4 

1453.4 

2 

-17 

7.6 
8.5 

19 

-66 

20 

28 

7 
NM 

-15.5 

5.4 

89.7 

334.7 
7.0 

-10.3 
16.5 
61.6 
41.5 
19.1 
13.9 

167.9 
15.5 

1.7 

1.5 

0.8 

4.6 

18.1 

17.4 

6.0 

3.5 

11.3 

13.8 

21.8 

7.3 

27.0 

9.1 

12.1 

0.10 
0.92 
1.92 
2.46 
1.40 
0.33 
1.11 
1.72 
1.40 
0.48 
2.35 
1.34 

1.5 
4.9 
7.8 
2.9 
NM 
7.2 
3.4 
8.3 

3.5 
4.5 
6.6 
2.4 
0.2 
8.2 
2.0 
7.3 

8 
6 

-17 
-9 

38.8 

208.4 

5.6 

-0.8 

14 
-2 

13.5 
24.6 

-4 
74 
26 
15 
-53 
28 
3 

11 

2 

-5 

501.6 
297.2 
417.2 

9 
-2 

-7 

21.3 

11.6 

4.9 

7 

-50 

14 

4 

7.4 
2.6 
7.4 
5.4 

6.5 
5.2 
5.2 
5.8 

-10 
12 

2466.5 
346.6 

-10 

88.9 

12 

9.1 

1.08 

•PUANCES  &  HOME  FURNISHINGS 

P  COMPOSITE                                  15953.9 
iTH  &  BEYOND  BBBY  (,0>                         776.8 
IUYB8Y(,0)                                             4586.0 
T  CITY  GROUP  CC  no)                            2118.2 
«FJC(4)                                                   170.7 
3UYSGGUY"0'                                          171.0 
ITY  FURNITURE  HVT                                 167.0 
0YLZB(8)                                                     596.1 
TT&PLATTLEG                                    1115.3 
S'N  THINGS  LIN                                        461.9 
»6MYG                                                  1193.0 
IMPORTS  PIR  "0)                                     384.4** 
SHACK  RSH                                             998.1 
POOLWHR                                               2737.0 
WS-SONOMAWSM""                             478.4 

14 

35 

24 

13 

-10 

0 

8 

1 

8 

19 

22 

18 

-4 

6 

15 

35780.1 

1655.9 
11566.0 

5509.9 
243.8 
430.2 
344.4 

15 

25 
26 

9 

-11 

NA 

6 

467.3 

46.3 
70.0 
17.5 
12.9 
-4.6 

49 

54 
27 
72 

1442.2 

129.0 
420.0 
170.2 

52 

37 
71 
53 
65 
NA 

2.9 

6.0 
1.5 
0.8 
7.6 
NM 
2.2 
4.2 

2.2 

5.2 
1.5 
0.5 
3.6 
NM 
1.7 
1.7 

15.1 

20.5 

21.9 

7.7 

-29.0 

-62.8 

12.4 

8.7 

11.2 

5.5 

119.1 

18.2 

25.5 

8.4 

22 

38 
17 
16 
NM 
NM 
10 
21 
20 
31 
11 
14 
25 
53 

1.13 

0.79 
1.81 
0.94 
-0.58 
-1.49 
1.20 
1.01 
1.09 
0.81 
2.93 
1.14 
1.00 
1.03 
0.77 

88 
NM 

11.0 
-21.9 

3.7 
24.9 

46 
141 

10.5 
46.5 

52 
76 
31 
58 
97 
46 
25 
38 
88 

1139.6 
2138.0 

918.8 
2370.6 

863.0 
2032.5 
5311.0 
1256.4 

0 

2 

20 
21 

14 

70.3 

5.6 

68.3 

22.2 

38 
165 
147 
80 
26 
-15 
NM 

126.5 
10.7 

126.4 
71.2 

109.4 

148.0 
84.8 

6.3 
1.2 
5.7 
5.8 
5.2 
2.3 
3.2 

4.9 
0.5 
2.8 
3.8 
4.0 
2.9 
0.1 

-7 

51.8 

4 
15 

63.0 
15.4 

16.3 

29 

AVERAGES 

P  COMPOSITE 

24303.2 

10 

44233.8 

9 

3285.5 

18 

5375.0 

16 

14 

13.5 

16.2 

12.6 

15.2 

12.2 

24.0 

1.9 

2.6 

29.5 

26 

1.60 

ISER-BUSCH  BUD 

Y-F0RMAN8F.B'8' 

COLAKO 

COLA  BOTTLING  CONSOLIDATED 

COLA  ENTERPRISES  CCE 

3626.1 

460.1" 
5368.0 
COKE      341.1 
4448.0 

5 

4 

15 

30 

6762.7 
964.0 

9447.0 
624.3 

4 

3 

10 

28 

9 

586.5 

51.2 

1290.0 

10.8 

215.0 

12 

-5 

15 

115 

105 

1042.6 
108.5 

2091.0 

14.2 

226.0 

45.0 
18.1 
35.9 
68.9 

7.1 

23 
19 
29 
21 
42 

2.05 

-2 

5 
339 

NM 

11.1 

24.0 

3.2 

4.8 

3.33 
1.64 
2.30 

9 

8090.0 

0.43 

. 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


CONSTELLATION  BRANDS  STZ  <10) 
COORS  (ADOLPH)  RKY 
PEPSI  BOTTLING  GROUP  PBG 
PEPSICO  PEP 


SALES 


2ND 

QUARTER 
2002 
SMIL. 


CHANGE 

FROM 

2001 

% 


6 

MONTHS 
2002 
SMIL. 


ihange 

FROM 

2001 

% 


PROFITS 

uiorikic  RETURN  ON 
IWAK<*'WS  COMMON 
2ND          CHANGE              6           CHANGE          2ND           2ND  EQUITY         PRICE- 
QUARTER        FROM           MONTHS        FROM         QUARTER    QUARTER  12  MONTHS    EARNINGS 
2002          2001             2002          2001           2002         2001        ENDING         RATIO 
SMIL.            %               SMIL.            %                %              %  6-30  7-25 


648.9 
1024.0 
2209.0 
6178.0 


9 

48 

7 

5 


1322.5 

1763.3 

3981.0 

11279.0 


16  37.4 

43  6,7.6 

7  139.0 

7  888.0 


57 
36 
20 
11 


65.9 

94.8 

193.0 

1539.0 


56 
39 
36 
13 


5.8 

6.6 

6.3 

14.4 


4.0 

7.2 

5.6 

13.6 


15.0 
15.3 
18.9 
28.2 


(D)  PERSONAL  CARE 

GROUP  COMPOSITE 
AVON  PRODUCTS  AVP 
COLGATE-PALMOLIVE  Cu 
DIAL  DL 
ECOLAB  ECL 
GILLETTE  G 
KIMBERLY-CLARK  KMB 


10429.6 
1527.2 
2297.0 
333.3 
839.2 
2024.0 
3408.9 


7 
4 
3 
6 
43 
5 
5 


20164.8 
2910.8 
4492.2 
640.7 
1625.3 
3756.0 
6739.8 


5 

3 
1 
5 
40 
6 
3 


1284.6 

154.9 
327.0 
33.4 
51.7 
293.0 
424.6 


13 

12 

14 

110 

7 
26 

2 


2404.7 

251.1 
616.7 
57.0 
88.7 
516.0 
875.2 


11 

14 
11 
86 
-4 
25 
3 


12.3 

10.1 
14.2 
10.0 
6.2 
14.5 
12.5 


11.6 

9.4 

12.8 

5.0 

8.2 

12.1 

12.8 


48.7 

NM 

385.1 

132.6 

19.0 

42.6 

28.5 


(E)  TOBACCO 

GROUP  COMPOSITE  18657.3 

PHILIP  MORRIS  MO  16520.0 

R.J.  REYNOLDS  TOBACCO  HOLDINGS  RJR  1705.0 

UST  UST  432.3 


CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 


14989.2 


1  36507.5 

1  32480.0 

0  3220.0 

6  807.5 

17  28275.0 


2  2957.8 

2  2610.0 

2  211.0 

3  136.8 

420.9 


17        5593.6         23 

14  4975.0  22 

66  378.0     '     67 


12 


28 


240.6 


287.6       -46 


15.9  13.7 

15.8  13.9 

12.4  7.5 

31.7  29.9 

2.8  2.6 


36.8 

46.1 

7.9 

78.2 

-0.4 


16 
14 
21 
26 


25 

24 
25 
19 
31 
33 
19 


10 

10 
8 
9 

NM 


(A)  GLASS,  METAL  A  PLASTIC 

GROUP  COMPOSITE  4320.5  1  8074.3  0  185.8  105  -79.3  NM  4.3  2.1  -42.6  NM 

BALL  BLL  1034.2  4  1910.1  4  49.9  NM  77.4  NM  4.8  NM  24.6  18 

CROWN  CORK  &  SEAL  CCK  1789.0  -5  3356.0  -5  39.0  680  -15.0  NM  2.2  0.3  NM  NM 

OWENS-ILLINOIS  01  1497.3  8  2808.2  4  96.9  -61  -141.7  NM  6.5  17.8  -10.3  NM 


(B)  PAPER 

GROUP  COMPOSITE 
BEMIS  BMS 
CHESAPEAKE  CSK 

GRAPHIC  PACKAGING  INTERNATIONAL 
GREIF  BROS.  GBCOA  (2) 
LONGVIEW  FIBRE  LFB  (2) 
MAIL-WELL  MWL 
MEADWESTVACO  MWV 
PACKAGING  CORP.  OF  AMERICA  PKG 
PACTIV  PTV 
POTLATCH  PCH 
ROCK-TENN  RKT  (3» 
SEALED  AIR  SEE 

SMURFIT-STONE  CONTAINER  SSCC 
SONOCO  PRODUCTS  SON 
TEMPLE-INLAND  TIN 


GPK 


10668.7 
584.8 
189.0 
263.9 
396.9 
183.3 
421.0 

2012.0 
447.4 
728.0 
333.2 
357.7 
786.3 

2051.0 
712.4 

1202.0 


25 

1 

1 

-7 

11 

-14 

-11 

NA 

-A 

0 

-1 

0 

3 

-3 

10 

13 


20200.7 
1137.5 

371.1 

527.6 

762.1 

360.8 

864.4 

3473.0 

862.1 

1375.0 

651.4 

705.8 

1532.4 

3981.0 

1366.6 

2230.0 


19 

-2 
-4 
-8 
32 
-17 
-10 
NA 
-6 
-2 

1 
-3 

1 
-7 

7 

5 


235.1 

44.0 

0.3 

2.8 

6.9 

0.0 

-28.8 

-8.0 

11.6 

60.0 

-6.6 

6.1 

66.0 

27.0 

37.7 

16.0 


-1 

24 
-88 
-24 
-70 

NM 
NM 

NA 
-63 

33 

NM 
-33 

68 

59 
123 
-45 


366.9 

78.9 

0.0 

7.8 

10.7 

-6.0 

-37.7 

-71.0 

21.2 

102.0 

-21.5 

17.7 

126.6 

36.0 

71.3 

31.0 


-14 

21 

NM 

5 

-83 

NM 

NM 

NA 

-64 

38 

NM 

8 

71 

0 

230 

-24 


2.2 

7.5 
0.2 
1.1 
1.7 
0.0 
NM 
NM 
2.6 
8.2 
NM 
1.7 
8.4 
1.3 
5.3 
1.3 


2.8 

6.1 
1.4 
1.3 
6.4 
2.0 
NM 
NA 
6.7 
6.2 
NM 
2.6 
5.2 
0.8 
2.6 
2.7 


4.9 

16.3 

1.6 
-0.8 

6.4 

1.5 

-20.6 

-0.7 

8.9 

11.2 

-11.6 

9.2 
18.3 

3.0 
16.3 

5.3 


29 

16 
43 

NM 
15 
69 

NM 
NA 
27 
15 

NM 
11 
20 
47 
16 
25 


8     DISCOUNT  &  FASHION  RETAILING                                                                                                                                                   1 

INDUSTRY  COMPOSITE 

178965.0 

9 

390172.3 

7 

4033.4 

20 

9675.7 

2 

2.3 

2.1 

11.2 

32 

ABERCROMBIE  &  FITCH  ANP  "" 

312.8 

19 

779.4 

11 

23.3 

13 

102.5 

5 

7.4 

7.8 

27.7 

13 

; 

ALBERTO-CULVER  ACV  (3) 

681.1 

13 

1338.8 

12 

36.4 

25 

69.1 

26 

5.3 

4.8 

15.8 

21 

r 

AMAZON.COM  AMZN 

805.6 

21 

1653.0 

21 

-93.6 

NM 

-117.5 

NM 

NM 

NM 

NM 

NM 

: 

AMERICAN  EAGLE  OUTFITTERS  AEOS  "" 

277.9 

10 

742.2 

10 

12.7 

-18 

56.6 

-12 

4.6 

6.2 

19.8 

12 

l 

AMES  DEPARTMENT  STORES  AMESQ  m) 

567  9" 

-28 

1545.3 

-27 

-49.1 

NM 

-221.9 

NM 

NM 

NM 

NM 

NM       -'< 

ANNTAYLOR  STORES  ANN  «"> 

345.4** 

12 

716.8 

10 

20.9 

91 

20.6 

40 

6.1 

3.6 

6.0 

27 

- 

AUTOZONE  AZO  (4) 

1224.8 

7 

2306.1 

9 

102.3 

61 

166.1 

74 

8.4 

5.6 

35.7 

27 

BARNES  &  NOBLE  BKS  "" 

1133.1 

12 

2948.3 

13 

-16.3 

NM 

67.6 

NM 

NM 

NM 

6.0 

28 

; 

BIG  LOTS  BLI  "" 

904.1 

17 

2042.4 

8 

12.2 

NM 

10.3 

-85 

1.4 

0.0 

-1.8 

NM 

BJ'S  WHOLESALE  CLUB  BJ  ,n> 

1291.8 

11 

2834.9 

6 

23.1 

0 

79.4 

2 

1.8 

2.0 

11.9 

30 

■ 

BON-TON  STORES  BONT"" 

151.1" 

1 

397.7 

-5 

-4.4 

NM 

10.4 

-14 

NM 

NM 

3.4 

10 

1 

BORDERS  GROUP  BC  = 

? 

1956.2 

2 

3.9 

NM 

113.2 

99 

0.5 

NM 

11.4 

12 

1 

BUILDING  MATERIALS  HOLDING  BMHC 

547.7 

11 

7.3 

3 

7.9 

-14 

2.4 

2.6 

8.1 

7 

; 

CATOCTR1") 

201  6" 

391.3 

4 

18.3 

15 

29.5 

20 

9.1 

8.6 

18.1 

12 

. 

CDW  COMPUTER  CENTERS  CDWC 

1055.8 

6 

2059.7 

4 

44.1 

2 

84.8 

2 

4.2 

4.3 

19.9 

25 

* 

CHARMING  SHOPPESCHRS"" 

630.6 

60 

1277.7 

54 

16.3 

95 

-11.5 

NM 

2.6 

2.1 

0.6 

NM 

r 

CHILDREN'S  PLACE  RETAIL  STORt 

<">    173  0 

8 

371.8 

8 

15.2 

19 

34.1 

23 

8.8 

8.0 

21.0 

13 

t 

CLAIRES  STORES  CLE"" 

210.4 

-1 

490.8 

-3 

8.3 

-10 

38.1 

-4 

3.9 

4.3 

9.7 

21 

■ 

COLE  NATIONAL  CNJ(1" 

290.1 

7 

586.3 

3 

2.9 

349 

8.2 

88 

1.0 

0.2 

4.6 

31 

' 

COSTCO  WHOLESALE  COST <4) 

8616.7" 

12 

17999.6 

12 

130.4 

24 

322.9 

15 

1.5 

1.4 

11.9 

25 

\i 
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IPORATE  SCOREBOARD  ■■ 

PANY  SYMBOL                                    SALES 

PROFITS 

2ND         CHANGE 
QUARTER        FROM 
2002           2001 
SMIL            % 

6 

MONTHS 

2002 

SMIL. 

CHANGE 

FROM 

2001 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2002          2001 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-25 

2ND 

QUARTER 

2002 

SMIL. 

CHANGE 
FROM 
2001 

% 

e 

MONTHS 
2002 
SMIL. 

CHANGE 

FROM 

2001 

% 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

| 

UTOCAO""                                              375.6 

5 

709.6 

0 

3.4 

50 

5.0 

NM 

0.9 

0.6 

-8.1 

NM 

-0.52 

WSDDS""                                            1972.8** 

0 

4567.9 

-3 

57.8 

124 

158.5 

87 

2.9 

1.3 

3.6 

20 

1.16 

R  GENERAL  DG  (,,)                                   1389  4 

16 

2975.4 

13 

45.9 

27 

143.4 

NM 

3.3 

3.0 

20.0 

26 

0.65 

iBARNDBRN'5'                                         177.1 

7 

348.4 

6 

9.5 

55 

16.6 

16 

5.4 

3.7 

10.4 

15 

0.87 

RONICS  BOUTIQUE  HOLDINGS  ELBO  ""  217  7 

21 

708.2 

38 

0.6 

NM 

18.4 

58 

0.3 

NM 

8.3 

33 

0.73 

i  DOLLAR  STORES  FDO  <4)                      1022. 1 

15 

2127.2 

11 

61.1 

14 

124.8 

10 

6.0 

6.0 

18.6 

26 

1.21 

NAL  FAST                                                233.5 

13 

448.1 

9 

21.1 

11 

38.8 

-2 

9.0 

9.2 

15.0 

42 

0.92 

ATED  DEPARTMENT  STORES  FD  »"       3453.0** 

-3 

8585.0 

-6 

89.0 

53 

399.0 

-13 

2.6 

1.6 

9.7 

14 

2.73 

UINEFINL"01                                              170.6 

6 

372.1 

5 

3.7 

219 

12.7 

NM 

2.2 

0.7 

8.4 

17 

0.85 

i  ENTERPRISES  FN LY  (,,)                           187.4 

-3 

575.4 

-6 

-0.4 

NM 

24.2 

-12 

NM 

NM 

13.9 

8 

1.98 

COCKER  Z(1"                                        1090.0 

2 

2245.0 

-4 

38.0 

19 

80.0 

8 

3.5 

3.0 

11.4 

13 

0.80 

TARFTS                                                  593.1 

-9 

1146.9 

-2 

5.3 

-67 

-0.8 

NM 

0.9 

2.5 

-12.5 

NM 

-1.80 

iFRED""                                                  258.4 

25 

532.4 

18 

6.3 

51 

14.5 

42 

2.4 

2.0 

9.5 

32 

0.87 

PS1"1                                                      2890.8 

-9 

6980.5 

-10 

36.7 

-68 

2.5 

-99 

1.3 

3.6 

-2.8 

NM 

-0.11 

SPORTS  GRTS""                                    245.0 

51 

561.0 

42 

2.6 

328 

10.3 

-17 

1.1 

0.4 

7.2 

24 

0.88 

iCOGCO""                                                190.6 

11 

413.2 

7 

8.2 

-2 

24.0 

16 

4.3 

4.9 

23.2 

13 

1.53 

n  FAMILY  CLOTHING  GDYS  (,,)                283.5 

8 

646.6 

-3 

5.6 

NM 

-2.1 

NM 

2.0 

NM 

-6.2 

NM 

-0.40 

.CHALKS  GOT  ""                                        152.8 

-5 

396.0 

-6 

-2.7 

NM 

8.2 

41 

NM 

NM 

2.4 

11 

0.22 

DEPOT  HD°"                                     14282.0 

17 

27770.0 

23 

856.0 

35 

1566.0 

43 

6.0 

5.2 

17.1 

21 

1.38 

N STORES  JAS.A""                                   372.4 

13 

870.6 

5 

8.7 

NM 

27.6 

NM 

2.3 

NM 

0.1 

NM 

-0.05 

TKM(n)                                                   7639.0 

-8 

18517.0 

-7 

-1449.0 

NM 

-3191.0 

NM 

NM 

NM 

NM 

NM 

-7.61 

5KSS""                                                  1870.6 

26 

4594.8 

24 

106.6 

42 

340.4 

34 

5.7 

5.0 

17.9 

42 

1.53 

I'END  LE  tn>                                            341.2 

10 

937.2 

10 

16.5 

182 

62.4 

66 

4.8 

1.9 

18.6 

NA 

2.56 

ED  BRANDS  LTD  (,,)                                2027.0 

-5 

5165.0 

-9 

50.0 

61 

377.0 

40 

2.5 

1.5 

12.0 

14 

1.22 

SLOW11"                                                6470.6 

23 

11724.1 

19 

345.8 

54 

564.2 

54 

5.3 

4.3 

16.2 

24 

1.46 

DEPARTMENT  STORES  MAY  ""               3169.0** 

1 

7816.0 

-4 

70.0 

-36 

501.0 

-20 

2.2 

3.5 

16.8 

14 

2.11 

WEARHOUSEMW""                               303.9 

0 

689.6 

-8 

10.5 

-18 

26.8 

-48 

3.4 

4.2 

7.8 

21 

0.99 

lELS  STORES  MIK(1n                               603.2 

15 

1511.2 

13 

20.7 

184 

84.2 

47 

3.4 

1.4 

12.5 

22 

1.56 

N  MARCUS  GROUP  NMG.A  l5)                  692.7** 

-1 

1600.8 

-1 

47.0 

23 

71.3 

-9 

6.8 

5.5 

7.0 

18 

1.53 

NTS  ONLY  STORES  NDN                           167.9 

23 

331.0 

27 

13.5 

24 

26.0 

24 

8.1 

8.0 

16.0 

31 

0.76 

JTROMJWN""                                      1279.1" 

2 

2939.2 

0 

-11.2 

NM 

39.5 

-24 

NM 

2.0 

6.9 

32 

0.57 

;  DEPOT  ODP                                               2644.3 

4 

5684.9 

2 

56.9 

36 

159.7 

62 

2.2 

1.6 

12.3 

15 

0.83 

•MAXOMX""                                        1180.6 

-1 

2455.0 

-6 

63.5 

NM 

-179.6 

NM 

5.4 

NM 

-29.8 

NM 

-2.00 

LY  AUTOMOTIVE  OR  LY                               343.2 

22 

638.7 

23 

22.5 

25 

39.2 

29 

6.6 

6.4 

12.5 

19 

1.41 

C  SUNWEAR  OF  CALIFORNIA  PSUN  ""    161.7 

17 

369.3 

16 

3.3 

234 

17.4 

16 

2.0 

0.7 

11.8 

21 

0.91 

SSSHOESOURCEPSS""                        738.2 

-4 

1380.5 

-6 

23.9 

-20 

-10.1 

NM 

3.2 

3.9 

7.8 

26 

1.71 

NNECTION  PCCC                                      292.2 

-2 

528.3 

-12 

0.3 

-77 

-1.8 

NM 

0.1 

0.5 

1.1 

81 

0.06 

.LL  MALL                                                    204.9 

19 

396.5 

7 

0.5 

-22 

0.8 

-55 

0.2 

0.3 

9.8 

8 

0.34 

:Y  (J.C.)  JCP  n"                                       7728.0 

3 

17270.0 

1 

86.0 

110 

181.0 

NM 

1.1 

0.5 

2.2 

37 

0.47 

JYS-MANNY,  MOE  &  JACK  PBY  ""           559.0 

1 

1067.2 

-3 

13.6 

49 

17.3 

66 

2.4 

1.7 

6.5 

16 

0.78 

ANIMAL  SUPPLIES  PETC  " "                  349.2 

15 

712.9 

10 

-7.2 

NM 

-18.1 

NM 

NM 

NM 

NM 

16 

1.32 

1ART  PETM  "■'                                           645.8 

11 

1383.6 

16 

22.1 

NM 

51.8 

NM 

3.4 

0.1 

11.4 

30 

0.47 

SMART  PSMT(4)                                       162.7 

36 

336.4 

38 

1.4 

NM 

3.1 

50 

0.8 

NM 

3.0 

48 

0.65 

STORES  ROST""                                      819.6 

22 

1668.0 

15 

47.7 

37 

97.6 

22 

5.8 

5.1 

29.8 

18 

2.08 

SKSm)                                                    1426.2** 

-3 

3338.2 

-7 

19.8 

25 

74.1 

4 

1.4 

1.1 

-0.5 

NM 

-0.10 

i,  ROEBUCKS                                         10142.0 
WIN-WILLIAMS  SHW                               1453.2 

0 

19179.0 

1 

420.0 

NM 

738.0 

NM 

4.1 

NM 

24.5 

10 

4.61 

3 

2602.4 

1 

107.5 

19 

142.3 

12 

7.4 

6.4 

21.8 

15 

1.80 

(0  STORES  SK0(1"                                    731.9 

-7 

1738.5 

-10 

0.5 

NM 

35.4 

NM 

0.1 

NM 

4.7 

15 

1.14 

S  AUTHORITY  TSA""                             354.5 

4 

756.2 

0 

1.7 

NM 

17.3 

153 

0.5 

NM 

12.7 

13 

0.60 

STORES  STGS  ""                                     206.7 

6 

475.3 

-2 

17.8 

181 

33.6 

NM 

8.6 

3.2 

0.0 

NA 

NA 

lESSPLS""                                             2744.8 

3 

5674.0 

-2 

93.9 

138 

187.7 

NM 

3.4 

1.5 

14.5 

23 

0.69 

TSTLB""                                                 391.3** 

-2 

824.5 

-6 

35.0 

-13 

67.5 

-8 

8.9 

10.0 

20.9 

14 

1.96 

TTGT""                                                    9594.0** 

15 

22831.0 

11 

345.0 

36 

1008.0 

25 

3.6 

3.0 

17.9 

21 

1.60 

IYTIF""                                                       347.1** 

3 

912.9 

0 

32.7 

6 

115.5 

0 

9.4 

9.1 

16.2 

20 

1.17 

2665.7 

17 

5874.4 

17 

147.1 

19 

302.4 

17 

5.5 

5.4 

40.8 

18 

1.02 

PO""                                                             158.6 

16 

350.4 

9 

5.8 

53 

30.7 

25 

3.7 

2.8 

30.4 

20 

1.29 

R' US  TOY""                                          2095.0 

2 

6854.0 

0 

-4.0 

NM 

154.0 

-34 

NM 

NM 

2.3 

35 

0.39 

TOR  SUPPLY  TSCO                                      392.0 

47 

585.9 

36 

17.3 

11 

13.3 

-3 

4.4 

5.8 

12.8 

21 

2.67 

CITY  DEPARTMENT  STORES  VCD""       588.1 

10 

1227.8 

2 

-2.7 

NM 

-11.4 

NM 

NM 

NM 

-10.8 

NM 

-0.70 

AART  STORES  WMT""                          54960.0 

14 

119170.0 

14 

1652.0 

20 

3840.0 

13 

3.0 

2.9 

19.4 

30 

1.55 

EALWTSLA""                                          156.6 

14 

338.1 

8 

8.7 

63 

24.0 

32 

5.6 

3.9 

15.8 

16 

1.12 

SWIKS                                                      234.6 

-14 

420.4 

-8 

2.3 

138 

-1.5 

NM 

1.0 

0.4 

-12.0 

NM 

-0.37 

1C (S)                                                             444.4 

6 

1336.9 

4 

7.7 

120 

102.6 

37 

1.7 

0.8 

10.8 

10 

2.92 

LECTRICAL  &  ELECTRONICS 

STRY  COMPOSITE                           44586.9 

-2 

86826.7 

-10 

-2965.1 

NM 

-3346.1 

NM 

NM 

NM 

-11.1 

NM 

-0.75 

XCTRICAL  PRODUCTS 

P  COMPOSITE                                      4402.4 
1  BRANDS  AYI  (4>                                       507.6 

11 

8453.6 

8 

265.3 

262 

478.4 

79 

6.0 
2.9 

1.8 

1.5 

11.6 

11.0 

18 

NA 

1.60 

1 

975.8 

0 

14.6 

94 

25.1 

22 

NA 

:KAME                                                       267.4 

2 

531.0 

1 

21.3 

14 

41.0 

11 

8.0 

7.1 

19.8 

15 

2.10 

■maan 

Busin 

essWeek  /  Auhu 

CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 

2002 

{MIL 

CHANGE 

FROM 

2001 

% 

6 
MONTHS 

2002 
SMIL. 

CHANGE 

FROM 

2001 

% 

2ND 

QUARTER 
2002 

SMIL 

CHANGE 

FROM 

2001 

% 

6 

MONTHS 

2002 

SMIL. 

CHANGE 

FROM 

2001 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2002         2001 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE-      1 
EARNINGS   f 
RATIO 
7-25 

GENLYTE  GROUP  GLYT 

247  8 

-4 

479.8 

-4 

10.7 

17 

19.4 

15 

4.3 

3.6 

14.6 

12            |* 

HUBBELL  HUB  B 

414.1 

21 

715.8 

4 

30.8 

41 

50.3 

17 

7.4 

6.4 

7.4 

30 

REGAL-BELOITRBC 

154.9 

-10 

305.3 

-13 

7.0 

33 

12.8 

15 

4.5 

3.1 

5.7 

20             fSi 

ROCKWELL  AUTOMATION  ROK  (3> 

995.0 

-3 

1953.0 

-11 

90.0 

NM 

148.0 

236 

9.0 

NM 

12.0 

17 

SMITH  (A.O.)  AOS 

386.3 

25 

758.2 

21 

18.0 

68 

30.1 

57 

4.7 

3.5 

4.2 

30 

SPX  SPW 

1257.5 

38 

2388.0 

50 

58.3 

335 

123.4 

153 

4.6 

1.5 

14.0 

16 

;:: 

WOODWARD  GOVERNOR  WGOV  (3) 

171.9 

-6 

346.8 

-2 

14.6    ' 

6 

28.2 

7 

8.5 

7.5 

16.4 

10 

(B)  ELECTRONICS 
GROUP  COMPOSITE 
ANDREW  AN  DW(3) 

12424.0 

214.9 

-4 

-12 

23660.7 

-9 

-2452.0 

NM 

-84 

-3045.6 

5.3 

NM 

NM 

NM 

-24.0 

NM 

21 

1 

M 

414.6 

-14 

2.0 

-74 

0.9 

5.0 

4.5 

»_ 

ARRIS  GROUP  ARRS 

194.1 

10 

385.7 

-1 

-40.7 

NM 

-42.6 

NM 

NM 

NM 

-45.9 

NM 

AVAYA  AV  (3> 

1219.0 

-29 

2498.0 

-30 

-37.0 

NM 

-100.0 

NM 

NM 

1.4 

-45.9 

NM 

CHECKPOINT  SYSTEMS  CKP 

160.9 

-1 

304.4 

-7 

6.0 

-3 

10.1 

4 

3.7 

3.8 

2.5 

48 

r... 

HARRIS  HRS  (6) 

497.6 

-6 

980.9 

-3 

26.6 

-9 

49.1 

22 

5.3 

5.5 

7.2 

26 

F: 

HUGHES  ELECTRONICS  GMH 

2209.7 

11 

4247.9 

10 

-155.1 

NM 

-311.5 

NM 

NM 

NM 

-8.2 

NM 

p 

L-3  COMMUNICATIONS  HOLDINGS  LLL 
MOTOROLA  MOT 

955.2 
6741.0 

70 
-10 

1652.0 
12762.0 

61 
-16 

41.5 
-2321.0 

78 
NM 

70.8 
-2770.0 

89 

4.3 

4.1 
NM 

7.1 
-49.0 

25 

NM 

4 

V 

"  NM 

NM 

III 

UTSTARCOM     '\ 

231.5 

65 

415.2 

60 

25.7 

110 

43.3 

100 

11.1 

8.8 

10.3 

23             [ 

(C)  INSTRUMENTS 

GROUP  COMPOSITE 
AGILENT  TECHNOLOGIES  A  (2) 

4777.1 

-16 

9227.9 

-22 

-37.6 

-247.0 

NM 

-190.1 

NM 

NM 

NM 

NM 

5.6 

-5.1 

NM        4 
NM 

1457.0 

-39 

2883.0 

-42 

NM 

-564.0 

3.7 

-24.0 

■1 

APPLIED  BIOSYSTEMS  GROUP  ABI ,6) 

417.3 

3 

826.3 

-2 

38.2 

-20 

87.3 

-17 

9.2 

11.8 

14.4 

20 

DANAHER  DHR 

1146.3 

20 

2150.5 

10 

103.7 

10 

186.4 

5 

9.0 

9.9 

11.2 

29 

MILLIPORE  MIL 

176.1 

5 

342.8 

4 

22.4 

9 

42.0 

52 

12.7 

12.2 

33.4 

18 

PERKINELMER  PKI 

335.7 

4 

637.3 

-1 

3.7 

-82 

-16.1 

NM 

1.1 

6.6 

-4.5 

NM 

TEKTRONIX  TEK  (7> 
TERADYNE  TER 

208.5 
309.9 

-32 

-15 

412.1 
557.9 

-35 
-43 

4.8 
-50.7 

-86 
NM 

15.2 

-80 

2.3 

NM 

11.5 
NM 

3.3 
-20.5 

50 
NM 

-127.9 

NM 

i 

THERMO  ELECTRON  TMO 

509.1 

-6 

1000.4 

-10 

49.5 

425 

113.9 

264 

9.7 

1.7 

6.6 

21 

WATERS  WAT 

217.2 

5 

417.5 

2 

37.9 

-4 

73.1 

-6 

17.5 

19.0 

16.2 

25                ,:• 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  COMPOSITE                                  22983.3 
ADVANCED  MICRO  DEVICES  AMD                        600.3 

0 

45484.4 

-11 

-31 

-740.7 

-184.9 

NM 

NM 

-588.8 

-194.1 

NM 

NM 

NM 

NM 

NM 

1.8 

-10.1 

1 

NM        -    J 

-39 

1502.4 

-11.3 

NM              If 

AGERE  SYSTEMS  AGRA  l3) 

560.0 

-40 

1111.0 

-48 

-332.0 

NM 

-551.0 

NM 

NM 

NM 

NM 

NM 

[_ 

ALTERA  ALTR 

178.9 

-17 

350.9 

-30 

21.7 

NM 

40.7 

NM 

12.1 

NM 

2.5 

NM 

v< 

AMPHENOL  APH 

270.9 

-1 

526.8 

-11 

20.0 

-11 

37.2 

-27 

7.4 

8.2 

44.1 

23 

> 

ANALOG  DEVICES  ADI (2) 

413.4 

-31 

806.3 

-41 

14.4 

-86 

39.1 

-87 

3.5 

17.0 

3.5 

89 

ATMEL  ATML 

314.8 

-14 

590.5 

-34 

-478.9 

NM 

-523.3 

NM 

NM 

NM 

-95.6 

NM 

L 

AVX  AVX  ,9) 

294.9 

-19 

570.0 

-41 

1.3 

-96 

-0.8 

NM 

0.4 

8.1 

-2.4 

NM          -     ;; 

BENCHMARK  ELECTRONICS  BHE 

404.4 

27 

733.6 

-2 

8.3 

NM 

13.6 

351 

2.0 

NM 

-9.2 

NM          -    » 

BROADCOM  BRCM 

258.2 

22 

497.0 

-5 

-129.4 

NM 

-295.5 

NM 

NM 

NM 

-68.1 

NM 

I 

CYPRESS  SEMICONDUCTOR  CY 

202.1 

9 

395.3 

-12 

-28.1 

NM 

-67.9 

NM 

NM 

NM 

-56.7 

NM          -    . 

FAIRCHILD  SEMICONDUCTOR  INTL.  PCS 
INTEL  INTC 

360.5 
6319.0 

-3 

0 

697.4 
13100.0 

-8 
1 

-13.0 
446.0 

NM 
128 

-10.3 
1382.0 

NM 
103 

NM 

NM 

-3.8 
5.6 

NM 
58 

1 

7.1 

3.1 

[ 

JABIL  CIRCUIT  JBL(4) 

850.6 

-19 

1672.7 

-26 

20.8 

11 

24.5 

-59 

2.4 

1.8 

2.9 

73 

r 

LSI  LOGIC  LSI 

437.8 

-6 

850.3 

-13 

-62.3 

NM 

-234.0 

NM 

NM 

NM 

-38.0 

NM 

r 

MICROCHIP  TECHNOLOGY  MCHP  (9> 

159.7 

15 

308.6 

6 

21.7 

0 

48.0 

41 

13.6 

15.7 

8.5 

48 

i 

MICRON  TECHNOLOGY  MU  (4) 
MOLEX  MOLX  '6' 

771.2 
456.3 

-6 
-11 

1417.1 
864.6 

-25 
-22 

-24.2 
27.3 

NM 
152 

-54.6 
47.0 

NM 

NM 
6.0 

NM 
2.1 

-13.0 
4.2 

NM 

70 

,i 

-34 

." 

NATIONAL  SEMICONDUCTOR  NSM  "> 

419.5 

5 

789.0 

-10 

17.1 

NM 

-20.7 

NM 

4.1 

NM 

-6.8 

NM 

t 

NVIDIA  N. 'DA"" 

582.9 

142 

1086.6 

136 

83.2 

212 

159.3 

172 

14.3 

11.1 

27.0 

11 

■: 

ON  SEMICONDUCTOR  ONNN 

277.7 

-11 

546.8 

-19 

-25.3 

NM 

-75.3 

NM 

NM 

NM 

NM 

NM 

' 

PLEXUS  PLXS  (3' 

234.7 

-7 

465.9 

-13 

0.7 

-91 

-1.5 

NM 

0.3 

2.9 

0.8 

NM 

- 

SANMINA-SCI  SANM  ,3) 

2617.6 

237 

5028.9 

156 

-5.0 

NM 

-44.3 

NM 

NM 

3.9 

-4.3 

NM 

r 

SOLECTRON  SLR  ,4) 
STONERIDGE  SRI 

3032.8 
172.0 

-24 
13 

6007.4 
329.8 

-36 

7 

-287.0 
10.4 

NM 
577 

-444.1 

NM 

NM 
6.1 

NM 
1.0 

-10.1 
7.0 

NM 
27 

1 

16.0 

248 

1 

TEXAS  INSTRUMENTS  TXN 

2162.0 

6 

3989.0 

-13 

95.0 

NM 

57.0 

73 

4.4 

NM 

-1.6 

NM         -t 

THOMAS  &  BETTS  TNB 

341.3 

-11 

683.3 

-13 

0.4 

NM 

-11.3 

NM 

0.1 

NM 

-21.9 

NM 

XILINX  XLNX  (9) 

289.9 

0 

563.4 

-19 

41.0 

122 

75.3 

NM 

14.1 

6.4 

-4.8 

NM 

: 

B I'M  |J»TtT>M 

INDUSTRY  COMPOSITE 

86148.8 

5 

166410.6 

3 

3110.1 

56 

6000.2 

39 

3.6 

2.4 

15.1 

20         1 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE 
INTERNATIONAL  MULTIFOODS  IMC  ("» 

7866.3 

7796 

-11 

14492.9 

-10 

95.4 

41 

146.3 

NM 

1.2 

0.8 

10.8 

14          1 

17 

1548.5 

15 

4.9 

135 

9.8 

104 

0.6 

0.3 

5.2 

39 

NASH  FINCH  NAFC 

937.1" 

-1 

1857.9 

0 

8.1 

53 

13.9 

63 

0.9 

0.6 

12.2 

11 

SUPERVALU  SVU  "01 

5849.2 

-16 

10500.6 

-15 

77.2 

35 

112.1 

NM 

1.3 

0.8 

11.3 

12 

UNITED  NATURAL  FOODS  UNFI <5) 

300.4 

16 

585.8 

16 

5.3 

61 

10.5 

78 

1.8 

1.3 

11.1 

20           ( 
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IRATE  SCOREBOARD 


ANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 

2002 

$Mll. 

CHANGE 

FROM 

2001 

% 

6 

MONTHS 

2002 

$  MIL 

CHANGE 
FROM 
2001 

% 

2ND 

QUARTER 
2002 

SMIL. 

CHANGE 

FROM 

2001 

% 

6 
MONTHS 

2002 
SMIL. 

CHANGE 

FROM 

2001 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2002         2001 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-25 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

ft)  PROCESSING 

COMPOSITE 

DANIELS  MIDLAND  ADM  <6> 

39172.7 

7068.8 

11 

32 

76985.4 

12395.2 

10 

18 

2033.2 

112.3 

72 

100 

3948.5 

229.5 

43 

5.2 

3.4 

14.6 

7.9 

22 

15 

1.43 

54 

1.6 

1.1 

0.78 

BG 

3103.0 

15 

5787.0 

12 

50.0 

117 

86.0 

353 

1.6 

0.9 

13.9 

9 

2.27 

ILL  SOUP  CPB  <5) 

1371.0 

8 

3181.0 

5 

96.0 

-21 

299.0 

-24 

7.0 

9.6 

652.5 

18 

1.27 

tA  FOODS  CAG  "> 

6413.5 

0 

12658.2 

-1 

192.2 

58 

363.0 

53 

3.0 

1.9 

18.2 

16 

1.47 

RODUCTS  INTERNATIONAL  CPO 

486.2 

1 

918.2 

-2 

18.6 

22 

29.9 

7 

3.8 

3.2 

7.1 

16 

1.64 

I0D  DOL 

1118.2 

-1 

2177.6 

1 

66.8 

101 

123.1 

96 

6.0 

3.0 

2.5 

75 

0.38 

"S  GRAND  ICE  CREAM  DRYR 
,L  MILLS  GIS  m 

376.8 
2324.0 

12 
76 

667.2 
5428.5 

16 
80 

11.7 
57.0 

66 
-61 

13.0 

398 

3.1 
2.5 

2.1 
11.1 

8.7 
12.9 

NM 
29 

0.52 

139.5 

-54 

1.35 

|H.J.)  HNZ  (8) 

2574.4 

5 

5125.7 

8 

223.5 

NM 

425.2 

323 

8.7 

NM 

60.7 

15 

2.36 

;y  FOODS  HSY 

823.5 

1 

1812.0 

0 

63.1 

20 

150.2 

14 

7.7 

6.4 

17.5 

48 

1.64 

L  FOODS  HRL  (2) 

954.6 

-1 

1937.6 

5 

32.7 

-16 

83.1 

3 

3.4 

4.0 

17.6 

17 

1.32 

TATE  BAKERIES  IBC(" 

833.0 

2 

1886.5 

2 

22.0 

46 

38.7 

70 

2.6 

1.9 

23.2 

19 

1.36 

:00DS  KFT 

7513.0 

1 

14660.0 

0 

901.0 

78 

1594.0 

92 

12.0 

6.8 

10.6 

24 

1.53 

MICKMKC'" 

552.6 

4 

1071.5 

4 

33.6 

26 

67.5 

27 

6.1 

5.0 

29.7 

21 

1.15 

A'S  PRIDE  CHX  (3) 

637.1 

-1 

1237.9 

4 

3.3 

-87 

4.5 

-71 

0.5 

3.9 

7.9 

14 

0.76 

WON  FARMS  SAFM  (2) 

175.4 

7 

339.9 

8 

7.7 

54 

13.0 

141 

4.4 

3.1 

24.6 

7 

2.61 

IELD  FOODS  SFD  (8) 
ER  (J.M.)  SJM  (8) 

1963.1 
176.1 

30 
9 

4049.4 
344.5 

33 
9 

24.9 
6.7 

-53 
-10 

79.5 
14.6 

-41 
9 

1.3 
3.8 

3.5 

14.7 

9 
27 

1.78 

4.6 

11.0 

1.24 

:y(wm.)  jr.  .■..'. 

708.5 

15 

1307.5 

11 

1100 

10 

195.3 

8 

15.5 

16.2 

28.9 

30 

1.68 

OO  RETAILING 

»  COMPOSITE 

39109.8 

2 

74932.3 

0 

981.5 

33 

1905.4 

23 

2.5 

1.9 

17.2 

15 

1.47 

'SON'S  ABS"" 

8921.0 

-1 

18581.0 

0 

222.0 

21 

512.0 

27 

2.5 

2.0 

9.3 

22 

1.32 

FOOD  CENTERS  EGLE '", 

161.7 

0 

347.0 

-5 

-3.7 

NM 

-3.3 

NM 

NM 

NM 

-55.0 

NM 

-1.98 

*AMA  FSM  (2) 

RKR(,,) 

235.2 
15667.0 

5 
4 

487.3 
27796.0 

5 
0 

0.2 
381.0 

-81 

1.5 

-32 
9 

0.1 
2.4 

0.4 
2.0 

9.1 

13 

2.89 

25 

731.1 

29.5 

13 

1.37 

LARK  STORES  PTMK  (n) 

976.8 

0 

1979.3 

-3 

2.8 

NM 

-52.5 

NM 

0.3 

NM 

-50.0 

NM 

-5.82 

-RAFFICPNFT"" 

576.4 

0 

1191.3 

-4 

1.1 

NM 

-19.0 

NM 

0.2 

NM 

-45.7 

NM 

-3.36 

:krdk(3) 

666.3 

-5 

1325.8 

-5 

16.5 

NM 

25.2 

NM 

2.5 

NM 

10.2 

16 

1.03 

AYSWY 

8081.3 

1 

16013.6 

2 

309.3 

1 

641.4 

8 

3.8 

3.8 

24.4 

10 

2.60 

lENSE 

2639.5** 

2 

4846.5 

0 

34.3 

2 

32.0 

-13 

1.3 

1.3 

58.8 

10 

0.79 

'  &  FINAL  SMF 

476.1 

3 

921.0 

4 

2.1 

-43 

2.6 

-37 

0.4 

0.8 

4.3 

16 

0.40 

iE  SUPER  MARKET  VLGEA  (5) 

216.5 

9 

447.2 

9 

2.3 

115 

6.1 

65 

1.1 

0.5 

13.0 

7 

3.92 

MARKETS  WMK 

491.9 

1 

996.3 

2 

13.6 

56 

28.3 

9 

2.8 

1.8 

9.9 

17 

1.93 

"TRY  COMPOSITE 


80468.2 


148294.1 


-14      2401.6        -€8       4178.2 


-73 


3.0         8.8 


5.0 


38 


0.97 


OIL  *  GAS 

COMPOSITE 
iDA  HESS  AHC 
.RKO  PETROLEUM  APC 

EAPA 

:oal  ACI 

NDASH(3)t 

<GTON  RESOURCES  BR 

ONTEXACO  CVX 

:ococ 

i)L  ENERGY  CNX 
HOC  (5) 
McGEE  KMG 
WON  OIL  MRO 
HY  OIL  MUR 
IELD  EXPLORATION  NFX 
ENTAL  PETROLEUM  OXY 
IPS  PETROLEUM  P 
PRODUCING  PPP 
CO  SUN 
M.UCL 
NERGY  XTO 


68881.2 

-5 

-19 
-22 

125493.1 

-15 

2216.7 

-67 

-58 
-40 

3417.3 

-76 

3.2 

9.3 

4.0 

10.3 
-14.6 

45 

11 

0.91 

2796.0 

5818.0 
3111.0 

-24 
-41 

149.0 
241.0 

289.0 
330.0 

-58 
-69 

5.3 
13.9 

10.3 
18.0 

5.72 

1738.0 

NM 

-3.73 

641.7 

-19 

1163.5 

-27 

146.3 

-29 

227.0 

-53 

22.8 

25.8 

10.6 

16 

3.18 

374.7 

3 

-1 

741.9 
3675.0 

0 
-2 

2.1 
65.0 

145 
-67 

-5.3 
44.0 

NM 
-80 

0.6 
3.2 

0.2 
9.5 

-0.9 

NM 

-0.09 

2059.0 

9.2 

12 

2.93 

769.0 

-17 

1452.0 

-30 

170.0 

-26 

218.0 

-61 

22.1 

24.9 

6.1 

33 

1.05 

23472.0 

-14 

42628.0 

-22 

407.0 

-81 

1132.0 

-75 

1.7 

7.7 

1.5 

NM 

0.49 

7667.0 

-12 

13936.0 

-22 

132.0 

-76 

214.0 

-82 

1.7 

6.3 

8.9 

21 

1.01 

536.3** 

-15 

-22 

1 

1088.3 

377.1 

1730.5 

-14 
-32 
-12 

9.0 

6.2 

-127.3 

-82 

14.5 

-90 

1.7 

7.8 
7.8 

6.4 
20.3 

60 

6 

NM 

0.19 

210.3 

-70 
NM 

5.7 
-129.0 

-83 
NM 

2.9 

NM 

2.86 

932.0 

18.1 

-4.8 

-1.52 

8083.0 

-11 
-13 
-19 

14492.0 

1964.6 

309.7 

-18 
-21 
-24 

194.0 

-67 

248.0 
16.5 
32.6 

-77 

-94 

2.4 

6.4 

9.8 
5.8 

14 
35 
39 

1.56 

1134.7 

13.9 
16.3 

-91 
-71 

1.2 

12.5 

1.90 

161.6 

-73 

10.1 

28.3 

5.1 

0.75 

3141.0 

-18 

114 
10 

5666.0 

18691.0 

327.6 

-32 
92 
-3 

240.0 

366.0 

28.6 

-49 

-41 

-8 

360.0 

-63 

7.6 

12.3 

10.1 

17 

1.48 

10367.0 

264.0 
37.6 

-76 
-47 

3.5 
15.4 

12.8 
18.3 

5.5 

19 

2.45 

185.2 

6.6 

29 

0.97 

3067.0 

-12 

5557.0 

-17 

10.0 

-95 

-96.0 

NM 

0.3 

5.6 

0.0 

NM 

-0.08 

1356.0 

-20 

2394.0 

-39 

113.0 

-52 

135.0 

-74 

8.3 

13.9 

6.7 

36 

0.84 

189.6 

-10 

370.0 

-19 

34.6 

-62 

79.7 

56 

18.3 

43.2 

22.3 

11 

1.52 

11587.1 

-9 
-3 

22801.0 

2562.7 

-6 

0 

184.9 

-75 

760.8 

-54 

1.6 

5.8 

8.5 

27 

25 

1.08 

1301.8 

72.4 

-31 

148.2 

-16 

5.6 

7.8 

12.3 

1.09 

439.6 

-24 

882.0 

-22 

27.7 

-74 

66.6 

-64 

6.3 

18.1 

17.0 

21 

1.44 

402.6** 

-1 

769.5 

4 

22.7 

15 

42.2 

24 

5.6 

4.9 

10.7 

22 

1.89 

179.7 

-21 

373.3 

-14 

12.0 

-73 

34.5 

-57 

6.7 

19.2 

7.0 

24 

0.93 

157.2 

-27 

299.5 

-27 

23.3 

-62 

39.5 

-63 

14.8 

28.4 

9.3 

24 

1.02 

3235.0 

-3 

6242.0 

-4 

-358.0 

NM 

-308.0 

NM 

NM 

4.3 

0.3 

NM 

0.04 

346.1 

-42 

722.0 

-36 

25.4 

-76 

67.4 

-64 

7.3 

17.3 

10.5 

19 

1.49 

ETROLEUM  SERVICES 

IP  COMPOSITE 
» HUGHES  BH I 
RVICES  BJS  <3) 
IR  CAMERON  CAM 
9ND  OFFSHORE  DRILLING  DO 
0  INTERNATIONAL  ESV 
BURTON  HAL 
RS  INDUSTRIES  NBR 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2002           2001 
$  MIL.            % 

6 

MONTHS 

2002 

SMIL. 

CHANGE 

FROM 

2001 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2002         2001 

%             % 

RETURN  ON 
COMMON 

EQurrr 

12  MONTHS 

ENDING 

6-30 

m 

2ND 

QUARTER 

2002 

J  MIL 

CHANGE 

FROM 

2001 

% 

6 

MONTHS 

2002 

{MIL 

CHANGE 
FROM 
2001 

% 

PRICE-      i 

EARNINGS    1 

RATIO       i 

7-25        \ 

■ 

NOBLE  NE 

NOBLE  ENERGY  NBL 

SCHLUMBERGER  SLB 

SMITH  INTERNATIONAL  SI  I 

TIDEWATER  TOW  (9) 

WEATHERFORD  INTERNATIONAL  WFT 

247.4 
333.9 
3388.6 
801.0 
160.3 
593.9 

0 

482.9 

3 

-33 
-1 

57.4 
196.0 

-16 

-67 
NM 
-29 

108.9 

2.0 

368.5 

-11 
-99 
158 

23.2 

5.1 

5.8 

3.4 

14.4 

27.6 

12.4 

NM 

4.3 

20.5 

9.8 

13.6 

-2.1 
8.8 

13.3 
9.2 

10.2 

16         1 

-19 

-10 

-8 

-16 

4 

649.0 
6697.9 

NM          I 
31          1 

1628.4 

329.7 

1162.1 

-6 

26.9 

55.7 

-23 
-25 

21          1 

-10 

23.0 

-41 

51.3 

12         i 

6 

38.9 

-31 

84.1 

-16 

6.5 

23         1 

h 

1  12     HEALTH  CARE 

INDUSTRY  COMPOSITE 

127490.5 

11 

250416.7 

10 

13217.9 

13 

.26940.1 

18 

10.4 

10.1 

24.1 

24 

.*: 

(A)  DRUG  DISTRIBUTION 

GROUP  COMPOSITE 

26576.8 

15 

6 
17 
12 
45 

6 
17 

52790.2 

2303.2 

26619.2 

461.0 

557.5 

7963.0 

14886.4 

13 

8 
15 

418.3 

212 

656.7 

32.7 

NM 

67 

1.6 

0.6 

8.8 

49 

■ 

LONGS  DRUG  STORES  LDG(,,) 

1089.8 

11.0 
117.3 

-5 

1.0 

1.1 

6.6 
10.5 
15.3 
12.8 

NM 
16.5 

19 
21 
13 
25 
NM 
35 

- 

McKESSON  MCK  (9) 
NU  SKIN  ENTERPRISES  NUS 
PRIORITY  HEALTHCARE  PHCC 
RITE  AID  RAD  "0) 
WALGREEN  WAG  (4) 

13628.0 

244.9 

291.0 

3925.1 

7397.9 

11 
56 
249 
NM 
21 

242.7 

30.9 

20.3 

-255.6 

585.6 

NM 
28 
72 

NM 
15 

0.9 
7.4 
3.7 
0.1 
3.5 

0.9 
5.3 
1.5 
NM 
3.4 

7 
51 

2 
17 

18.0 

10.7 

2.3 

259.0 

' 

(B)  DRUGS  &  RESEARCH 

GROUP  COMPOSITE 
ABBOTT  LABORATORIES  ABT 
ALLERGAN  AGN 
AMGEN  AMGN 

46062.3 

4314.9 

484.4 

1249.1 

5 

5 
12 

90598.6 

8504.2 
926.1 

5 

11 

8 

20 

8055.8 

-2 

16714.9 

6 

374 
-37 
20 
-20 
-56 

17.5 

13.7 
0.8 
33.0 
16.1 
10.9 

18.7 

12.9 
5.1 
32.6 
27.6 
23.4 
14.2 
21.1 
8.0 
14.7 
27.3 
15.3 
6.6 
23.5 
12.2 
24.2 
14.5 
15.0 

28.0 

28.5 
23.4 
25.5 
16.5 
11.2 

6.4 
23.9 
-0.6 

2.0 
32.0 
43.7 
20.1 
42.5 
12.4 
26.7 
17.3 
53.5 

22    : 

22 

37 
36 

21 

34 

45 

34 

NM 

99 

23 

14 

13 

21 

29 

17 

23 

18 

?• 

592.3 

3.8 

412.4 

12 

-83 

28 

1446.5 

47.6 

753.3 

115.5 

1025.0 

31.5 

220.4 

:::- 

27 

2257.6 

BIOGEN  BGEN 
BRISTOL-MYERS  SQUIBB  BMY 

269.3 
4053.0 

3 

557.6 

12 
-13 

43.4 
440.0 

-40 
-60 

I  '■ 

-14 

8135.0 

■    '■ 

CHIRON  CHIRt 

FOREST  LABORATORIES  FRX  (9) 

271.9 

14 

505.3 

34 

50.4 

123.8 

-213.6 

49.6 

49 
67 

-60 

54 

18.6 
26.5 
NM 
18.6 
23.7 
13.7 

-■'■ 

467.2" 

33 
29 

903.9 

>:> 

GENENTECH  DNA 

622.3" 

1207.5 

2c 

NM 

-118.3 

NM 

GENZYME  GENERAL  GENZ 

267.2 

12 

509.3 

5336.3 

24979.0 

503.5 
16452.0 

10 
_c 

41 

80.4 

13 
-21 

-3 

' 

LILLY  (ELI)  LLY 
MERCK  MRK 
NBTYNBTY(3) 

2775.2 

-9 

658.5 
1750.7 

-20 

1287.7 
3375.7 

;:; 

12809.7 

8 

252.0 

24 

5 

29.7 

1957.0 

122 

9 

111 

55.3 
4330.0 
1275.0 

77 

16 

104 

3 

8 

22 

11.8 
24.4 
24.8 
22.3 
14.1 
17.1 

PFIZER  PFE 

8033.0 

PHARMACIA  PHA 

3553.0 

4 

6680.0 
5389.0 

882.0 

:.: 

SCHERING-PLOUGH  SGP 

2833.0 

8 

633.0 

0 

1232.0 
85.5 

SIGMA-ALDRICH  SIAL 

304.3 

10 

605.9 

7 

42.9 
599.9 

7 

■> 

WYETHWYE 

3502.8 

10 

7146.4 

8 

26 

1471.8 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE 
ADVANCEPCS  ADVP  (9) 

34842.3 

3592.2 

16 

14 

67941.9 

7031.1 

16 

15 

1783.9 

36.8 

65 

48 

3457.7 

71.8 

53 

153 

5.1 

1.0 

3.6 

0.8 

19.5 

14.5 

22 

16 
14 
16 
28 
23 
23 
20 
15 
17 
27 
21 
21 
23 
22 
26 
23 
20 

■■: 
> 

APRIA  HEALTHCARE  GROUP  AHG 
CAREMARK  RX  CMX 

310.4 
1626.5 

10 
18 
32 
51 

611.8 
3240.6 

10 
18 

26.2 
72.5 

52 
71 

49.2 

135.0 

51.4 

43 
67 
151 
59 
25 

8.4 
4.5 
4.6 

6.1 
3.1 
2.4 

30.5 
NM 
6.8 
16.9 
18.2 
18.1 
14.9 
19.7 
14.4 
19.6 
16.2 

COMMUNITY  HEALTH  SYSTEMS  CYH 
EXPRESS  SCRIPTS  ESRX 
HCA  HCA 

530.6 
3402.6 

1064.1 

33 

24.2 

48.7 

151 

:: 

6151.7 

42 

6i 

92.7 

1.4 
7.1 

1.3 
5.9 

11.4 
NM 
9.5 
5.6 

17.8 

': 

4903.0 

10 

9776.0 

9 

350.0 

33 

735.0 

:.• 

HEALTH  MANAGEMENT  ASSOCIATES  HMA 

(3'     592.5 

25 

1172.4 

23 

66.6 

23 
NM 
51 
54 

135.9 

123.5 

144.3 

27.6 

32 
338 
51 
61 
37 

11.2 
2.6 

12.8 
7.4 

19.8 

;•: 

HEALTH  NET  HNT 

2506.0 

-2 

4975.8 

-1 

64.7 
78.5 

•■ 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS  LH    612.4 

11 

1202.4 

12 

:: 

LIFEPOINT  HOSPITALS  LPNT 

177.9 

17 

359.5 

18 

13.1 

. 

LINCARE  HOLDINGS  LNCR 
QUEST  DIAGNOSTICS  DGX 
SIERRA  HEALTH  SERVICES  SI E 

234.5 
1068.8 
364.0** 

18 

463.0 

19 

46.5 

32 

91.7 

1 

15 
14 

2015.6 
712.5 

11 

15 

87.2 
10.5 

85 
179 

153.8 
17.9 

609.0 

620.0 
90.0 

309.1 

86 
147 
74 
43 
31 
57 

8.2 

5.1 

:- 

2.9 
8.6 
5.3 
5.5 
3.9 

1.2 
4.7 

23.6 
18.2 

■ 

TENET  hEALTHCARE  THC  (7) 
UNITEDHEALTH  GROUP  UNH 
UNIVERSAL  HEALTH  SERVICES  UHS 
WELLPOINT  HEALTH  NETWORKS  WLP 

3738.0 
6078.0" 

16 

7222.0 

16 

321.0 

113 
46 
37 
68 

1 

5 

12091.0 

5 

325.0 

3.8 
4.5 
3.2 

27.6 
13.6 
14.8 

E 

805.9" 
4299.1" 

12 
37 

1610.3 
8242.1 

15 
43 

44.3 
168.0 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE 
BARD  (C.R.)  BCR 
BAUSCH  &  LOMB  80L 
BAXTER  INTERNATIONAL  BAX 
BECTON,  DICKINSON  a:,  <i31 
BIOMET  BMET  "' 
BOSTON  SCIENTIFIC  BSX 
DENTSPLY  INTERNATIONAL  XRAY 
EDWARDS  LIFESCIENCES  EW 
GUIDANT  GDT 
INVACARE  IVC 
JOHNSON  &  JOHNSON  JNJ 

20009.1 

317.5 
458.4 
2022.0 
998.5 
325.9 
708.0 
378  0 
172.8 
807.0 

907 

11 

7 

39086.0 

619.4 

11 

7 

2959.9 
43.9 
21.8 

200.0 
119.7 

34 

25 

221 

-21 

1 

6110.7 

78.6 

30.7 

453.0 

248.9 

28 

15 

448 

-3 

7 
26 

14.8 

13.8 

4.8 

9.9 

12.0 

18.6 

12.3 

11.8 
1.7 
13.5 
12.5 
20.5 

21.8 

18.8 
7.1 
16.5 
20.1 
19.4 

27 

17 
25 
34 
15 
28 
50 
23 
17 
16 
28 
24 
46 

14 
8 
6 

872.6 
3972.0 
2011.4 

9 

10 
6 

13 

630.5 

14 

60.6 

3 

122.3 

5 
48 
10 
23 

2 
11 
18 

1383.0 
729.2 
335.1 

1516.7 

526.9 

17816.0 

3383.9 

4 
46 

25.0 
36.8 

NM 
34 

NM 

78 

0 

12 

101 

107.0 
69.9 
51.4 

NM 
13 
NM 

3.5 
9.7 
17.7 
25.4 
5.9 
18.2 
16.8 

NM 
10.8 

NM 
17.6 

6.0 
18.1 

9.9 

11.0 
17.7 
17.3 
30.1 
8.3 
25.8 
16.0 

-13 

14 

1 

11 

18 

30.6 
204.8 

16.1 

1654.0 

300.9 

344.3 

28.0 

3488.0 

615.8 

52 

1 
15 
36 

MEDTRONIC  MDT  ,8) 

1791.5 
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'ANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


2ND  CHANGE 

QUARTER  FROM 

2002  2001 

$  MIL.  % 


G 

MONTHS 

2002 

SMIL. 


CHANGE 

FROM 

2001 

% 


2ND 

QUARTER 

2002 

SMIL. 


CHANGE 
FROM 

2001 
% 


6 

MONTHS 

2002 

SMIL. 


CHANGE 

FROM 

2001 

% 


2ND 

QUARTER 

2002 

% 


2ND 


RETURN  ON 
COMMON 
EQUITY 


PRICE- 


12 
MONTHS' 


QUARTER    12  MONTHS    EARNINGS    EARNINGS 


2001 


ENDING 
6-30 


RATIO 
7-25 


PER 
SHARE 


&  MINOR  OMI 
IE  MEDICAL  STJ 

STE  (9) 
ERSYK 
R  HOLDINGS  ZMH 


979.6 
404.3 
221.4 
733.9 
345.6 


OUSING  &  REAL  ESTATE 


TRY  COMPOSITE 


23168.8 


3 
20 
12 
15 
17 

11 


1946.2 
775.5 
465.9 

1436.8 
664.7 

43042.7 


4 

17 
12 
13 

15 

10 


11.5  22 

69.6  59 

12.8  193 

85.9  31 
65.9  53 


948.3 


-23 


22.3 

131.6 

31.4 

167.0 

1205 

1731.9 


30 
45 
NM 
29 
52 

-7 


1.2  1.0 

17.2  13.0 

5.8  2.2 

11.7  10.3 

19.1  14.7 

4.1  5.9 


13.8 
15.3 
11.1 
23.4 
93.1 

13.7 


16 
31 
25 
31 

35 

15 


0.95 
1.18 
0.77 
1.52 

0.98 

2.32 


(LDING  MATERIALS 

'  COMPOSITE 

9604.3 

-1 

17323.6 

-2 

97.7 

-81 

169.1 

-69 

1.0 

5.3 

9.6 

30 

1.45 

CAN  STANDARD  ASD 

2087.0 

2 

3848.0 

0 

126.0 

5 

183.0 

-1 

6.0 

5.9 

293.0 

18 

3.98 

S  SUPPLY  HUG  "', 

790.0 

2 

1456.2 

-4 

12.4 

93 

17.6 

NM 

1.6 

0.8 

8.2 

16 

2.13 

iE  NORTH  AMERICA  LAF 

891.7 

-4 

1341.4 

-2 

107.0 

24 

53.7 

160 

12.0 

9.3 

13.7 

9 

3.65 

X  INTERNATIONAL  LI  1 

830.6 

-2 

1506.4 

-4 

25.6 

NM 

26.2 

NM 

3.1 

NM 

0.2 

NM 

-0.01 

KNTK 

522.2 

5 

951.3 

7 

23.5 

37 

33.0 

90 

4.5 

3.5 

15.0 

11 

4.16 

DUSTRIES  PPG 

2134.0 

-1 

4009.0 

-6 

-345.0 

NM 

-302.0 

NM 

NM 

7.2 

-4.6 

NM 

-0.74 

\R  VAL  (2) 

554.0 

8 

985.0 

16 

34.5 

81 

47.1 

101 

6.2 

3.7 

10.8 

26 

1.48 

N  MATERIALS  VMC 

747.7 

-10 

1334.8 

-8 

65.4 

-18 

77.0 

-10 

8.7 

9.6 

13.2 

18 

2.09 

NTERNATIONAL  YRK 

1047.1 

-3 

1891.5 

-6 

48.2 

47 

33.5 

41 

4.6 

3.0 

8.6 

21 

1.39 

INSTRUCTION  &  REAL  ESTATE 

P  COMPOSITE 

13564.4 

20 

25719.1 

21 

850.6 

18 

1562.7 

20 

6.3 

6.4 

15.4 

10 

2.80 

ROPERTY  AMB 

157.8 

8 

318.1 

9 

28.4 

-6 

58.9 

-21 

18.0 

20.8 

6.7 

21 

1.29 

NBAY  COMMUNITIES  AVB 

160.8 

-1 

320.9 

1 

37.3 

-23 

78.1 

-22 

23.2 

29.9 

8.8 

14 

2.91 

R  HOMES  USA  BZH  (3) 

743.8 

66 

1247.1 

52 

34.6 

74 

58.8 

57 

4.7 

4.4 

14.2 

6 

10.19 

N  PROPERTIES  BXP 

291.7 

14 

567.7 

16 

56.4 

13 

107.0 

3 

19.3 

19.6 

11.8 

15 

2.29 

X  CTX  (9> 

1843.9** 

8 

4105.0 

11 

87.8 

17 

205.2 

13 

4.8 

4.4 

18.6 

7 

6.27 

f»ION  ENTERPRISES  CHB 

361.5 

-16 

667.9 

-11 

-8.8 

NM 

-20.6 

NM 

NM 

0.1 

-9.6 

NM 

-0.49 

T  CITY  ENTERPRISES  FCE.A"" 

214.9** 

12 

466.9 

12 

10.4 

7 

23.1 

67 

4.8 

5.0 

15.6 

14 

2.20 

<N(D.R.)DHI,3) 

1808.5 

61 

3408.6 

68 

105.9 

54 

194.8 

62 

5.9 

6.1 

16.6 

8 

2.68 

HARRIOTT  HMT 

925.0 

-8 

1714.0 

-9 

24.0 

-52 

12.0 

-85 

2.6 

5.0 

-3.9 

NM 

-0.19 

MIAN  ENTERPRISES  HOV (2) 

561.5** 

40 

1015.7 

46 

26.5 

88 

44.7 

113 

4.7 

3.5 

18.7 

9 

2.87 

ME  KBH  (1) 

1139.7 

7 

2055.3 

9 

64.1 

62 

106.7 

63 

5.6 

3.7 

22.5 

7 

5.97 

J»LEN(,) 

1564.9** 

13 

2806.5 

13 

106.0 

9 

177.9 

20 

6.8 

7.0 

24.0 

8 

6.39 

HOLDINGS  MDC 

509.1 

0 

965.2 

4 

34.3 

-12 

66.7 

-2 

6.7 

7.6 

21.1 

7 

5.59 

40TTENSTEIN  HOMES  MHO 

258.4 

16 

474.0 

18 

16.9 

27 

32.8 

44 

6.5 

6.0 

19.9 

8 

4.03 

VR 

788.4** 

19 

1480.7 

24 

83.8 

41 

160.5 

50 

10.6 

8.9 

74.8 

9 

31.14 

HOMES  PHM 

1685.6** 

59 

3064.3 

61 

90.4 

49 

159.0 

59 

5.4 

5.7 

14.7 

8 

6.09 

IROTHERS  TOL  ,2) 

549.0** 

7 

1041.2 

6 

52.5 

15 

97.0 

13 

9.6 

8.9 

21.9 

8 

2.98 

LEISURE  TIME  INDUSTRIES 

•TRY  COMPOSITE 

41288.4 

7 

79249.8 

5 

2554.1 

277 

3842.7 

NM 

6.2 

1.8 

2.4 

52 

0.34 

4T1NG  PLACES 

P  COMPOSITE 

9259.9 

6 

17862.5 

6 

875.4 

24 

1518.8 

29 

9.5 

8.1 

20.0 

18 

1.32 

VANS  FARMS  BOBE  (8) 

260.5 

5 

523.3 

5 

17.5 

48 

33.8 

45 

6.7 

4.8 

13.6 

14 

1.91 

3R0UPCBRL'5' 

505.1 

8 

1027.6 

8 

20.6 

41 

41.7 

41 

4.1 

3.1 

7.9 

25 

1.13 

ECAKE  FACTORY  CAKE 

165.4 

25 

315.6 

25 

13.3 

30 

23.8 

28 

8.0 

7.7 

13.2 

38 

0.89 

iSTAURANTSCKR"1' 

434.5 

-8 

735.6 

-11 

13.2 

NM 

4.9 

NM 

3.0 

NM 

-18.8 

NM 

-0.69 

IN  RESTAURANTS  DRI  "» 

1162.4 

8 

2296.8 

11 

72.9 

20 

139.2 

26 

6.3 

5.7 

21.1 

18 

1.30 

NALD'S  MCO 

3862.1 

4 

7459.5 

3 

497.5 

13 

849.2 

4 

12.9 

11.9 

17.4 

17 

1.29 

TUESDAY  Rl (7) 

217.5 

12 

431.2 

12 

21.2 

24 

26.3 

-26 

9.8 

8.8 

17.4 

22 

0.88 

S  FAMILY  STEAK  HOUSES  RYAN 

201.5 

4 

395.5 

5 

15.4 

20 

28.8 

22 

7.7 

6.7 

16.3 

11 

1.08 

rs  INTERNATIONAL  WEN 

684.0 

12 

1296.4 

11 

63.7 

14 

107.2 

13 

9.3 

9.2 

18.6 

20 

1.79 

BRANDS  YUM 

1767.0 

10 

3381.0 

9 

140.0 

21 

264.0 

29 

7.9 

7.2 

209.1 

16 

1.80 

HTERTAMMEHT 

IP  COMPOSITE 

18055.4 

12 

34814.4 

9 

721.9 

NM 

926.6 

NM 

4.0 

NM 

-1.6 

NM 

-0.33 

:ntertainment  aen  (9) 

461.6 

49 

800.2 

34 

-0.9 

NM 

-10.5 

NM 

NM 

NM 

-14.3 

NM 

-1.54 

ISTAR  CASINOS  ASCA 

166.3 

13 

329.1 

12 

12.6 

42 

28.1 

118 

7.6 

6.0 

27.6 

10 

1.93 

IME  WARNER  AOL 

10575.0 

14 

20339.0 

11 

394.0 

NM 

393.0 

NM 

3.7 

NM 

-2.5 

NM 

-0.54 

>Y  GAMING  AGY 

236.3 

42 

480.1 

43 

11.3 

-18 

36.0 

27 

4.8 

8.2 

34.8 

9 

2.50 

IAZR 

211.1 

0 

417.1 

-1 

16.5 

3 

30.2 

10 

7.8 

7.6 

12.6 

10 

1.56 

U3USTER  BBI 

1271.0 

4 

2597.0 

2 

41.7 

NM 

107.7 

NM 

3.3 

NM 

-3.0 

NM 

-0.71 

GAMING  BYD 

312.0 

11 

614.8 

9 

17.0 

103 

33.1 

129 

5.5 

3.0 

11.8 

20 

0.68 

CHILL  DOWNS  CHDN 

172.6 

6 

203.6 

4 

23.1 

6 

11.1 

1 

13.4 

13.4 

9.7 

23 

1.66 

AH'S  ENTERTAINMENT  HET 

1030.4 

18 

2014.0 

16 

86.1 

80 

171.3 

86 

8.4 

5.5 

20.4 

17 

2.53 

"WOOD  ENTERTAINMENT  HLYW 

345.3 

6 

708.9 

6 

41.5 

511 

70.1 

580 

12.0 

2.1 

220.6 

6 

2.78 

JF  CAPRI  CASINOS  ISLE181 

305.1 

11 

567.2 

10 

-20.1 

NM 

-12.0 

NM 

NM 

2.9 

2.7 

NM 

0.15 

IALAY  RESORT  GROUP  MBG  ""  t 

638.1** 

-5 

1177.3 

-7 

48.9 

3 

0.7 

-99 

7.7 

7.1 

5.8 

34 

0.77 

O-GOLDWYN-MAYER  MGM 

336.9 

23 

652.1 

5 

-121.8 

NM 

-212.6 

NM 

NM 

NM 

-7.7 

NM 

-0.76 

MIRAGE  MGG 

1020.7 

-2 

2032.6 

-3 

101.9 

33 

183.8 

14 

10.0 

7.4 

7.1 

27 

1.20 

ON  CASINOS  STN 

199.6 

-6 

403.0 

-5 

8.0 

2 

21.0 

13 

4.0 

3.7 

11.5 

24 

0.51 

■•• 
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6 
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2002 
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QUARTER 

2002 
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% 

6 

MONTHS 

2002 
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2ND           2ND 

QUARTER    QUARTER 

2002         2001 

%             % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE-      1* 
EARNINGS   E 
RATIO 
7-25 

TICKETMASTEP 

212.5 

14 

398.4 

11 

14.7 

NM 

9.8 

NM 

6.9 

NM 

-7.6 

NM 

TRUMP  HOTELS  &  CASINO  RESORTS  DJT 

313.4 

4 

614.6 

5 

0.2 

NM 

-4.3 

NM 

0.1 

NM 

-5.9 

NM 

VAIL  RESORTS  M 

247.5 

9 

465.3 

12 

47.3 

15 

70.2 

23 

19.1 

18.1 

5.1 

. 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

3618.0 

2 

6876.0 

-2 

205.0 

-14 

319.0 

-24 

5.7 

6.7 

3.7 

48 

MARRIOTT  INTERNATIONAL  MAR 

2586.0 

6 

4950.0 

1 

129.0 

-1 

211.0 

-16 

5.0 

5.3 

5.2 

44 

STARWOOD  HOTELS  &  RESORTS 

1032.0 

-7 

1926.0 

-9 

76.0    ' 

-29 

108.0 

-36 

7.4 

9.6 

2.2 

58 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

10355.0 

2 

19697.0 

1140.6 

0 

8 

751.8 

44.5 

156 

NM 

1078.2 

31.4 

158 

NM 

7.3 

9.2 

2.9 

NM 

12.5 

0.2 

23 

NM 

AMERICAN  GREETINGS  AM  "0) 

484.2 

23 

BRUNSWICK  BC 

1017.2 

10 

1883.9 

2 

46.2 

11 

41.5 

-49 

4.5 

4.5 

5.4 

30           1 

CALLAWAY  GOLF  ELY 

252.2 

-1 

508.6 

-1 

37.1 

38 

67.8 

11 

14.7 

10.6 

11.7 

15           1 

CARNIVAL  CCLm 

989.2 

-8 

1894.9 

-9 

194.2 

4 

323.8 

3 

19.6 

17.3 

13.7 

16           1 

EASTMAN  KODAK  EK 

3339.0 

-7 

6046.0 

-8 

284.0 

689 

323.0 

74 

8.5 

1.0 

7.3 

38           1 

FLEETWOOD  ENTERPRISES  FLE  t8) 

603.2 

10 

1125.6 

6 

-40.5 

NM 

-57.8 

NM 

NM 

NM 

-46.5 

NM            1 

HARLEY-DAVIDSON  HOI 

1061.2** 

16 

2030.8 

18 

144.3 

25 

264.3 

27 

13.6 

12.6 

25.1 

28           1 

HASBRO  HAS 

546.0 

7 

998.3 

2 

-25.9 

NM 

-42.9 

-  NM 

NM 

NM 

5.5 

32           1 

MATTEL  MAT 

804.4 

-4 

1546.4 

0 

19.6 

NM 

15.6 

NM 

2.4 

NM 

22.5 

22           1 

POLARIS  INDUSTRIES  Pll 

362.6 

2 

661.8 

3 

19.9 

16 

31.5 

15 

5.5 

4.8 

37.7 

16           1 

THOR  INDUSTRIES  THO  (5) 

369.8 

67 

639.0 

62 

16.6 

147 

24.3 

145 

4.5 

3.0 

12.6 

20           1 

TRANS  WORLD  ENTERTAINMENT  TWMC  (,1)      279.5 

-10 

790.5 

-8 

-6.3 

NM 

28.2 

-26 

NM 

NM 

2.9 

21           1 

WINNEBAGO  INDUSTRIES  WGO  (4) 

246.6 

26 

430.8 

27 

18.1 

45 

27.5 

48 

7.3 

6.4 

31.7 

14            1 

15     MANUFACTURING                                                                                                                                                                                   i 

INDUSTRY  COMPOSITE 

49343.6 

2 

92027.3 

-2 

2681.1 

20 

4248.6 

-6 

5.4 

4.6 

9.8 

31          I 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

18502.2 

9 

35287.1 

5 

1230.4 

67 

NM 

2151.2 

7.8 

35 

NM 

6.7 

1.6 

4.3 

NM 

17.4 

10.7 

25          I 

AEP  INDUSTRIES  AEPI (2) 

161.0 

-2 

309.6 

-4 

2.6 

37           W- 

APOGEE  ENTERPRISES  APOG  "°» 

184.7 

-9 

372.9 

-6 

5.2 

-6 

9.6 

-2 

2.8 

2.8 

14.8 

15           I 

APTARGROUP  ATR 

233.2 

1 

451.9 

-3 

17.5 

15 

30.8 

-8 

7.5 

6.6 

10.5 

18           1 

AVERY  DENNISON  AVY 

1056.3 

10 

1987.1 

3 

73.8 

23 

138.6 

12 

7.0 

6.2 

24.8 

21           1 

BARNES  GROUP  B 

209.4 

5 

403.6 

1 

8.7 

26 

15.4 

9 

4.1 

3.4 

9.3 

18           1 

BLYTHBTH"" 

277.9 

8 

646.4 

10 

17.3 

10 

30.9 

15 

6.2 

6.1 

15.1 

19           f 

BUTLER  MFG.  BBR 

213.4 

0 

396.3 

-3 

0.3 

-91 

-5.1 

NM 

0.1 

1.6 

1.5 

66            1 

CARLISLE  CSL 

552.3 

13 

1007.4 

6 

24.7 

49 

37.6 

487 

4.5 

3.4 

9.8 

22           1 

FEDERAL  SIGNAL  FSS 

257.9 

-10 

503.5 

-8 

10.7 

-36 

20.5 

-28 

4.2 

5.8 

10.8 

25 

FORTUNE  BRANDS  FO 

1438.5 

9 

2634.5 

5 

196.9 

91 

280.9 

71 

13.7 

7.8 

23.2 

15 

HARSCO  HSC 

486.6 

1 

922.8 

-4 

24.1 

-2 

38.5 

4 

5.0 

5.1 

10.3 

15 

HEXCEL  HXL 

221.2 

-13 

443.3 

-16 

5.3 

NM 

-3.9 

NM 

2.4 

NM 

NM 

NM        -1 

INTERNATIONAL  GAME  TECHNOLOGY  IGT  (3)  t   522.4 

63 

1052.8 

66 

81.5 

44 

155.4 

41 

15.6 

17.7 

19.3 

17 

JOHNSON  CONTROLS  JCI <3) 

5257.0 

11 

10067.5 

8 

175.3 

28 

290.1 

32 

3.3 

2.9 

19.1 

13 

MYERS  INDUSTRIES  MYE 

153.1 

0 

302.0 

-5 

6.8 

114 

16.8 

51 

4.4 

2.1 

8.5 

17 

NCI  BUILDING  SYSTEMS  NCS  « 

213.2 

2 

441.8 

4 

4.8 

287 

7.9 

93 

2.3 

0.6 

7.3 

16 

OMNOVA  SOLUTIONS  OMN  "' 

175.0 

-8 

331.3 

-7 

5.5 

NM 

6.0 

NM 

3.1 

NM 

9.6 

20 

SAMSONITE  SAMC  (,1) 

160.5 

-16 

313.9 

-19 

-12.1 

NM 

-37.0 

NM 

NM 

NM 

NM 

NM 

SHAW  GROUP  SGR  w 

902.6 

129 

1468.9 

100 

26.7 

49 

48.1 

62 

3.0 

4.5 

12.5 

11 

SHILOH  INDUSTRIES  SHLO  (2) 

158.7 

-8 

304.7 

-10 

-1.8 

NM 

-7.5 

NM 

NM 

1.0 

-35.3 

NM 

SPARTECH  SEH  (2) 

233.2 

-7 

423.9 

-14 

9.1 

-10 

13.9 

-25 

3.9 

4.0 

11.0 

26 

SPS  TECHNOLOGIES  ST 

215.6 

-10 

423.7 

-11 

5.6 

0 

8.7 

-50 

2.6 

2.3 

3.6 

30 

TELEFLEX  TFX 

546.3 

9 

1054.7 

8 

33.5 

8 

64.0 

5 

6.1 

6.2 

13.4 

16 

3M  MMM 

4161.0 

2 

8051.0 

-2 

466.0 

131 

918.0 

40 

11.2 

5.0 

26.5 

28 

TUPPERWARE  TUP 

286.1 

0 

538.0 

-2 

32.0 

16 

47.6 

4 

11.2 

9.7 

49.0 

16 

VALMONT  INDUSTRIES  VALM 

225.1 

-3 

433.7 

-l" 

10.3 

22 

17.6 

33 

4.6 

3.6 

13.2 

15 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

3199.7 

1 

6110.3 

-2 

181.1 

40 

301.5 

10 

5.7 

4.1 

9.9 

26 

BLACK  &  DECKER  BOK 

1125.3 

7 

2077.0 

3 

66.1 

59 

99.1 

32 

5.9 

4.0 

15.6 

26 

LINCOLN  ELECTRIC  HOLDINGS  LECO 

259.7 

4 

508.1 

1 

19.7 

-10 

30.2 

-31 

7.6 

8.7 

14.4 

14            1 

NACCO  INDUSTRIES  NC 

609.6 

-9 

1186.1 

-14 

2.8 

-54 

9.1 

-56 

0.5 

0.9 

-8.6 

NM          -t 

SNAP-ON  SNA 

556.0** 

4 

1073.3 

0 

29.2 

228 

50.9 

33 

5.3 

1.7 

4.0 

46             J 

STANLEY  WORKS  SWK 

649.1 

-3 

1265.8 

-2 

63.3 

25 

112.2 

15 

9.8 

7.5 

18.4 

18           L 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

25723.8 

-3 

47175.8 

-7 

1191.3 

-11 

1672.5 

-35 

4.6 

5.1 

6.1 

40           L 

AGCO  AG 

772.6 

17 

1391.2 

17 

14.1 

152 

12.0 

NM 

1.8 

0.8 

4.5 

35           1- 

APPLIED  MATERIALS  AMAT  (2) 

lib 

-46 

2156.9 

-52 

52.0 

-84 

6.5 

-99 

4.5 

14.9 

0.5 

NM 

CATERPILLAR  CAT 

529. 

-4 

9700.0 

-6 

200.0 

-26 

280.0 

-35 

3.8 

4.9 

11.3 

23            L 

CLARCOR  CLC  »' 

176.5 

11 

334.8 

6 

10.6 

19 

18.6 

-1 

6.0 

5.6 

14.3 

17       m 

CRANE  CR 

391.6 

-4 

763.2 

-3 

26.6 

-18 

47.4 

-10 

6.8 

7.9 

12.2 

16        F 

CUMMINS  CUM 

1458.0 

0 

2791.0 

-1 

13.0 

NM 

-16.0 

NM 

0.9 

NM 

-1.0 

NM          -L 

DEERE  DE  (2) 

3986.5** 

5 

6508.6 

0 

141.8 

11 

103.6 

-44 

3.6 

3.4 

-3.5 

NM           I 
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2001 
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12  MONTHS 
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6-30 

PRICE- 
EARNINGS 
RATIO 
7-25 

MONTHS' 

EARNINGS 

PER 

SHARE 

SON  i 

269.4 

0 

533.7 

-3 

21.5 

20 

42.2 

18 

8.0 

6.6 

23.3 

18 

1.85 

;)OV 

1097.2 

-1 

2104.7 

-9 

64.1 

31 

110.8 

-12 

5.8 

4.4 

2.4 

58 

0.51 

RVEFLS 

592.7 

28 

1039.8 

14 

20.6 

692 

33.4 

NM 

3.5 

0.6 

7.3 

14 

1.23 

J 

190.4 

-1 

365.4 

-4 

15.6 

20 

27.2 

34 

8.2 

6.7 

8.1 

25 

1.24 

TOOL  WORKS  ITW 

2434.6 

1 

4639.3 

-2 

265.2 

13 

459.6 

10 

10.9 

9.7 

13.5 

22 

2.75 

ILL-RAN  D  iR 

2587.4 

5 

4893.3 

3 

107.4 

71 

188.3 

68 

4.2 

2.6 

9.1 

19 

1.90 

JSTRIES  ITT 

1320.1 

11 

2505.9 

6 

92.9 

22 

164.4 

22 

7.0 

6.4 

16.8 

24 

2.66 

JSTRIES  JLG  (5) 

208.7 

-5 

365.1 

-19 

0.8 

-92 

2.2 

-86 

0.4 

4.9 

3.0 

39 

0.24 

BAL  JOYG  (2) 

289.2 

1 

575.6 

4 

1.3 

NM 

-27.9 

NM 

0.4 

NM 

-9.0 

NA 

NA 

SEARCH  LRCX  (6) 

180.3 

-51 

344.4 

-59 

-31.0 

NM 

-29.5 

NM 

NM 

6.9 

-13.3 

NM 

-0.71 

WOCMTW 

346.2 

16 

647.6 

23 

20.1 

12 

26.7 

-4 

5.8 

6.0 

18.9 

16 

1.93 

R-TOLEDO  INTERNATIONAL  MTO 

296.5 

6 

569.4 

5 

27.5 

311 

46.2 

118 

9.3 

2.4 

21.6 

12 

2.19 

IN  NDSN  (2» 

163.5 

-15 

308.5 

-16 

7.8 

-14 

13.5 

-19 

4.8 

4.7 

7.9 

37 

0.64 

US  SYSTEMS  NVLS 

222.1 

-41 

391.8 

-53 

12.0 

-80 

15.8 

-89 

5.4 

15.7 

1.0 

NM 

0.13 

IPNR 

708.1 

3 

1311.2 

-3 

43.0 

50 

64.4 

31 

6.1 

4.1 

6.8 

27 

1.46 

NDUSTRIES  ROP  (2) 

153.8 

5 

303.4 

7 

17.5 

26 

32.0 

25 

11.3 

9.4 

17.4 

16 

1.96 

»T  &  STEVENSON  SERVICES  SSSS 

(it)   2997 

-9 

606.4 

-7 

4.9 

-77 

5.0 

-84 

1.6 

6.4 

7.5 

14 

1.00 

,TKR 

660.8 

4 

1276.6 

-1 

4.0 

NM 

13.1 

NM 

0.6 

NM 

-2.0 

NM 

-0.27 

■ 

470.3" 

2 

748.2 

1 

38.1 

27 

33.0 

5 

8.1 

6.5 

14.6 

12 

4.03 

(TILES 

COMPOSITE 

1917.9 

23 

3454.2 

13 

78.3 

159 

123.4 

142 

4.1 

1.9 

14.3 

15 

1.25 

iCE  IFSIA 

K  INDUSTRIES  MHK 

IINT  STEVENS  WXS 

240.6 
1227.7 

449.6 

-16 
42 
12 

475.0 

2094.5 

884.7 

-20 

28 

8 

0.8 

75.5 

2.0 

-39 
63 
NM 

0.7 

118.7 

4.0 

-88 
61 

NM 

0.3 
6.2 
0.4 

0.4 
5.4 

NM 

-15.5 

12.5 

NM 

NM 
11 
16 

-0.82 
4.07 
0.10 

/IETALS  &  MINING 

TRY  COMPOSITE 

17400.6 

-6 

33193.1 

-9 

362.3 

NM 

359.5 

NM 

2.1 

NM 

-2.7 

NM 

-0.34 

EEL 

COMPOSITE 

8031.5 

5 

14913.6 

1 

70.4 

NM 

-199.8 

NM 

0.9 

NM 

-15.1 

NM 

-1.61 

£L  HOLDING  AKS 

1141.5 

16 

2109.2 

9 

23.5 

612 

-2.6 

NM 

2.1 

0.3 

-8.3 

NM 

-0.80 

ENY  TECHNOLOGIES  ATI 

491.2 

-11 

984.3 

-10 

-7.5 

NM 

-18.6 

NM 

NM 

1.1 

-6.2 

NM 

-0.70 

HEM  STEEL  BHMSQ 

933.5 

2 

1737.3 

-3 

-118.9 

NM 

-216.2 

NM 

NM 

NM 

NM 

NM 

-7.32 

RCIAL  METALS  CMC  (4) 

642.9 

3 

1209.3 

1 

16.4 

53 

23.0 

86 

2.6 

1.7 

9.3 

11 

1.68 

rAR  STEEL  ROCK 

171.5 

5 

316.2 

1 

8.0 

76 

12.0 

63 

4.6 

2.8 

6.1 

16 

1.21 

TAR  TECHNOLOGIES  LSS 

150.1 

-19 

273.3 

-25 

-2.4 

NM 

-8.3 

NM 

NM 

8.8 

-6.8 

NM 

-0.83 

NUE 

1141.7 

6 

2169.8 

3 

59.7 

79 

80.0 

21 

5.2 

3.1 

5.7 

34 

1.62 

1  STEEL  MILLS  OS 

231.3 

13 

430.4 

12 

5.2 

NM 

5.1 

NM 

2.2 

NM 

3.0 

18 

0.35 

INDUSTRIES  ROU 

289.4 

15 

538.2 

12 

-8.7 

NM 

-50.2 

NM 

NM 

3.4 

-92.0 

NM 

-4.97 

1YNAMICS  STLD 

213.7 

36 

380.6 

22 

17.7 

808 

21.4 

238 

8.3 

1.2 

3.9 

43 

0.38 

INDUSTRIES  TXI  (7» 

344.4** 

4 

647.9 

10 

23.6 

999 

29.7 

NM 

6.8 

0.6 

6.9 

10 

2.38 

STATES  STEEL  X 

1761.0 

2 

3192.0 

-2 

27.0 

NM 

-56.0 

NM 

1.5 

NM 

-10.4 

NM 

-2.81 

INGTON  INDUSTRIES  WOR  ,7) 

519.3 

11 

925.0 

5 

26.8 

85 

-19.1 

NM 

5.2 

3.1 

1.1 

NM 

0.08 

HER  METALS 

f  COMPOSITE 

9369.1 

-14 

18279.5 

-16 

292.0 

-18 

559.3 

-38 

3.1 

3.3 

2.9 

63 

0.35 

AA 

5245.0 

-12 

10228.0 

-16 

232.0 

-24 

416.0 

-41 

4.4 

5.1 

5.7 

34 

0.71 

!Y  ALUMINUM  CENX 

180.3 

-5 

359.4 

20 

-4.6 

NM 

-8.1 

NM 

NM 

0.7 

-15.7 

NM 

-1.37 

INWEALTH  INDUSTRIES  CMIN 

251.7 

7 

473.6 

2 

1.1 

NM 

-3.3 

NM 

0.4 

NM 

NM 

NM 

-11.38 

IARD  EC 

982.3 

-33 

1984.1 

-36 

60.1 

1 

112.4 

5 

6.1 

4.0 

21.0 

14 

1.75 

iRT-McMORAN  COPPER  &  GOLD  FCX 

408.0 

-24 

800.7 

-19 

15.0 

-67 

23.1 

-75 

3.7 

8.4 

4.7 

NM 

0.05 

U.  CABLE  BGC 

393.7 

-12 

755.1 

-16 

-11.8 

NM 

-6.9 

NM 

NM 

4.0 

-2.0 

NM 

-0.07 

IET  INMT 

218.0 

-4 

424.1 

-6 

5.4 

87 

9.7 

165 

2.5 

1.3 

-1.2 

NM 

-0.10 

IR  INDUSTRIES  MLI 

277.2" 

-3 

545.3 

-3 

18.5 

-11 

36.4 

0 

6.7 

7.3 

9.3 

14 

1.80 

i  DODGE  PD 

966.8 

-9 

1885.3 

-13 

-36.4 

NM 

-41.2 

NM 

NM 

NM 

-6.9 

NM 

-2.82 

K  NX  (2> 

249.5 

13 

453.7 

8 

10.6 

148 

16.1 

102 

4.3 

1.9 

11.7 

13 

2.54 

IARTG 

196.5 

0 

370.2 

-4 

2.1 

-84 

5.0 

-69 

1.1 

6.7 

-0.6 

NM 

-0.08 

MONBANK  FINANCIAL 


TRY  COMPOSITE  152459.6 


301154.1 


-6     17578.2 


11      36430.1 


16 


11.5 


9.9 


14.9 


15 


2.45 


lANCIAL  SERVICES 

» COMPOSITE 

106123.1 

-9 

209600.5 

-11 

12764.8 

12 

26110.4 

15 

12.0 

9.8 

17.7 

13 

2.64 

:AN  EXPRESS  AXP 

5945.0 

13 

11704.0 

7 

683.0 

284 

1301.0 

82 

11.5 

3.4 

15.2 

21 

1.41 

TEARNS  BSC  "' 

2070.4 

-15 

3788.5 

-17 

342.9 

102 

523.4 

56 

16.6 

6.9 

14.8 

9 

5.91 

10CK  BLK 

156.7 

16 

302.8 

13 

34.8 

33 

66.2 

28 

22.2 

19.4 

21.7 

22 

1.86 

(H&R)  HRB  (8) 

1881.3 

12 

2609.4 

12 

463.6 

24 

493.2 

30 

24.6 

22.2 

31.7 

19 

2.31 

L  ONE  FINANCIAL  COF 

2369.4 

37 

4502.9 

32 

213.1 

37 

401.1 

34 

9.0 

9.0 

18.5 

10 

3.30 

HIPC 

26928.0 

-3 

52822.0 

-8 

4084.0 

12 

8974.0 

24 

15.2 

13.1 

19.4 

10 

3.06 

RYWIDE  CREDIT  INDUSTRIES  CCR 

1819.4 

21 

3652.6 

38 

190.9 

55 

358.4 

58 

10.5 

8.2 

NA 

9 

4.84 

ORD  CRD.A 

185.8 

-5 

364.4 

-5 

4.9 

-45 

13.0 

-23 

2.6 

4.5 

13.5 

12 

0.53 

BRADSTREET  DNB 

305.2 

-5 

623.7 

-8 

10.2 

-72 

45.8 

-32 

3.3 

11.4 

NM 

19 

1.65 

IE  GROUP  ET 

465.0 

-11 

955.5 

-11 

33.7 

NM 

53.0 

NM 

7.2 

NM 

-13.2 

NM 

-0.61 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 

2002 

SMIL 


CHANGE 

FROM 

2001 

% 


6 

MONTHS 

2002 

SMIL. 


CHANGE 

FROM 

2001 

% 


2ND 

QUARTER 

2002 

SMIL 


CHANGE 

FROM 

2001 

% 


6 

MONTHS 
2002 
SMIL 


CHANGE 

FROM 

2001 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

2002  2001 

%  % 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 


EDWARDS  (A.G.)  AGE  ,,0) 

EQUIFAX  EFX 

FANNIE  MAE  FNM 

FEDERATED  INVESTORS  Fll 

FIDELITY  NATIONAL  FINANCIAL  FNF 

FIRST  AMERICAN  FAF 

FRANKLIN  RESOURCES  BEN  <31 

FREDDIE  MAC  FRE 

GALLAGHER  (ARTHUR  J.)  AJG 

GOLDMAN  SACHS  GROUP  GS  <" 

HOUSEHOLD  INTERNATIONAL  HI 

INSTINETGROUPINET 

JEFFERIES  GROUP  JEF 

LEGG  MASON  LM  (9> 

LEHMAN  BROTHERS  HOLDINGS  LEH  "> 

MARSH  &  McLENNAN  MMC 

MERRILL  LYNCH  MER 

METRIS  MXT 

MOODY'S  MCO 

MORGAN  STANLEY  MWD  <" 

PRICE  (T.  ROWE)  GROUP  TROW 

RAYMOND  JAMES  FINANCIAL  RJF  °> 

SCHWAB  (CHARLES)  SCM 

SEI  INVESTMENTS  SEIC 

SLM  SLM 

STILWELL  FINANCIAL  SV  t 

STUDENT  LOAN  STU 

WFS  FINANCIAL  WFSI 


PRICE- 
EARNINGS 
RATIO 
7-25 


600.1 

-3 

1182.1 

-7 

39.1 

-14 

2.1 

-98 

6.5 

7.3 

4.0 

40 

270.3 

-7 

531.7 

-7 

47.4 

24 

89.2 

23 

17.5 

13.2 

48.5 

21 

13211.3 

5 

26198.9 

5 

14&3.7 

4 

2672.3 

6 

11.1 

11.1 

32.1 

12 

182.4 

2 

364.0 

5 

52.6 

23 

104.9 

24 

28.8 

24.0 

65.2 

17 

1143.0 

19 

2209.8 

27 

112.3 

25 

213.3 

58 

9.8 

9.3 

22.3 

7 

1092.4 

18 

2135.4 

26 

40.1 

-26 

84.2 

15 

3.7 

5.9 

15.0 

8 

666.1 

9 

1292.0 

9 

125.7   . 

5 

245.7 

-2 

18.9 

19.6 

10.6 

18 

9268.0 

-6 

19067.0 

10 

1110.0 

21 

2523.0 

45 

12.0 

9.3 

37.3 

8 

265.2 

24 

514.4 

19 

34.5 

49 

68.1 

36 

13.0 

10.8 

35.4 

16 

6234.0 

-24 

10 

11934.0 

-32 

563.0 
513.5 

-2 

17 

1087.0 

1024.5 

-19 

18 

9.0 
14.0 

7.1 
13.2 

10.9 
23.0 

18 

3656.4 

7366.8 

9 

9 

268.7** 

-32 

537.8 

-35 

-43.3 

NM 

-53.4 

NM 

NM 

12.0 

-0.4 

NM 

200.9 

-7 

396.2 

-7 

18.1 

9 

35.8 

11 

9.0 

7.7 

11.0 

17 

417.4 

10 

838.2 

10 

49.0 

39 

95.1 

31 

11.7 

9.3 

15.4 

16 

4347.0 

-31 

8573.0 

-34 

296.0 

-31 

594.0 

-27 

6.8 

6.8 

11.7 

14 

2612.0 

3 

5247.0 

1 

336.0 

15 

754.0 

14 

12.9 

11.5 

20.0 

23 

7352.0 

-29 

14915.0 

-33 

634.0 

17 

1281.0 

-9 

8.6 

5.2 

2.0 

NM 

268.5 

-40 

749.7 

-12 

-36.4 

NM 

16.0 

-87 

NM 

14.0 

17.0 

1 

271.5 

32 

503.1 

31 

78.7 

42 

151.3 

46 

29.0 

27.0 

NM 

30 

8149.0 

-35 

16689.0 

-34 

797.0 

-14 

1645.0 

-18 

9.8 

7.4 

15.5 

13 

236.1** 

-10 

478.3 

-12 

51.9 

1 

104.9 

4 

22.0 

19.5 

18.3 

16 

388.1 

-9 

769.1 

-11 

22.8 

-21 

41.6 

-19 

5.9 

6.8 

8.7 

17 

1049.0** 

-2 

2108.0 

-7 

98.0 

NM 

180.0 

131 

9.3 

NM 

4.2 

69 

158.9 

-6 

318.1 

-4 

35.8 

15 

69.8 

17 

22.5 

18.5 

43.3 

20 

879.1 

-18 

1748.9 

-19 

126.0 

-55 

548.3 

76 

14.3 

26.2 

34.6 

22 

310.4 

-25 

638.7 

-26 

73.7 

-18 

170.9 

-15 

23.7 

22.0 

18.3 

11 

269.5 

-15 
33 

538.4 
430.1 

-14 

42.2 

8 
15 

91.8 
40.7 

50 
6 

15.7 
9.8 

12.3 
11.3 

23.2 
10.6 

10 

229.6 

29 

22.5 

12 

(B)  INSURANCE 

GROUP  COMPOSITE 

38392.9 

8 

75656.5 

8 

3209.7 

3 

7106.8 

16 

8.4 

8.7 

8.3 

24 

AFLAC  AFL 

ALLSTATE  ALL 

AMBAC  FINANCIAL  GROUP  ABK 

2513.0 

7 

4884.0 

3 

212.0 

39 

105 

11 

395.0 
770.0 
236.7 

19 
14 

15 

8.4 

4.6 

59.4 

6.5 
2.3 

60.2 

14.2 

7.3 

13.8 

20 

7455.0 

201.5** 

3 
13 

14753.0 
397.6 

3 

344.0 

19 

16 

119.8 

13 

AMERICAN  INTERNATIONAL  GROUP  AIG 

14938.3 

8 

29418.0 

9 

1801.2 

32 

3781.5 

17 

12.1 

9.9 

11.5 

23 

AMERICAN  NATIONAL  INSURANCE  ANAT 
CINCINNATI  FINANCIAL  CINF 

576.2 
703.0 

-1 
9 

1165.8 

13 

21.0 

-49 
-29 

63.1 
110.0 

-19 
-10 

3.6 
5.0 

7.1 
7.6 

1.7 
2.8 

45 

1390.0 

10 

35.0 

32 

EVEREST  RE  GROUP  RE 
MGIC  INVESTMENT  MTG 

554.4 
383.8** 

14 
13 

1128.3 

26 

53.4 
170.9 

-7 
6 

114.5 
340.1 

7 
7 

9.6 
44.5 

11.8 
47.5 

4.9 
20.3 

23 

759.4 

15 

9 

MIDLAND  MLAN 

155.8 

8 

308.3 

9 

5.9 

-3 

15.2 

-3 

3.8 

4.2 

8.8 

14 

PROGRESSIVE  PGR 

2256.5** 

21 

4322.1 

19 

160.4 

55 

336.6 

77 

7.1 

5.6 

16.5 

19 

SAFECO  SAFC 

1798.3 

5 

3510.9 

2 

105.2 

NM 

168.8 

NM 

5.9 

NM 

0.6 

NM 

ST.  PAUL  SPC 

TORCHMARK  TMK 

TRAVELERS  PROPERTY  CASUALTY  TAP.A 

2313.8 

700.2 

3319.8 

7 

2 

11 

4631.2 

7 

-218.2 

NM 
-38 

-75.9 
160.9 
676.7 

NM 
-20 
-21 

NM 

9.0 

10.0 

4.4 

-27.6 

NM 

1400.1 
6552.5 

3 
8 

62.7 

14.7 
12.2 

14.2 
9.2 

11 

332.0 

-8 

12 

UNITRIN  UTR 

523.4 

9 

1035.3 

9 

4.4 

-99 

13.6 

-96 

0.8 

73.9 

1.1 

NM 

(C)  SAVINGS  A  LOAN 

GROUP  COMPOSITE 

7943.6 

-5 

15897.1 

-4 

1603.7 

19 

3212.9 

31 

20.2 

16.1 

17.0 

10 

DOWNEY  FINANCIAL  DSL 

157.5 

-33 

355.3 

-23 

20.3 

-39 

57.6 

-3 

12.9 

14.3 

15.0 

9 

GOLDEN  STATE  BANCORP  GSB 
GOLDEN  WEST  FINANCIAL  GDW 

803.6 
905.1 

-29 

1719.3 

-24 
-21 

85.3 
226.4 

-19 
8 

207.8 
464.4 

5 
21 

10.6 
25.0 

9.3 
17.9 

15.2 
19.3 

11 
10 

-22 

1843.3 

GREENPOINT  FINANCIAL  GPT 

442.0 

3 

871.0 

8 

123.0 

14 

243.0 

34 

27.8 

25.2 

26.6 

9 

HUDSON  CITY  BANCORP  HCBK 

197.7 

17 

387.5 

15 

48.2 

56 

91.8 

49 

24.4 

18.3 

12.9 

20 

NEW  YORK  COMMUNITY  BANCORP  NYCB 

180.3 

102 

341.2 

69 

58.1 

211 

104.5 

125 

32.2 

20.9 

13.4 

16 

ROSLYN  BANCORP  RSLN 

163.6 

8 

315.4 

7 

36.7 

25 

70.3 

28 

22.5 

19.5 

23.1 

13 

WASHINGTON  MUTUAL  WM 

4793.0 

1 

9484.0 

1 

984.0 

23 

1935.0 

34 

20.5 

16.8 

16.4 

10 

WESTCORP  WES 

300.7 

15 

580.1 

15 

21.7 

29 

38.6 

11 

7.2 

6.4 

9.9 

13 

18     OFFICE  EQUIPMENT  &  COMPUTERS 


INDUSTRY  COMPOSITE 


99131.6 


196894.5 


5944.3 


NM      12978.3       207 


6.0 


NM 


8.3 


45 


(A)  BUSINESS  MACHINES  &  SERVICES 


GROUP  COMPOSITE 

9356.1 

-13 

18780.9 

-15 

315.2 

-21 

534.0 

-30 

3.4 

3.7 

12.8 

24 

DELUXE  DLX 

328.5 

3 

657.4 

3 

54.7 

23 

109.3 

26 

16.7 

13.9 

380.9 

12 

DIEBOLD  D8D 

483  5 

884.5 

10 

39.8 

43 

66.3 

88 

8.2 

6.6 

10.5 

24 

GENERAL  BINDING  GBND 

174.3 

346.6 

-7 

2.1 

NM 

-3.8 

NM 

1.2 

NM 

-38.3 

NM 

HON  INDUSTRIES  HNI 

399.3 

798.4 

-12 

20.1 

377 

36.0 

60 

5.0 

1.0 

14.2 

18 

MILLER  (HERMAN)  MLHR  ,7) 

322.6 

663.3 

-38 

-18.8 

NM 

-30.4 

NM 

NM 

6.4 

-21.3 

NM 

NCR  NCR 

1380.0 
1081.3 

-8 
6 

2627.0 
2130.8 

-9 
7 

32.0 
143.1 

-9 
-24 

36.0 

-77 

2.3 
13.2 

2.3 
18.4 

5.8 
54.3 

26 

PITNEY  BOWES  PBI 

272.6 

-7 

18 

STANDARD  REGISTER  SR 

253.8 

-19 

517.6 

-18 

10.9 

472 

21.9 

NM 

4.3 

0.6 

7.4 

20 

STEELCASE  SCS  O0) 

643.1 

-29 

1303.5 

-31 

-15.4 

NM 

-49.7 

NM 

NM 

2.6 

-2.8 

NM 
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ORATE  SCOREBOAR 

ANY  SYMBOL 

SALES 

PROFITS 

2ND         CHANGE 
QUARTER       FROM 
2002           2001 
S  MIL.            % 

6 
MONTHS 

2002 
SMIL 

CHANGE 

FROM 

2001 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2002          2001 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-25 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

2ND 

QUARTER 

2002 

SMIL. 

CHANGE 

FROM 

2001 

% 

6 

MONTHS 
2002 
SMIL. 

CHANGE 

FROM 

2001 

% 

UATECD011 

!.E  COMPUTER  SERVICES  WCS  5 

3920.4 

369.2 

-16 
-11 

8085.4 
766.3 

-19 
-11 

35.1             11 
11.5          -17 

4.2 

15 
-87 

0.9 
3.1 

0.7 
3.3 

8.3 
5.0 

17 
33 

2.01 
0.52 

MPUTERS  &  PERIPHERALS 

COMPOSITE  54255.9 

lOMPUTER  AAPL  (3)  1429.0 

WPUTER  DELL  <n)  8066.0 

1387.5 
IYGTW  1004.9 

T-PACKARDHPQ12'  10621.0 

S INFS  165.0 

ATIONAL  BUSINESS  MACHINES  IBM  19651.0 


IK  INTERNATIONAL  L.XK 
IMXO 

«  APPLIANCE  NTAP  (8) 
ALM  m 

E  TECHNOLOGY  STK 
CROSYSTEMS  SUNW  (6) 

TECHNOLOGIES  SBL 

UIS 
<RX 
MPUTER  SOFTWARE  &  SERVICES 


1058.0 
895.8 
204.9 
233.3 
491.9 

3420.0 
315.8 

1359.8 

3952.0 


-8 

-3 
0 

-31 

-33 
-9 

-11 

-6 

8 

-14 
-9 
41 
-4 

-14 
-7 
-7 
-8 


107346.6 

2924.0 

16127.0 

2689.5 

1997.2 

22004.0 

322.0 

37681.0 

2108.1 

1940.5 

403.2 

525.9 

947.8 

6527.0 

617.1 

2722.3 

7810.0 


-10 

1 

-3 
-38 
-43 

-9 
-17 

-8 
7 

16 
-22 
-17 

-3 
-19 
-22 
-12 

-9 


1227.5 

32.0 

457.0 

0.8 

-58.5 

238.0 

1.1 

445.0 

89.1 

-109.0 

7.8 

-27.5 

19.1 

20.0 

-22.7 

42.2 

93.0 


-36 

-48 

-1 

-99 

NM 

580 

-86 

-79 

2 

NM 

NM 

NM 

56 

NM 

NM 

44 

NM 


3250.8 

72.0 

913.0 

-76.1 

-181.7 

716.0 

-6.7 

1729.0 

160.6 

-174.0 

14.8 
-24.5 

25.1 
-17.0 
-21.5 

74.9 

47.0 


-36 

-31 

2 

NM 

NM 

68 
NM 
-55 

-4 
NM 
-57 
NM 
171 
NM 
NM 
-24 
-63 


2.3 

2.2 
5.7 
0.1 
NM 
2.2 
0.7 
2.3 
8.4 
NM 
3.8 
NM 
3.9 
0.6 
NM 
3.1 
2.4 


3.3 

4.1 
5.8 
5.4 
NM 
0.3 
4.2 
10.0 
8.9 
NM 
0.2 
NM 
2.4 
NM 
NM 
2.0 
NM 


7.0 

4.3 

27.5 

-14.7 

-56.7 

6.1 

-0.4 

26.0 

26.9 

-67.8 

0.4 

-11.9 

7.9 

-6.4 

-3.9 

-3.4 

1.7 


52 

29 
49 
NM 
NM 
25 
NM 
22 
24 
NM 
NM 
NM 
16 
NM 
NM 
NM 
NM 


0.33 

0.49 

0.46 
-0.49 
-2.17 

0.47 
-0.04 

3.21 

2.00 
-2.04 

0.01 
-0.14 

0.79 
-0.19 
-0.19 
-0.23 
-0.21 


COMPOSITE 

ION  ATVI  l9) 

35519.6 

191.3 

9 

73 

70767.0 

356.2 

5 

50 

4401.6 

20.7 

NM 

NM 

9193.5 

NM 

12.4 

NM 

0.0 

8.7 

9.8 

44 

22 

0.44 

31.6 

NM 

10.8 

1.18 

1  ACXM  (9) 

225.4 

10 

450.7 

0 

10.5 

NM 

25.1 

NM 

4.6 

NM 

8.2 

30 

0.49 

SYSTEMS  ADBE  (" 

317.4 

-8 

585.3 

-13 

54.3 

-11 

104.1 

-21 

17.1 

17.8 

22.1 

33 

0.72 

:e  DATA  SYSTEMS  AOS 

205.5 

12 

415.9 

14 

3.9 

550 

8.4 

NM 

1.9 

0.3 

0.6 

NM 

0.04 

AN  MANAGEMENT  SYSTEMS  AMSY 

251.7 

-21 

503.1 

-22 

1.1 

-76 

11.9 

18 

0.4 

1.4 

4.4 

30 

0.42 

•SKADSK"" 

229.3 

-7 

483.4 

-1 

17.6 

-37 

39.4 

-30 

7.7 

11.4 

13.3 

16 

0.70 

ATIC  DATA  PROCESSING  ADP  ,6) 

1845.3** 

NA 

3715.4 

NA 

287.3 

NA 

639.6 

NA 

15.6 

NA 

22.0 

20 

1.75 

STEMS  BEAS"" 

224.8 

-13 

456.2 

-11 

3.9 

-81 

14.5 

-63 

1.7 

8.0 

-7.6 

NM 

-0.13 

iOX  BBOX  (9) 

154.4 

-25 

314.7 

-27 

14.7 

-3 

27.6 

-14 

9.5 

7.3 

12.2 

13 

2.96 

:e  design  systems  con 

344.8 

-1 

689.5 

0 

^6.3 

NM 

-25.0 

NM 

NM 

NM 

9.7 

20 

0.55 

hcen 

287.8 

-1 

589.6 

-2 

24.5 

NM 

43.1 

607 

8.5 

NM 

7.5 

23 

0.57 

ICERN 

180.6 

39 

355.9 

42 

14.7 

NM 

25.1 

NM 

8.1 

NM 

11.1 

34 

1.22 

SYSTEMS  CSCO  (5) 

4822.0 

2 

9638.0 

-16 

729.0 

NM 

1389.0 

NM 

15.1 

NM 

4.0 

77 

0.15 

MGI  (5) 

187.4 

-35 

398.2 

-36 

-125.2 

NM 

-243.1 

NM 

NM 

NM 

NM 

NM 

-4.78 

TER  ASSOCIATES  INTL.  CA  <9) 

765.0 

7 

1537.0 

7 

-65.0 

NM 

-303.0 

NM 

NM 

NM 

-17.8 

NM 

-1.42 

WARE  CPWR  (9> 

346.6 

-23 

753.8 

-22 

22.5 

-35 

-313.4 

NM 

6.5 

7.6 

-21.1 

NM 

-0.69 

3AY 

266.3 

47 

511.4 

53 

54.3 

121 

101.9 

123 

20.4 

13.6 

8.6 

NM 

0.52 

Ids  (j.d.)  jdec  <2) 

223.6 

1 

428.3 

-4 

3.5 

NM 

-0.6 

NM 

1.6 

NM 

-43.1 

NM 

-1.50 

ONIC  DATA  SYSTEMS  EDS 

5475.0 

8 

10816.0 

7 

316.0 

5 

670.0 

-13 

5.8 

5.9 

17.6 

13 

2.62 

IATA  FDC 

1875.0" 

9 

3602.3 

8 

298.6 

22 

542.9 

25 

15.9 

14.3 

26.2 

27 

1.26 

FISV 

632.4 

16 

1264.4 

18 

66.6 

28 

131.8 

28 

10.5 

9.6 

13.5 

26 

1.21 

TOPGME"" 

271.4 

35 

785.6 

49 

4.9 

NM 

23.7 

NM 

1.8 

NM 

3.8 

40 

0.42 

HOLDINGS  GTK  "0) 

231.4 

-2 

506.0 

5 

29.0 

52 

47.5 

5 

12.5 

8.1 

40.8 

14 

1.44 

"SI 

201.0 

33 

377.7 

26 

0.8 

NM 

1.3 

NM 

0.4 

NM 

12.7 

9 

0.90 

<l  IMN 

274.3 

-3 

558.0 

-4 

21.5 

117 

38.3 

159 

7.8 

3.5 

3.1 

46 

0.62 

[INTU(5) 

545.2 

28 

1092.5 

24 

144.5 

NM 

264.3 

NM 

26.5 

NM 

4.8 

86 

0.49 

KEA 

226.1 

15 

447.3 

10 

5.5 

-18 

11.1 

-27 

2.4 

3.4 

2.5 

43 

0.18 

SOFT  MSFT <6) 

7253.0 

10 

14498.0 

12 

1525.0 

NM 

4263.0 

69 

21.0 

1.0 

15.0 

30 

1.41 

RK  ASSOCIATES  NET 

233.0 

21 

453.7 

30 

21.2 

NM 

37.0 

NM 

9.1 

NM 

3.4 

88 

0.12 

.  NOVL  (2) 

273.9 

14 

551.7 

14 

-29.7 

NM 

-21.4 

NM 

NM 

NM 

-12.1 

NM 

-0.38 

: ORCL  m 

2773.8 

-16 

5073.2 

-16 

655.9 

-23 

1163.9 

-19 

23.6 

26.0 

36.4 

23 

0.39 

ETRIC  TECHNOLOGY  PMTC  (3) 

182.5 

-21 

367.5 

-23 

-24.6 

NM 

-39.9 

NM 

NM 

NM 

-18.8 

NM 

-0.26 

iSOFT  PSFT 

482.2 

-11 

965.5 

-9 

36.0 

-24 

80.6 

-3 

7.5 

8.7 

10.5 

27 

0.59 

AL  SOFTWARE  RATL  (9> 

152.5 

-13 

332.6 

-20 

-6.5 

NM 

-18.1 

NM 

NM 

NM 

-8.7 

NM 

-0.29 

HOLDINGS  TSG 

532.7 

-8 

1072.1 

-7 

68.0 

NM 

155.4 

NM 

12.8 

0.9 

9.0 

32 

0.71 

SYSTEMS  SEBL 

405.6 

-28 

883.4 

-24 

29.8 

-61 

94.4 

-38 

7.3 

13.7 

9.6 

23 

0.38 

RD  DATA  SYSTEMS  SDS 

623.3 

31 

1231.6 

33 

81.7 

27 

151.7 

28 

13.1 

13.5 

14.0 

21 

0.96 

ESY 

205.3 

-13 

416.3 

-10 

20.2 

NM 

36.2 

NM 

9.8 

NM 

5.8 

29 

0.36 

TEC  SYMC  (9) 

316.0 

39 

626.8 

31 

56.6 

NM 

61.3 

NM 

17.9 

NM 

3.4 

NM 

0.31 

SYS  SNPS  (2) 

185.6 

14 

361.2 

13 

21.4 

71 

35.4 

61 

11.5 

76 

11.5 

37 

1.10 

WO  INTERACTIVE  SOFTWARE  TTWO 

(2)    170.3 

93 

453.3 

84 

9.6 

NM 

44.5 

NM 

5.7 

NM 

17.1 

17 

1.06 

:oms  m 

338.5 

-28 

694.5 

-37 

-23.8 

NM 

-259.9 

NM 

NM 

NM 

-30.6 

NM 

-1.71 

S  SOFTWARE  VRTS 

364.7 

-7 

735.1 

-5 

26.0 

NM 

70.5 

NM 

7.1 

NM 

-10.3 

NM 

-0.74 

!YHOO 

225.8 

24 

418.5 

15 

21.4 

NM 

31.9 

NM 

9.5 

NM 

0.0 

NM 

-0.01 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


an  CHANGE 

QUARTER  FROM 

2002  2001 
SMIL  % 


e  :h;.ngf_ 

MONTHS  FROM 

2002  2001 
$MIL  % 


2ND  CHANGE 

QUARTER  FROM 

2002  2001 

S  VII  % 


6  CHANGE 

MONTHS  FROM 

2002  2001 
SMIL  % 


RETURN  ON 

COMVON 
EQUITY         PRICE- 


2N0  2ND 

QUARTER  QUARTER  12  MONTHS  EARNINGS 

2002  2001  ENDING  RATH) 

%  %           5-30  7-25 


19   PAPER  &  FOREST  PRODUCTS 


INDUSTRY  COMPOSITE 


21099.9 


40253.2 


47^6.5 


NM 


724.2 


NM 


2.3 


NM 


-0.8 


(B)  PUBLISHING 
GROUP  COMPOSITE 
BELO  BLC 
DOW  JONES  DJ 
GANNETT  GCI 
KNIGHT-RIDDER  KRI 
LEE  ENTERPRISES  LEE  (3) 
McCLATCHY  MM 
McGRAW-HILL  MHP 
MEDIA  GENERAL  MEG 
NEW  YORK  TIMES  NYT 
SCHOLASTIC  SCHLm 
SCRIPPS  (E.W.)  SSP 
TRIBUNE  TRB 
WASHINGTON  POST  WPO 
WILEY  (JOHN)  &  SONS  JW.A  (8> 


21      SERVICE  INDUSTRIES 


INDUSTRY  COMPOSITE 


8891.5 
366.2 
417.0 

1624.3 
715.1 
160.8 
274.3 

1191.4 
211.8 
772.2 
541.0 
399.9 

1380.6 
647.7 
189.2 

41312.0 


2 

1 

-14 

0 

-3 

48 

-1 

4 

3 

2 

8 

7 

1 

7 

40 


16770.7 

686.1 

809.9 

3148.9 

1393.3 

259.1 

526.9 

2038.1 

406.3 

1509.3 

973.7 

759.7 

2614.2 

1248.0 

397.2 

78725.1 


0 

-1 

-14 

-2 

-5 

24 

-2 

2 

0 

-2 

4 

3 

-2 

5 

33 


1017.4 
40.5 
54.0 

303.9 
76.8 
30.8 
36.2 

136.5 
16.3 
78.8 
52.8 
27.0 

114.2 
51.1 
-1.5 

1553.7 


72 

NM 

25 

30 

472 

95 

193 

14 

HI 

225 

NM 

-31 

57 

253 

NM 

58 


1746.3 

57.3 

183.8 

547.5 

128.6 

43.9 

59.5 

165.7 

22.3 

133.2 

64.7 

66.8 

178.2 

74.9 

19.9 

2738.3 


37 

NM 
272 

34 
137 

52 
160 

18 
102 

58 
NM 
-37 

24 
-65 
-22 


11.4 

11.1 

12.9 

18.7 

10.7 

19.2 

13.2 

11.5 

7.7 

10.2 

9.8 

6.7 

8.3 

7.9 

NM 

3.8 


6.8 
NM 
8.9 

14.3 
1.8 

14.6 
4.5 

10.4 
3.7 
3.2 
NM 

10.6 
5.3 
2.4 
6.1 

2.5 


11.7 

3.9 

183.6 

16.4 

16.4 

9.8 

9.3 

21.7 

2.8 

21.4 

14.9 

7.1 

2.3 

5.4 

20.7 

8.5 


(A)  CONSTRUCTION  & 

GROUP  COMPOSITE 

DYCOM  INDUSTRIES  DY  •» 

EMCOR  GROUP  EME 

JACOBS  ENGINEERING  GROUP  JEC  (3) 

TETRA  TECH  TTEK  <3> 

URS  URS  !2> 


3075.1 

169.8 
986.4 
1169.1 
185.4 
564.4 


8 

-16 

13 

12 

-3 

3 


5891.4 

308.0 
1796.7 
2315.7 

363.5 
1107.4 


5 
-22 

5 
13 
-2 

4 


75.5 

7.7 
14.8 
27.9 

8.1 
16.9 


34 

-41 
28 
24 

NM 
31 


133.2 
12.7 
22.1 
54.8 
13.4 
30.2 


14 

-51 
28 
24 

100 
35 


2.5 
4.5 
15 
2.4 
4.4 
3.0 


2.0 

6.5 
1.3 
2.2 
NM 
2.4 


12.3 

7.1 
12.7 
15.3 
10.0 
15.6 


(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

ADVANCED  MARKETING  SERVICES  MKT  <9) 

AG  SERVICES  OF  AMERICA  ASV  (10) 

AUDIOVOXVOXX"1 

AVIALL  AVL 

BELL  MICROPRODUCTS  BELM 

CELLSTAR  CLST  <" 

GENUINE  PARTS  GPC 

GRAINGER  (W.W.)  GWW 

MSC  INDUSTRIAL  DIRECT  MSM  (4) 

PATTERSON  DENTAL  PDCO  <8> 

RELIANCE  STEEL  &  ALUMINUM  RS 

SCP  POOL  POOL 

UNITED  STATIONERS  USTR 

WESCO  INTERNATIONAL  WCC 

WORKFLOW  MANAGEMENT  WORK  <8) 


NM 


(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE  7720.0  -3  14813.2  -A  180.6  99  313.4  NM  2.3  1.1  1.8  92 

GEORGIA-PACIFIC  GP  6222.0  -6  12018.0  -7  87.0  200  148.0  NM  1.4  0.4  -4.5  NM 

LOUISIANA-PACIFIC  LPX  452.8  -2  864.6  1  7.7  NM  8.5  NM  1.7  NM  -6.4  NM 

PLUM  CREEK  TIMBER  PCL  271.0  171  546.0  152  53.0'  96  109.0  70  19.6  27.0  16.5  12 

RAYONIERRYN  269.3  -20  538.0  -11  17.5  -44    .         26.5  -39  6.5  9.4  5.7  32 

UNIVERSAL  FOREST  PRODUCTS  UFPI  504.9  4  846.6  10  15.4  8  21.4  12  3.0  2.9  14.1  10 


(B)  PAPER 

GROUP  COMPOSITE  13379.8  6  25440.0  1  295.9  NM  410.7  NM  2.2  NM  -2.0  NM 

BOISE  CASCADE  BCC  1888.0  0  3676.3  -3  3.2  -84  -3.4  NM  0.2  1.0  -3.0  NM 

INTERNATIONAL  PAPER  IP  6305.0  -6  12343.0  -9  215.0  NM  280.0  NM  3.4  NM  -5.4  NM 

WAUSAU-MOSINEE  PAPER  WMO  237.8  -1  463.7  -2  5.7  735  9.1  NM  2.4  0.3  5.8  23 

WEYERHAEUSER  WY  4949.0  29  8957.0  21  72.0  -58  125.0  -55  1.5  4.5  3.0  61 


20      PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE                             17114.0 

2 

32555.5 

0 

1790.4 

420 

2959.8 

315 

10.5 

2.1 

3.2 

51 

(A)  BROADCASTING 

GROUP  COMPOSITE                                    8222.4 

2 

15784.8 

1 

773.0 

NM 

1213.5 

NM 

9.4 

NM 

0.4 

NM 

CLEAR  CHANNEL  COMMUNICATIONS  CCU       2172.9 
INSIGHT  COMMUNICATIONS  ICCI                      200.0 
VIACOM  VIA.B                                                 5849.5 

0 

10 

2 

3870.9 

392.2 

11521.7 

2 

10 

0 

238.0 
-11.6 

546.5 

NM 
NM 
NM 

328.4 
-28.8 
913.9 

NM 
NM 
NM 

11.0 
NM 
9.3 

NM 
NM 
0.3 

-2.0 

-14.6 

1.1 

NM 
NM 
92 

28 

41 
14 
20 
19 
19 
27 
28 
39 
27 
15 
61 
NM 
62 
23 

29 


13 

12 
14 
17 
11 
8 


8630.4 

2 

16554.7 

-1 

257.5 

34 

481.8 

17 

3.0 

2.3 

10.7 

22 

191.9 

31 

369.7 

28 

2.4 

-23 

5.4 

-6 

1.2 

2.1 

16.7 

10 

212.0 

29 

299.8 

32 

2.2 

18 

2.5 

2 

1.0 

1.1 

7.8 

11 

304.6 

10 

493.2 

-18 

4.5 

NM 

0.3 

NM 

1.5 

NM 

-0.7 

NM 

193.1 

--; 

360.7 

36 

7.8 

118 

12.3 

96 

4.0 

2.7 

-6.0 

NM 

497.7 

9 

1020.6 

3 

-6.1 

NM 

-5.7 

NM 

NM 

NM 

-14.2 

NM 

573.3 

0 

1202.5 

-1 

-6.0 

NM 

-5.5 

NM 

NM 

0.6 

-6.3 

NM 

2130.9 

1 

4108.7 

-2 

96.0 

1 

183.1 

0 

4.5 

4.5 

14.4 

17 

1194.8 

-2 

2320.1 

-5 

54.5 

268 

113.0 

98 

4.6 

1.2 

14.0 

19 

208.6 

-4 

403.4 

-8 

11.2 

352 

19.9 

18 

5.4 

1.1 

7.4 

28 

399.8 

31 

757.2 

27 

27.6 

31 

52.4 

27 

6.9 

6.9 

18.5 

32 

450.2 

9 

855.7 

1 

10.8 

-6 

18.3 

-24 

2.4 

2.8 

5.1 

26 

364.1 

10 

535.4 

10 

28.6 

12 

30.5 

15 

7.9 

7.7 

23.6 

17 

897.6 

-8 

1845.7 

-9 

15.7 

-28 

39.9 

-8 

1.8 

2.2 

9.3 

15 

848.4 

-10 

1657.4 

-11 

5.6 

-25 

10.1 

-8 

0.7 

0.8 

12.3 

16 

163.4 

4 

324.6 

4 

2.7 

NM 

5.5 

NM 

1.7 

NM 

9.8 

4 

(C)  PRINTING  A  ADVERTISING 

GROUP  COMPOSITE 
ADVO  AD  m 


1657.7 

280.9 


-8 

0 


3240.7 

555.4 


-10 

0 


59.0 

10.1 


40 
-18 


110.4 

18.6 


26 
-14 


3.6 

3.6 


2.3 
4.4 


12.8 

221.2 


30 
15 
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IRATE  SCOREBOARD 


WHY  SYMBOL 


SALES 


PROFITS 


MARGINS 


2ND  CHANGE  6  CHANGE            2ND  CHANGE              6  CHANGE 

QUARTER  FROM  MONTHS  FROM  QUARTER  FROM  MONTHS  FROM 

2002  2001  2002  2001             2002  2001             2002  2001 

$MIL.               %  SMIL  %               SMIL             %  SMIL.  % 


RETURN  ON 
COMMON 
EQUITY 


12 
MONTHS' 


2ND  2ND  EQUITY         PRICE- 
QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 
2002  2001  ENDING         RATIO  PER 
%  %  6-30            7-25  SHARE 


llEY  (R.R.)  DNY 
MNKS  HHS 


1148.9 
227.9 


-11 
0 


2242.5 
442.8 


14 


24.8 
24.1 


304 
1 


47.5 
44.4 


130 
-2 


2.2 
10.6 


0.5 
10.4 


6.2 
15.1 


55 
22 


0.45 
0.82 


«R  SERVICES 

COMPOSITE 

27948.7 

6 

53038.3 

4 

1161.7 

68 

2012.8 

4 

4.2 

2.6 

7.5 

34 

0.50 

JUSTRIES  ABM  (2» 

476.9" 

-3 

952.8 

-1 

14.0 

16 

22.0 

7 

2.9 

2.5 

9.3 

24 

0.67 

URE  ACN  (4) 
GROUP  APOL  (4) 

2980.7 
276.3 

1 
29 

5894.0 
499.0 

1 
32 

114.5 
50.8 

NM 

44 

125.1 
78.9 

-45 
52 

3.8 

NM 

-32.9 
22.7 

NA 

46 

NA 
0.78 

18.4 

16.5 

AUTOMOTIVE  GROUP  ABG 
TION  AN 
EDUCATION  CECO 

1154.8 

9 

2223.0 

9766.3 

341.9 

8 
-1 

42 

13.8 

103.8 

10.3 

25 

20 

108 

18.9 

195.5 

22.3 

-2 

34 
98 

1.2 

1.0 

NA 
7.5 

NA 
14 

NA 
0.90 
1.07 

5015.6 
172.0 

1 
42 

2.1 
6.0 

1.7 
4.1 

14.4 

39 

( GROUP  KMX  (,0) 

1001.6 

14 

1780.7 

17 

29.2 

10 

47.6 

39 

2.9 

3.0 

18.1 

19 

0.86 

:  GENERAL  STORES  CASY  <8) 

TCD 
YCEY 

464.5* 
298.4 
3784.0 
255.4 

0 

-22 

63 

12 

918.7 

611.5 

6400.0 

490.2 

2 

-21 

72 

11 

4.4 
1.4 

199 

115 

6.6 

-1.5 

581.0 

39.0 

22 

NM 

21 

7 

0.9 
0.5 
7.0 
9.0 

0.3 

8.6 

17 
NM 
26 

0.64 

-1.14 

0.48 

1.29 

0.2 
9.5 
9.3 

-7.3 
5.7 

266.0 
22.9 

21 
8 

38.0 

24 

CTAS  "' 
GYS  CVG 

603.8 
572.7 

7 

0 

1149.3 

1160.2 

5 
0 

64.1 

59.1 

7 
116 

119.7 
118.7 

4 
49 

10.6 

10.7 

16.5 

31 

1.36 

10.3 

4.8 

14.0 

14 

1.04 

H  IT.B  (3) 

236.2 

-6 

437.3 

-8 

18.3 

NM 

13.9 

NM 

7.7 

NM 

NM 

32 

0.24 

HR 

831.9 

6 

1618.7 

5 

1.1 

927 

2.1 

934 

0.1 

0.0 

-23.6 

NM 

-0.67 

t  AUTOMOTIVE  GPI 

1033.1 

3 

1979.2 

2 

19.1 

36 

34.6 

48 

1.9 

1.4 

16.1 

9 

2.86 

MAN  HDL  ,8) 
U.THRX 

331.3 
353.0 

5 
6 

721.2 
684.4 

9 
3 

12.1 
62.0 

23 
-4 

19.3 
121.2 

-26 

-7 

3.7 
17.6 

3.1 
19.3 

12.8 

8 

1.39 
0.45 

76.2 

31 

€RVICES  KELYA 

1077.0 

1 

2077.0 

-4 

3.9 

-39 

4.7 

-58 

0.4 

0.6 

1.6 

84 

0.28 

JEADY  LRW 

219.1 

-9 

389.2 

-12 

3.5 

20 

-0.1 

NM 

1.6 

1.2 

7.5 

29 

0.23 

MER  MAN 

MAX  HZO  (3> 

2602.9 
170.6 

-1 
3 

4886.9 
304.4 

-7 
-1 

25.7 
7.7 

-26 
-6 

32.6 

11.1 

-47 
-3 

1.0 

1.3 

10.8 
11.2 

29 
12 

1.24 

1.00 

4.5 

5.0 

OUP  MPS 

288.7 

-30 

585.1 

-31 

4.2 

17 

6.1 

-39 

1.4 

0.9 

0.6 

NM 

0.04 

X  PAYX  m 

tCEUTICAL  PRODUCT  DEV.  PPDI 

536.4** 
151.6 

18 
39 

1061.4 
282.1 

15 
27 

68.7 
17.2 

1 
64 

135.6 

1.6 

1 
-93 

12.8 
11.4 

14.9 

29.7 

32 

0.73 
0.49 

9.6 

6.4 

42 

ES  TRANSNATIONAL  QTRN 

384.0 

-5 

777.3 

-4 

20.6 

113 

37.9 

117 

5.4 

2.4 

-10.5 

NM 

-1.31 

half  international  rhi 
;rol 

473.1 
185.0 

-27 
2 

941.6 
338.8 

-31 
2 

3.2 
11.7 

-92 
29 

12.3 

-86 

0.7 
6.3 

5.8 
5.0 

5.9 
22.5 

69 
26 

0.27 
0.74 

16.6 

50 

NTERPRISES  RUSHB 
tTENTERPRISESSTEl'2' 
YSTEM  SERVICES  TSS 
RENTALS  URI 

193.1 
151.0 
177.1 
744.8 

-3 

-12 

10 

-3 

374.8 

304.6 

343.9 

1343.7 

-7 

-12 

9 

-3 

2.0 
12.9 
29.3 

51.1 

36 

2.4 

50 
-24 

1.0 

8.5 

16.6 

0.7 

9.7 

16.1 

4.9 
-20.7 

21.0 

8 
NM 
29 

0.56 

-1.49 

0.56 

1.58 

-22 

13 

105 

25.6 

56.2 
58.7 

17 
107 

6.9 

3.2 

10.9 

9 

FORMATION  SCIENCES  VOL  (2) 

367.4 

-29 

706.2 

-31 

-3.1 

NM 

-9.9 

NM 

NM 

0.6 

-2.1 

NM 

-0.31 

IARINE  WMAR 

195.1 
190.0 

1 

1 

405.6 
287.2 

2 
3 

20.3 

4 

42.9 
13.4 

4 
28 

10.4 
8.3 

10.1 
7.3 

14.9 
7.8 

16 
12 

1.14 
0.85 

15.8 

16 

TELECOMMUNICATIONS 

rRY  COMPOSITE 


50751.4 


-9       100370.9 


-9  -20491.5 


NM    -19133.2 


NM 


NM 


NM 


-24.2 


NM 


-1.72 


APMENT  &  SERVICES 

COMPOSITE 

^COMMUNICATIONS  ADCT (2) 
t 

IRELESS  SERVICES  AWE 
INIAL  COMMUNICATIONS  CYCL  m 
tYTEL  CTL 
«SE  TECHNOLOGY  CMVT"" 

Gglw 

(5) 

IRELESS  INTERNATIONAL  LWIN 
)  COMMUNICATIONS  LVLT 

TECHNOLOGIES  LU  (3) 

COMMUNICATIONS  NXTL 
SAT  SPOT 
IFIC-ATLANTA  SFA  (6) 

FON  GROUP  FON 

PCS  GROUP  PCS 

ONE  &  DATA  SYSTEMS  TDS 

TLAB 
LLULAR  USM 


33575.9 

298.3 

12104.0 

3910.0 

191.6 

380.5 

211.2 

896.0* 

401.7 

151.1 

750.0 

2949.0 

2154.0 

209.2 

390.1 

3965.0 

3018.0 

723.8 

344.6 

527.7 


-10 

-54 

-9 

16 

17 

3 

-42 

-52 
20 

216 
94 

-50 
25 
0 
37 
-8 
32 
13 

-32 
11 


66602.0 

591.8 

24088.0 

7521.0 

368.3 

753.2 

476.3 

1794.0 

775.7 

291.3 

1136.0 

6465.0 

4111.0 

416.4 

842.8 

7994.0 

5866.0 

1389.0 

716.1 

1006.1 


-11 

-60 

-10 

14 

15 

2 

-33 

-53 
24 

244 
36 

-45 

24 

1 

-34 
-8 
36 
12 

-44 
10 


-22611.2 

-89.2 

-12749.0 

-3.0 

-18.8 

40.2 

-23.6 

-370.0 

^9.6 

-158.6 

-232.0 

-7837.0 

123.0 

19.8 

-15.6 

102.0 

-170.0 

-947.9 

-142.8 

-89.1 


NM 

NM 
NM 
NM 
NM 
91 
NM 
NM 
NM 
NM 
NM 
NM 
NM 
576 
NM 
-65 
NM 
NM 
NM 
NM 


-24302.0 

NM 

NM 

NM 

-45.3 

NM 

-2.87 

-134.0 

NM 
NM 

NM 
NM 

NM 

-21.2 

NM 

-0.46 

-12909.0 

NM 

-38.8 

NM 

-4.67 

-25.0 

NM 

NM 

10.2 

-0.7 

NM 

-0.09 

-31.8 

NM 

NM 

NM 

NM 

NM 

-0.64 

83.1 

73 

10.6 

5.7 

9.4 

9 

2.66 

-77.6 

NM 
NM 

NM 

NM 
NM 
NM 

21.6 
NM 

NM 

-3.0 

NM 

-0.26 

-460.0 

-26.3 

NM 

-1.42 

-66.8 

-26.9 

NM 

-3.50 

-355.2 

NM 

NM 

NM 

NM 

NM 

-16.14 

-452.0 

NM 

NM 

NM 

NM 

NM 

-12.19 

-8432.0 

NM 

NM 

NM 

NM 

NM 

-4.79 

-468.0 

NM 

5.7 

NM 

NM 

NM 

-3.52 

43.3 

446 

9.4 

1.4 

2.2 

50 

0.44 

28.1 

-81 

NM 

11.8 

7.3 

18 

0.66 

388.0 

-36 

2.6 

6.7 

-3.0 

NM 

-0.40 

-316.0 

NM 

NM 

NM 

NM 

NM 

-0.93 

-934.3 

NM 

NM 

NM 

-27.4 

NM 

-13.59 

-137.5 

NM 

NM 

NM 

-11.0 

NM 

-0.65 

-45.2 

NM 

NM 

12.1 

1.8 

51 

0.47 

LEPHONE  COMPANIES 

'  COMPOSITE 

17175.5 

-5 

33768.9 

-5 

2119.7 

-27 

5168.8 

-9 

12.3 

16.2 

17.2 

15 

1.62 

UTHBLS 

5780.0 

-3 

11314.0 

-5 

293.0 

-67 

1448.0 

-18 

5.1 

14.7 

12.7 

19 

1.19 

WING  BRW 

552.5 

-6 

1089.9 

-5 

-18.3 

NM 

165.8 

NM 

NM 

NM 

-17.4 

NM 

-1.26 

MMUNICATIONS  SBC  t 

10843.0 

-6 

21365.0 

-6 

1845.0 

-11 

3555.0 

-10 

17.0 

18.1 

21.7 

13 

2.04 

1 
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EOIMI 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


QUARTER    12MOHTHS    EARNINGS 


23      TRANSPORTATION 


INDUSTRY  COMPOSITE 


51157.7 


98387.3 


iSL3_ 


-16        -441.2 


NM 


0.8 


0.9 


-5.1 


NM 


(A)  AIRLINES 
GROUP  COMPOSITE 

21298.4 

-15 

40347.4 

-16 

-1387.0 

NM 

-3572.7 

NM 

NM 

NM 

-75.7 

NM 

AIRTRAN  HOLDINGS  AAI 

190.6 

-7 

349.9 

-8 

5.1 

-61 

2.1 

-91 

2.7 

6.4 

-69.0 

NM 

ALASKA  AIR  GROUP  ALK 

574.1 

-1 

1071.0 

-2 

-4.5 

NM 

-38.6 

NM 

NM 

0.7 

-6.1 

NM 

AMERICA  WEST  HOLDINGS  AWA 

544.1 

-7 

1004.4 

-14 

-8.5 

NM 

-94.5 

NM 

NM 

NM 

-99.0 

NM 

AMR  AMR 

4479.0 

-20 

8615.0 

-17 

-495.0 

NM 

.   -1070.0 

NM 

NM 

NM 

-51.9 

NM 

CONTINENTAL  AIRLINES  CAL 

2192.0 

-14 

4186.0 

-16 

-139.0 

NM 

-305.0 

NM 

NM 

1.6 

-38.9 

NM 

DELTA  AIR  LINES  DAL 

3474.0 

-8 

6577.0 

-14 

-186.0 

NM 

-583.0 

NM 

NM 

NM 

-50.0 

NM 

EXPRESSJET  HOLDINGS  XJT 

269.7 

4 

534.9 

6 

20.6 

63 

40.6 

59 

7.6 

4.9 

NM 

10 

NORTHWEST  AIRLINES  NWAC 

2406.0 

-11 

4586.0 

-14 

-93.0 

NM 

-264.0 

NM 

NM 

NM 

NM 

NM 

SOUTHWEST  AIRLINES  LUV 

1472.8 

-5 

2730.0 

-8 

102.3 

-42 

123.7 

-58 

6.9 

11.3 

8.0 

29 

UAL  UAL 

3793.0 

-19 

7081.0 

-22 

-341.0 

NM 

-850.0 

NM 

NM 

NM 

NM 

NM 

US  AIRWAYS  GROUP  U 

1903.0 

-24 

3612.0 

-24 

-248.0 

NM 

-534.0 

NM 

NM 

NM 

NM 

NM 

(B)  RAILROADS 

GROUP  COMPOSITE  9027.0  1  17619.0  -1  752.0  15  1300.0  23  8.3  7.3  8.6 

BURLINGTON  NORTHERN  SANTA  FE  BNI  2207.0  -3  4370.0  -4  194.0  -1  366.0  9  8.8  8.6  9.6 

CSX  CSX  2073.0  1  4037.0  -1  135.0  25  203.0  59  6.5  5.3  6.0 

NORFOLK  SOUTHERN  NSC  1593.0  0  3091.0  -1  119.0  11  205.0  22  7.5  6.7  6.4 

UNION  PACIFIC  UNP  3154.0  5  6121.0  3  304.0  25  526.0  24  9.6  8.1  10.6 


(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE  11977.3 

ALEXANDER  &  BALDWIN  ALEX  279.2 

ARKANSAS  BEST  ABFS  345.1 
HUNT  (J.B.)  TRANSPORT  SERVICES  JBHT          557.3 

LANDSTAR  SYSTEM  LSTR  391.2 

ROADWAY  ROAD  697.1 

U.S.  XPRESS  ENTERPRISES  XPRSA  2 1 5.6 

UNITED  PARCEL  SERVICE  UPS  7682.0 

USFREIGHTWAYS  USFC  626.7 

WERNER  ENTERPRISES  WERN  340.4 

YELLOW  YELL  842.5 


ITIES  &  ENERGY  SERVICES 


2 

-5 
-15 
7 
9 
9 
6 
3 
0 
5 
2 


INDUSTRY  COMPOSITE 


94790.5 


23441.3 

513.0 

665.3 
1067.5 

726.9 
1334.3 

412.9 

15261.0 

1202.5 

653.0 
1604.9 

182349.0 


1 

-10 

-18 

5 

5 

3 

6 

2 

-3 

4 

-3 


693.4 

12.5 
6.5 

15.5 

12.2 

5.7 

1.2 

611.0 

5.9 

16.6 
6.2 


-3 

-49 

-34 
81 
12 
41 

211 
-3 

-48 
37 
10 


1278.9 

17.8 

7.9 

20.3 

20.8 

3.9 

0.3 

1174.0 

-1.7 

27.2 

8.4 


-6 

-62 

-58 

99 

8 

-56 

NM 

-3 

NM 

26 

13 


5.8 

4.5 
1.9 
2.8 
3.1 
0.8 
0.6 
8.0 
0.9 
4.9 
0.7 


6.1 

8.4 
2.4 
1.6 
3.1 
0.6 
0.2 
8.4 
1.8 
3.7 
0.7 


-10       3178.9 


-24        6960.1       -19 


3.4         4.5 


19.0 

12.6 
9.2 
9.1 

31.1 
7.3 
0.0 

23.2 
2.7 
8.7 
3.1 

10.9 


16 

14 
19 
19 


(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE  8855.1  2  16979.6  0  348.9  NM  552.6  430  3.9  NM  6.2  33 

CNF  CNF  1186.3  -6  2253.3  -11  21.9  NM  42.2  NM  1.8  NM  -26.1  NM 

DOLLAR  THRIFTY  AUTOMOTIVE  GROUP  DTG  302.5  4  545.2  4  17.5  41  29.7  37  5.8  4.3  4.6  22 

FEDEX  FDXm  5416.0  6  10435.0  5  236.0  109  356.0  61  4.4  2.2  11.1  20 

GATXGMT  331.5  -22  634.3  -19  20.4  -9  39.3  46  6.2  5.3  2.2  59 

H0TELS.COM  ROOM  229.7  66  395.4  62  18.8  305  31.8  389  8.2  3.4  6.7  61 

RYDER  SYSTEM  R  1209.3  -7  2359.2  -8  29.5  48  46.3  93  2.4  1.5  3.2  37 

WABTECWAB  179.8  -7  357.1  -13  4.8  -25  7.4  -49  2.6  3.3  2.8  81 


28 

10 
17 
22 
18 
21 
NM 
29 
50 
23 
39 

13 


(A)  ELECTRIC,  WATER  &  COGENERATION 

GROUP  COMPOSITE  88669.5  1       168676.1  -8  2737.0  -28  5741.2  -21  3.1  4.3  10.7  12 

AESAES  2131.0  14  4391.0  11  -98.0  NM  74.0  -72  NM  7.8  9.3  3 

ALLETEALE  371.7  3  728.1  0  33.2  -16  66.6  -5  8.9  10.9  10.1  13 

AMERENAEE  1124.0  6  2239.0  8  138.0  41  200.0  20  12.3  9.3  14.3  11 

AMERICAN  ELECTRIC  POWER  AEP  15200.0  8  28300.0  1  23.9  -91  -151.0  NM  0.2  2.0  8.1  30 

CH  ENERGY  GROUP  CHG  152.9  -8  350.1  -14  2.0  -50  22.3  -4  1.3  2.4  10.0  14 

CINERGY  CIN  2480.0  -32  4683.8  -37  45.8  -45  142.4  -30  1.8  2.3  11.9  13 

CLECOCNL  370.6  22  590.9  6  17.8  26  31.8  22  4.8  4.6  13.9  8 

CONECTIVCIV  1100.2  -35  2136.2  -34  41.5  -84  69.6  -78  3.8  15.5  10.3  15 

CONSOLIDATED  EDISON  ED  1900.2  -10  3999.4  -20  101.0  -3  271.0  -5  5.3  4.9  11.6  12 

DOMINION  RESOURCES  D  2347.0  2  4981.0  -10  272.0  75  593.0  86  11.6  6.7  9.3  18 

DUKE  ENERGY  DUK  16333.0  5  28218.0  -12  474.0  13  856.0  -12  2.9  2.7  12.5  10 

FIRSTENERGY  FE  2S48.7  63  5750.9  52  258.4  59  367.3  28  8.8  9.0  9.7  11 

FPL  GROUP  FPL  2248.0  4  4092.0  0  254.0  14  424.0  26  11.3  10.2  14.9  10 

GREAT  PLAINS  ENERGY  GXP  36  834.3  33  36.0  -1  33.1  -1  7.7  10.5  -5.5  NM 

HAWAIIAN  ELECTRIC  INDUSTRIES  HE  -A  786.4  -9  31.5  18  58.9  7  7.7  6  2  11.8  12 

NORTHEAST  UTILITIES  NU  1  6  3583.9  6  30.2  -38  50.3  -73  1.8  3.1  6.2  15 

NSTARNST  6  -18  1323.3  -17  5.7  -85  40.5  NM  0.9  5.2  10.7  15 

PINNACLE  WEST  CAPITAL  PNW  -45  1335.9  -40  75.4  13  129.1  0  10.5  5.2  12.8  8 

PNM  RESOURCES  PNM  264.6  -60  578.6  -59  11.2  -78  36.1  -68  4.2  7.4  7.0  10 

PPL  PPL  1301.0  -8  2576.0  -13  -12.0  NM  152.0  -58  NM  9.2  -2.7  NM 

PROGRESS  ENERGY  PGN  2038.3  -12  3926.6  -7  120.6  8  253.1  -5  5.9  4.8  8.6  18 

PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG      2064  0  1  4432.0  -7  -227.0  NM  -47.0  NM  NM  7.4  7.7  21 
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ORATE  SCOREBOARD 


SYMBOL 


SALES 


2ND 

QUARTER 
2002 
$  MIL 


CHANGE  6 

FROM  MONTHS 
2001  2002 

%  $  MIL. 


CHANGE 

FROM 

2001 

% 


PROFITS     

M.B.IH.  RETURN  ON 

IWAKG'W*  COMMON 

2ND  CHANGE  6  CHANGE  2ND  2ND  EQUITY 

QUARTER        FROM  MONTHS        FROM         QUARTER    QUARTER  12  MONTHS 

2002  2001  2002  2001  2002         2001         ENDING 

SMIL.  %  SMIL.  %  %  %  6-30 


12 

PRICE-       MONTHS' 

EARNINGS    EARNINGS 

RATIO  PER 

7-25         SHARE 


NERGY  PSD 
r  ENERGY  RE! 
r RESOURCES  RR I 
■RN  SO 
«RGY  TE 
J 

.DINGS  UIL 
SOURCES  WPS 


555.0 
9790.4 
8560.9 
2632.0 

820.0 
7205.0 

284.3 

579.4 


-41 

-5 

7 

3 

28 

18 

8 

0 


1312.3 
18434.2 
15590.9 

4846.0 

1560.2 

15302.0 

542.6 

1250.7 


-36  31.4 

-18  235.6 

-6  178.5 

0  336.0 


61 
-26 
-22 

22 


19 

6 

8 

-21 


85.7  19 

203.0  -4 

9.1  -40 

22.5  80 


57.8 
461.0 
275.3 
564.7 
161.1 
478.0 
18.7 
51.4 


-46 

-11 

-10 

23 

14 

15 

-24 

40 


5.7 
2.4 
2.1 
12.8 
10.5 
2.8 
3.2 
3.9 


2.1 
3.1 
2.9 
10.7 
11.2 
3.4 
5.8 
2.2 


4.7 
12.0 

8.3 
15.1 
16.4 
11.3 
10.6 
12.3 


26 

3 

3 

15 

9 

12 

11 

11 


0.74 
2.91 
1.76 
1.74 
2.31 
3.32 
3.75 
3.03 


S,  OIL  *  ENERGY  SERVICES 

'  COMPOSITE 
SOURCES  ATG 
BLE  RESOURCES  EQT 
UNKSE 

MORGAN  KM  I  t 

SOURCES  GROUP  MDU 
RSEY  RESOURCES  NJR  (3) 
3AS 

(3) 

energy  oei 

int  natural  gas  pny  (2) 

a  energy  sre 

Snwc 


6121.0 

570.1 
268.6 

1216.1 
213.7 
480.2 
442.3 
395.7 
191.3 
288.0 
293.9 

1374.0 
387.0 


-7  13672.9 

224  1063.0 

-22  612.7 

-9  3087.7 

-2  505.1 

-12  862.2 

70  968.1 

6  1012.7 

-14  469.3 

-19  508.3 

-28  582.6 

-27  2979.0 

-11  1022.2 


-28 

102 
-49 
-21 
-7 
-27 
-16 
-45 
-27 
-33 
-33 
-41 
-22 


441.9 
12.3 
29.2 
29.2 
72.5 
24.9 
4.8 
17.1 
-2.6 
48.5 
41.8 

150.0 
14.3 


8 

32 

-7 
NM 

45 
-43 

10 
-36 
NM 
-42 
5 
7 
NM 


1218.9 

62.4 

81.6 

243.8 

160.8 

48.6 

39.7 

57.0 

14.1 

69.0 

83.0 

299.0 

59.9 


-9 

1 

-21 

14 

51 

-36 

6 

-13 

-33 

-67 

-8 

-7 

94 


7.2 

2.2 

10.9 

2.4 

33.9 

5.2 

1.1 

4.3 

NM 

16.8 

14.2 

10.9 

3.7 


6.2 

5.3 
9.1 
NM 

22.8 
7.9 
1.7 
7.2 
1.2 

23.6 
9.8 
7.4 
NM 


12.5 

10.4 

16.0 

8.7 

12.8 

11.3 

15.2 

18.2 

6.6 

8.9 

9.3 

18.4 

11.1 


13 

15 
16 
17 
16 
11 
13 

8 
11 
23 
18 

8 
15 


1.85 

1.37 
2.00 
1.88 
2.39 
1.84 
2.09 
3.02 
1.67 
0.78 
1.79 
2.40 
1.43 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


aboratories  12b 

ibie  &  Frtch  8 

jstnes  21d 

e21d 

n  18c 

ands  9a 

8c 

com  m  22a 

stems  18c 

d  Marketing  21b 

d  Micro  9d 

PCS  12c 

c 

istries  15a 

A 
[at  21b 

ic 

stems  9d 
echnologies  9c 
jurces  24b 
icts  &  Chemicals  4 
foldings  23a 
Holding  16a 
tir  Group  23a 
1e4 

Culver  8 
n'slOc 
lb 

er&  Baldwin  23d 
ly  Tech.  16a 
12b 
la 

Data  Sys.  18c 
17b 
1 

com  8 
>perty13b 
Financial  17b 
tertainment  14b 
Industrial  2b 
a  Hess  11a 
24a 

i  West  Holdings  23a 
>n  Axle  &  Mfg.  2b 
n  Eagle  Outfitters  8 
n  Electric  24a 
in  Express  17a 
n  Greetings  14d 
n  Intl.  Group  17b 


Amencan  Mgmt.  Systems  18c 

American  National  17b 

American  Standard  13a 

Ameristar  Casinos  14b 

Ames  Dept.  Stores  8 

Ametek  9a 

Amgen  12b 

Amphenol  9d 

AMR  23a 

AmSouth  Bancorporation  3c 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

Andrew  9b 

Anheuser-Busch  6c 

Anixter  International  5 

AnnTaylor  Stores  8 

AOL  Time  Warner  14b 

Apache  11a 

Apogee  Enterprises  1 5a 

Apollo  Group  21  d 

Apple  Computer  18b 

Applied  Biosystems  9c 

Applied  Materials  15c 

Apria  Healthcare  Group  12c 

AptarGroup  15a 

Arch  Coal  11a 

Archer  Daniels  10b 

Argosy  Gaming  14b 

Arkansas  Best  23d 

ARRIS  Group  9b 

ArvinMeritor  2b 

Asbury  Automotive  21  d 

Ashland  11a 

Associated  Banc-Corp  3a 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Audiovox  21b 

Autodesk  18c 

Autoliv  2b 

Automatic  Data  18c 

AutoNation  21  d 

AutoZone  8 

AvalonBay  Communities  13b 

Avaya  9b 

Avery  Dennison  15a 

Aviall  21b 

Avon  Products  6d 

AVX9d 

Aztar14b 


Baker  Hughes  lib 
Ball  7a 

BancorpSouth  3a 
Bandag  2c 
Bank  of  America  3c 
Bank  of  Hawaii  3d 
Bank  of  New  York  3a 
Bank  One  3b 
Banknorth  Group  3a 
Bard  (C.R.)  12d 
Barnes  &  Noble  8 
Barnes  Group  15a 
Bausch&Lomb12d 
Baxter  International  12d 
BB&T3C 
BE  Aerospace  1 
BEA  Systems  18c 
Bear  Stearns  17a 
Beazer  Homes  USA  13b 
Becton,  Dickinson  1 2d 
Bed  Bath  &  Beyond  6b 
Bell  Microproducts  21b 
BellSouth  22b 
Belo  20b 
Bemis  7b 

Benchmark  Electronics  9d 
Best  Buy  6b 
Bethlehem  Steel  16a 
Big  Lots  8 
Biogen  12b 
Biomet12d 
BJ  Services  11b 
BJ's  Wholesale  Club  8 
Black  &  Decker  15b 
Black  Box  18c 
BlackRock  17a 
Block  (H&R)  17a 
Blockbuster  14b 
Blyth  15a 

Bob  Evans  Farms  14a 
Boeing  1 

Boise  Cascade  19b 
BOK  Financial  3d 
Bon-Ton  Stores  8 
Borders  Group  8 
BorgWarner  2b 
Boston  Properties  13b 
Boston  Scientific  12d 
Boyd  Gaming  14b 
Bristol-Myers  Squibb  12b 


Broadcom  9d 

Broadwing  22b 

Brown  Shoe  6a 

Brown-Forman  6c 

Brunswick  14d 

Building  Materials  8 

BungelOb 

Burlington  Northern  Santa  Fe  23b 

Burlington  Resources  11a 

Butler  Mfg.  15a 


Cadence  Design  Systems  18c 

Callaway  Golf  14d 

Campbell  Soup  10b 

Capital  One  Financial  17a 

Career  Education  21  d 

Caremark  Rx  12c 

Carlisle  15a 

CarMax  Group  21  d 

Carnival  14d 

Case/s  General  Stores  21  d 

Caterpillar  15c 

CatoS 

CBRL  Group  14a 

CDI21d 

CDW  Computer  Centers  8 

CellStar21b 

Cendant 21d 

Centennial  Commun.  22a 

Centex  13b 

Century  Aluminum  16b 

CenturyTel  22a 

Ceridian  18c 

Cerner 1 8c 

Certegy21d 

CH  Energy  Group  24a 

Champion  Enterprises  13b 

Charming  Shoppes  8 

Charter  One  Financial  3b 

Checkpoint  Systems  9b 

Cheesecake  Factory  14a 

Chesapeake  7b 

Chevron  Texaco  11 

Children's  Place  8 

Chiron  12b 

Churchill  Downs  14b 

Cincinnati  Financial  17b 

CINergy  24a 

Cintas21d 

Circuit  City  Group  6b 


Cisco  Systems  18c 
Citigroup  17a 
City  National  3d 
CKE  Restaurants  14a 
Claire's  Stores  8 
Clarcor  15c 

Clear  Channel  Communs.  20a 
Cleco  24a 
CMGI  18c 
CNF  23c 
Coca-Cola  6c 
Coca-Cola  Bottling  6c 
Coca-Cola  Enterprises  6c 
Cole  National  8 
Colgate-Palmolive  6d 
Colonial  BancGroup  3a 
Comerica  3b 
Commerce  Bancorp  3a 
Commerce  Bancshares  3b 
Commercial  Metals  16a 
Commonwealth  Inds.  16b 
Community  Health  Sys.  12c 
Computer  Associates  18c 
Compuware  18c 
Comverse  Tech.  22a 
ConAgra  Foods  10b 
Conectiv  24a 
Conoco  11a 
Consol  Energy  11a 
Consolidated  Edison  24a 
Constellation  Brands  6c 
Continental  Airlines  23a 
Convergys  21d 
Cooper  Cameron  11b 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Corn  Products  Intl  10b 
Corning  22a 
Costco  Wholesale  8 
Countrywide  Credit  17a 
Crane  15c 
Crawford  1 7a 
Crompton  4 
Crown  Cork  &  Seal  7a 
CSK  Auto  8 
CSX  23b 
Cummins  15c 
Cypress  Semiconductor  9d 
Cytec  Industries  4 


Dana  2b 

Danaher  9c 

Darden  Restaurants  14a 

Deere  15c 

Dell  Computer  18b 

Delphi  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Dentsply  Intl.  12d 

Dial  fid 

Diamond  Offshore  11b 

Diebold  18a 

Dillard's  8 

Dole  Food  10b 

Dollar  General  8 

Dollar  Thrifty  Automotive  23c 

Dominion  Resources  24a 

Donaldson  15c 

Donnelley  (RR.)  21c 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

Downey  Financial  17c 

Dress  Barn  8 

Dreyer's  Grand  Ice  Cream  10b 

Duke  Energy  24a 

Dun&  Bradstreet  17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dycom  Industries  21a 


E'Trade  Group  17a 

Eagle  Food  Centers  10c 

Eastman  Kodak  14d 

Eaton  2b 

eBay  18c 

Ecolab  6d 

Edwards  (A.G.)  17a 

Edwards  (J.D.)  18c 

Edwards  Lifesciences  1 2d 

Electronic  Data  Systems  18c 

Electronics  Boutique  8 

EMC  18b 

Emcor  Group  21a 

Engelhard  16b 

ENSCO  International  11b 

Equifax  17a 

Equitable  Resources  24b 

Everest  Re  Group  17b 


Express  Scripts  12c 
ExpressJet  Holdings  23a 


Fairchild  Semiconductor  9d 

Family  Dollar  Stores  8 

Fannie  Mae  17a 

Fastenal  8 

Fedders  6b 

Federal  Signal  15a 

Federated  Dept.  Stores  8 

Federated  Investors  17a 

FedEx  23c 

Fidelity  National  Finl.  17a 

Fifth  Third  Bancorp  3b 

Finish  Line  8 

Finlay  Enterprises  8 

First  American  17a 

First  Citizens  BancShares  3c 

First  Data  18c 

First  Tennessee  Natl.  3c 

First  Virginia  Banks  3c 

FirstEnergy  24a 

FirstMerit  3b 

Flserv  18c 

FleetBoston  Financial  3a 

Fleetwood  Ents.  14d 

Flowserve  1 5c 

FMC4 

Foodarama  10c 

Foot  Locker  8 

Footstar  8 

Ford  Motor  2a 

Forest  City  Ent.  13b 

Forest  Laboratories  12b 

Fortune  Brands  15a 

FPL  Group  24a 

Franklin  Resources  17a 

Freddie  Mac  17a 

Fred's  8 

Freeport-McMoRan  C&G  16b 

Fuller  (H.B.)  4 


Gallagher  (Arthur  J.)  17a 
GameStop18c 
Gannett  20b 
Gap  8 

Gart  Sports  8 
Gartner  21  d 
Gateway  18b 
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GATX23C 
GenCorp  2b 
Genentech  12b 
General  Binding  18a 
General  Cable  16b 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 
Genesco  8 
Genlyte  Group  9a 
Genuine  Parts  21b 
Genzyme  General  12b 
Georgia-Pacific  19a 
Gevity  21d 
Gibraltar  Steel  16a 
Gillette  6d 

Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Good  Guys  6b 
Goodrich  1 

Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
Gottschalks  8 
Grace(W.R.)4 
Grainger  (WW.)  21b 
Graphic  Packaging  Intl.  7b 
Great  Lakes  Chemical  4 
Great  Plains  Energy  24a 
GreenPoint  Financial  17c 
Greif  Bros  7b 
Group  1  Automotive  21  d 
Gtech  Holdings  18c 
GTSI  18c 
Guidant  12d 


Halliburton  lib 
Handleman21d 
Harley-Davidson  14d 
Harrah's  Entertainment  14b 
Harris  9b 
Harsco  1 5a 
Harte-Hanks21c 
Hasbro  14d 
Haverty  Furniture  6b 
Hawaiian  Electric  24a 
Hayes  Lemmerz  Intl.  2b 
HCA12c 

Health  Mgmt.Assocs.  12c 
Health  Net  12c 
Heinz  (Hi)  10b 
Hershey  Foods  10b 
Hewlett-Packard  18b 
Hexcel  15a 
Hibernia  3c 
Holly  11a 

Hollywood  Ent.  14b 
Home  Depot  8 
HON  Industries  18a 
Honeywell  Intl.  5 
Hormel  Foods  10b 
Horton  (D .?  1 13b 
Host  Marriott  13b 
Hotels.com  23c 
Household  Intl.  17a 
Hovnanian  Ents  13b 
Hubbell  9a 

Hudson  City  Bancorp  17c 
Hughes  Electronics  9b 
Hughes  Supply  13a 
Hunt  (J.B.)  23d 


IBM  18b 

IDEX15C 

IDT  22a 

IKON  Office  Solutions  5 

Illinois  Tool  Works  15c 

Imation  18c 

IMS  Health  21  d 

InFocus  18b 

Ingersoll-Rand  15c 

Insight  Commun.  20a 


Instmet  Group  17a 
Intel  9d 
Interface  15d 
Intermet  16b 
International  Flavors  4 
International  Game  Tech.  15a 
Intl.  Multifoods  10a 
International  Paper  19b 
Interstate  Bakeries  10b 
Intuit  18c 
Invacare  1 2d 
Isle  of  Capri  Casinos  14b 
ITT  Industries  15c 


J.P.  Morgan  Chase  3a 
Jabil  Circuit  9d 
Jacobs  Engineering  21a 
Jefferies  Group  17a 
JLG  Industries  15c 
Jo-Ann  Stores  8 
Johnson  &  Johnson  1 2d 
Johnson  Controls  15a 
Joy  Global  15c 


KB  Home  13b 
KeaneISc 
Kellwood  6a 
Kelly  Services  21  d 
Kerr-McGeella 
KeyCorp  3b 
KeySpan  24b 
Kimberly-Clark  6d 
Kinder  Morgan  24b 
Kmart  8 

Knight-Ridder  20b 
Kohl's  8 

Kraft  Foods  10b 
Kroger  10c 


L-3  Communications  9b 

Labor  Ready  21  d 

Laboratory  Corp.  of  America  1 2c 

Lafarge  North  America  13a 

Lam  Research  15c 

Lands'  End  8 

Landstar  System  23d 

La-Z-Boy  6b 

Leap  Wireless  22a 

Lear  2b 

Lee  Enterprises  20b 

Legg  Mason  17a 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar 13b 

Lennox  International  13a 

Level  3  Communs.  22a 

Lexmark  Intl.  18b 

LifePoint  Hospitals  12c 

Lilly  (Eli)  12b 

Limited  Brands  8 

Lincare  Holdings  12c 

Lincoln  Electric  15b 

Linens 'N  Things  6b 

Liz  Claiborne  6a 

Lockheed  Martin  1 

Lone  Star  Tech.  16a 

Longs  Drug  Stores  12a 

Longview  Fibre  7b 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

Lubrizol  4 

Lucent  Technologies  22a 


MarineMax21d 

Marriott  Intl.  14c 

Marsh  &  McLennan  17a 

Marshall  &  llsley  3b 

Mattel  14d 

Maxtor  18b 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McClatchy  20b 

McCormick  10b 

McDonald's  14a 

McGraw-Hill  20b 

McKesson  12a 

MDU  Resources  Group  24b 

MeadWestvaco  7b 

Media  General  20b 

Medtronic  1 2d 

Mellon  Financial  3a 

Men'sWearhouse8 

Mercantile  Bankshares  3a 

Merck  12b 

Merrill  Lynch  17a 

Metris  17a 

Metro-Goldwyn-Mayer  14b 

Mettler-Toledo  Intl.  15c 

MGIC  Investment  17b 

MGM  Mirage  14b 

Ml  Schottenstein  Homes  13b 

Michaels  Stores  8 

Microchip  Technology  9d 

Micron  Technology  9d 

Microsoft  18c 

Midland  17b 

Miller  (Herman)  18a 

Millipore  9c 

Minerals  Technologies  4 

Modine  Mfg.  2b 

Mohawk  Industries  15d 

Molex  9d 

Monsanto  4 

Moody's  17a 

Morgan  Stanley  17a 

Motorola  9b 

MPS  Group  21d 

MSC  Industrial  Direct  21b 

Mueller  Industries  16b 

Murphy  Oil  11a 

Myers  Industries  15a 


M&TBank3a 
M.D.C.  Holdings  13b 
Mail-Well  7b 
Mandalay  Resort  14b 
Manitowoc  15c 
Manpower  21  d 
Marathon  Oil  11a 


Nabors  Industries  11b 

Nacco  Industries  1 5b 

Nash  Finch  10a 

National  City  3b 

National  Commerce  Finl.  3c 

National  Semicond.  9d 

Navistar  International  2a 

NBTY12b 

NCI  Building  Systems  15a 

NCR  18a 

Neiman  Marcus  Group  8 

Network  Appliance  18b 

Network  Associates  18c 

New  Jersey  Resources  24b 

New  York  Community  Banc.  1 7c 

New  York  Times  20b 

Newfield  Exploration  11a 

Nextel  Communications  22a 

Nicor  24b 

Nike  6a 

99  Cents  Only  Stores  8 

Noble  lib 

Noble  Energy  11b 

Nordson  15c 

Nordstrom  8 

o rthem  23b 
NorteklSa 

North  Fort  Bancorp.  3a 
Northeast  Utilities  24a 
N'them  Trust  3b 
Nouhrop  Grumman  1 
Northwest  Airline 
Novell  18c 
Novellus  Systems  15c 


NSTAR  24a 

Nu  Skin  Enterprises  12a 

Nucor  16a 

NUI  24b  v 

NVIDIA  9d 

NVR13b 


Occidental  Pet.  11a 
Ocean  Energy  24b 
Office  Depot  8 
OfficeMax  8 
OMNOVA  Solutions  15a 
ON  Semiconductor  9d 
Oracle  18c 

Oregon  Steel  Mills  16a 
O'Reilly  Automotive  8 
Owens  &  Minor  1 2d 
Owens-Illinois  7a 
Oxford  Industries  6a 


Paccar  2a 

Pacific  Sunwear  of  Calif.  8 

Packaging  Corp.  America  7b 

Pactiv  7b 

Pall  5 

Palm  18b 

PanAmSat  22a 

Parametric  Technology  18c 

Pathmark  Stores  10c 

Patterson  Dental  21b 

Paychex  21d 

Payless  ShoeSource  8 

PC  Connection  8 

PC  Mall  8 

Penn  Traffic  10c 

Penney  (J.C.)  8 

Pentair  15c 

PeopleSoft18c 

Pep  Boys  8 

Pepsi  Bottling  Group  6c 

PepsiAmericas  5 

PepsiCo  6c 

PerkinElmer  9c 

Petco  Animal  Supplies  8 

Petsmart  8 

Pfizer  12b 

Pharmaceutical  Product  Dev  21  d 

Pharmacia  12b 

Phelps  Dodge  16b 

Philip  Morris  6e 

Phillips  Petroleum  11a 

Phillips-Van  Heusen  6a 

Piedmont  Natural  Gas  24b 

Pier  i  Imports  6b 

Pilgrim's  Pride  10b 

Pinnacle  West  24a 

Pitney  Bowes  18a 

Plexus  9d 

Plum  Creek  Timber  19a 

PNM  Resources  24a 

Pogo  Producing  11a 

Polaris  Industries  14d 

Popular  3c 

Potlatch  7b 

PPG  Industries  13a 

PPL  24a 

Praxair  4 

Price  (T.Rowe)  17a 

PriceSmart  8 

Priority  Healthcare  12a 

Progress  Energy  24a 

Progressive  17b 

Public  Service  Ent.  24a 

Puget  Energy  24a 

Pulte  Homes  13b 


Quanex 16b 

Quest  Diagnostics  1 2c 

Quiksilver  6a 

Quintiles  Transnational  21d 


RJ.  Reynolds  Tobacco  6e 

RadioShack  6b 

Rational  Software  18c 

Raymond  James  Finl.  17a 

Raycnier  19a 

Raytheon  1 

Reebok  International  6a 

Regal-Beloit  9a 

Regions  Financial  3c 

Reliance'Steel  &  Alum.  21  b 

Reliant  Energy  24a 

Reliant  Resources  24a 

Rite  Aid  12a 

Roadway  23d 

Robert  Half  International  21  d 

Rock-Tenn  7b 

Rockwell  Automation  9a 

Rockwell  Collins  1 

Rollins  21d 

Roper  Industries  15c 

Roslyn  Bancorp  17c 

Ross  Stores  8 

Rouge  Industries  16a 

Ruby  Tuesday  14a 

Ruddick  10c 

Rush  Enterprises  21  d 

Ryan's  Family  Steak  14a 

Ryder  System  23c 


Sabre  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  8 

Samsonite  1 5a 
Sanderson  Farms  10b 
Sanmina-SCI  9d 
SBC  Communications  22b 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20b 
Schulman  (A.)  4 
Schwab  (Charles)  17a 
Scientific-Atlanta  22a 
SCP  Pool  21b 
Scripps  (E.W.)  20b 
Sealed  Air  7b 
Sears.  Roebuck  8 
SEI  Investments  17a 
Sempra  Energy  24b 
Sensient  Tech.  4 
7-Eleven  10c 
Shaw  Group  15a 
Sherwin-Williams  8 
Shiloh  Industries  15a 
ShopKo  Stores  8 
Siebel  Systems  18c 
Sierra  Health  Services  12c 
Sigma-Aldrich  12b 
Skechers  U.S.A  6a 
Sky  Financial  Group  3b 
SLM17a 

Smart  &  Final  10c 
Smith  (A.O.)  9a 
Smith  International  lib 
Smithfield  Foods  10b 
Smucker(J.M.)10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Solectron  9d 
Sonoco  Products  7b 
Southern  24a 
SouthTrust  3c 
Southwest  Airlines  23a 
Spartech 15a 
Sports  Authority  8 
Sprint  FON  Group  22a 
Spnnt  PCS  Group  22a 
SPS  Technologies  15a 
SPX9a 

St.  Jude  Medical  1 2d 
St.  Paul  17b 
Stage  Stores  8 
Standard  Motor  Prods  2b 


Standard  Register  18a 

Stanley  Works  15b 

Staples  8 

Starwood  Hotels  &  Resorts  14c 

State  Street  3a 

Station  Casinos  14b 

Steel  Dynamics  16a 

Steelcase  18a 

Steris  1 2d 

Stewart&  Stevenson  15c 

Stewart  Enterprises  21  d 

Stilwell  Financial  17a 

Stoneridge  9d 

Storage  Technology  18b 

Stride  Rite  6a 

Stryker12d 

Student  Loan  17a 

Sun  Microsystems  18b 

SunGard  Data  Systems  18c 

Sunoco  11a 

SunTrust  Banks  3c 

Superior  Industries  Intl.  2b 

Supervalu  10a 

Sybase  18c 

Symantec  18c 

Symbol  Technologies  18b 

Synopsys  18c 

Synovus  Financial  3c 


Take-Two  Interactive  1 8c 

Talbots  8 

Target  8 

TCF  Financial  3b 

Tech  Data  18a 

Teco  Energy  24a 

Tektronix  9c 

Teleflex  1 5a 

Telephone  &  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Tenneco  Automotive  2b 

Teradyne  9c 

Tetra  Tech  21a 

Texas  Industries  16a 

Texas  Instruments  9d 

Textron  5 

Thermo  Electron  9c 

Thomas  &  Betts  9d 

Thor  Industries  14d 

3Com  18c 

3M15a 

Ticketmaster14b 

Tidewater  11b 

Tiffany  8 

Timberland  6a 

Timken  15c 

TJX  8 

Toll  Brothers  13b 

Too  8 

TorchmarkUb 

Tore  15c 

Total  System  Services  21d 

Tower  Automotive  2b 

Toys  R' Us  8 

Tractor  Supply  8 

Trans  World  Entertainment  14d 

Travelers  Property  Casualty  1 7b 

Tredegar  16b 

Tribune  20b 

Trump  Hotels  14b 

TRW  5 

Tupperware  15a 

TXU24a 

Tyco  Intl.  5 


U.S.  Bancorp  3b 
U.S.  Cellular  22a 
U.S.  Xpress  Ent.  23d 
UAL  23a 

UIL  Holdings  24a 
Union  Pacific  23b 
Union  Planters  3c 


UnionBanCal  3d 
Unisys  18b 
United  Natural  Foods  1 
United  Parcel  Service  J 
United  Rentals  21  d 
United  States  Steel  II 
United  Stationers  21k  I 
United  Technologies  1 J 
UnitedHealth  Group  l:f 
Unitnn  17b 
Universal  Forest  Prodil 
Universal  Health  12c 
Unocal  11a 
URS21a 

US  Airways  Group  23a  | 
USFreightways  23d 
UST6e 
UTStarcom  9b 


Vail  Resorts  14b 
Valmont  Industries  IS 
Valspar  13a 
Value  City  8 
Vectren  24b 
Veritas  Software  18c 
VF6a 

Viacom  20a 
Village  Super  Market  1( 
Visteon  2b 
Volt  Info.  Sciences  21d| 
Vulcan  Materials  13a  < 


Wabtec  23c 
Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a| 
Wal-Mart  Stores  8 
Walter  Industries  5 
Washington  Mutual  fl 
Washington  Post  20k 
Waters  9c 

Wausau-Mosinee  Pap 
Weatherford  Intl.  lib 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3b 
Wendy's  Intl.  14a 
Werner  Enterprises  23d  I 
WESCO  International  2  J 
West  21  d 
West  Marine  21  d 
Westcorp17c 
WestPoint  Stevens  ISM 
Wet  Seal  8 
Weyerhaeuser  19b 
WFS  Financial  17a 
Whirlpool  6b 
WickesS 
Wiley  (John)  &  Sons] 
Williams-Sonoma  ( 
Winnebago  Industrial 
Wolverine  World  Wide  I 
Woodward  Governor  9a  | 
Workflow  Mgmt  21b 
Worthington  Inds  16a 
WPS  Resources  24a 
Wrigley(Wm.)Jr 10b 
Wyeth12b 


Xerox  18b 

Xilinx9d 

XTO  Energy  11a 


Yahoo!  18c 
Yellow  23d 

York  Intl  13a 
YUM!  Brands  14a 


Zatel 

Zimmer  Holdings  1 2d 
Zions  Bancorporation  3t  I 
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Make  the  best  executive  decision... 
The  MM  Executive  Network. 


M  N 


MEDIA    NETWORKS. INC 
Local  Ads.  National  Mags. 


www.mni.com 


7  w  a  n  7  s 

SERVING    THE    CHILDREN    OF    THE    WORLD 


"My  call  tonight  is  for  every  American 
to  commit  at  least  two  years  -  4,000 
hours  over  the  rest  of  your  lifetime 
-  to  the  service  of  your  neighbors 
and  nation." 

President  George  W.  Bush 
State  of  the  Union  Address 
January  29,  2002 


In  4,000  hours,  how  many  playgrounds,  parks,  libraries, 
and  daycare  centers  can  be  built?    Students  mentored? 
Book  drives  conducted?    Summer  camps  organized? 
How  many  children's  lives  can  you  touch? 


HELPING    A    CHILD    IS    NO     SMALL      THING. 


Consider  the  possibilities.  Become 
involved.    Kiwanis  clubs  can  show 
you  how.  Visit  serviceforkids.org. 


1 

I 


2002,  Kiwanis  International 


mm 


With  a  glimpse  of  our  past, 
you  can  picture  our  future. 


ife 


Our  growing  collection  of  photos,  letters  and  news  clippings 
tells  a  remarkable  story.  Following  the  social  unrest  of  1992, 
John  Bryant  formed  Operation  HOPE,  an  organization 
committed  to  bringing  economic  literacy  and  empowerment 
to  the  underserved  people  in  the  Los  Angeles  area.  In  the 
decade  since,  some  five  hundred  low-income  homeowners 
and  business  owners  were  created,  over  $94  million  in  lending 
commitments  were  secured  and  more  than  87,000  inner-city 
youth  have  been  taught  the  basics  of  personal  finance. 

But  we  aren't  just  about  numbers.  We're  about  people.  For 
without  the  help  of  bankers,  teachers,  major  corporations 
and  local  businesspeople,  those  numbers  wouldn't  have  been 
possible.  People  giving  other  people  a  hand  up — not  a  handout. 
After  ten  years,  we're  just  getting  started.  But  if  our  scrapbook 
is  any  indication,  the  future  will  be  full  of  HOPE. 

To  get  involved,  visit  our  Web  site  at  operationhope.org. 


OPERATION 


Celebrating  a  decade  of  empowerment. 


Hi 
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THE  NEW  401(k)  ROLLOVER  ADVANTAG 


Congratulations,     X. 


(sign  here) 


You  just  rolled  over  your  old  401  (k)  in  one  step. 


With  the  newT.  Rowe  Price  Rollover  Advantage  service,  rolling  over  your  401  (k)  to  an  IRA  is  as 
easy  as  signing  your  name.  Just  call  one  of  our  Rollover  Specialists,  and  they'll  take  care  of  the 
rest,  including  working  with  your  former  employer  to  coordinate  the  rollover  process.  Choose 
from  over  1,000  mutual  funds  with  no  sales  charges  or  commissions.  Or  select  from  T.  Rowe 
Price's  top-performing  fund  family.  Now  you  no  longer  have  an  excuse  to  neglect  your  old  401  (k). 

To  open  your  account  and  receive  a  prospectus,  call  us  or  visit  our  Web  site. 


TROWEPRICE.COM/ROLLOVER 


T.RoweRice 


® 


INVEST    WITH    CONFIDENCE 


. 


For  more  information,  including  risks,  lees,  and  expenses,  read  the  fund  profile  or  prospectus  carelully  before  investing.  T.  Rowe  Price  Investment  Services.  Inc.,  Distributor.  ROA064927 
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MAKING   LIFE   RICHER 


; 


Coping 

With  the 
Market 
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BusinessWeek  Investor 


Strategies  for  tough  times 


How  to  Stay 
On  Your  Feet 

You  just  took  a  punch. 
Now,  make  a  comeback 


BY  SUSAN  SCHERREIK 

I  hat  we  took  as  articles  of 
during  the  bull  market  ai 
ing  reexamined  in  the 
light  of  the  worst  bear 
ket  in  decades.  Is  buyin| 
holding  stocks  for  the 
"term  really  the  only  strategy? 
stocks  always  beat  bonds  over 
Will  diversification — and  index  f 
the  ultimate  diversifiers — protect 
money  from  disasters  such  as  E 


w 
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rldCom?  By  and  large,  the  old  rules  are 
»d.  The  problem,  in  retrospect,  was  that 
ied  them  as  though  they  were  immutable 
nature  rather  than  man-made  guideposts 
us  down  the  road  to  retirement,  educa- 
our  children,  or  an  inheritance  for  the 
ds. 

ich  a  heated  environment,  stick  to  the 
es  of  investing.  "Decision-making  under 
stances  of  uncertainty  is  a  frightening 
,"  says  Peter  L.  Bernstein,  who  heads  a 
ork  advisory  firm  for  institutional  in- 
that  bears  his  name.  "You  stand  a  better 
of  doing  well  if  you  have  a  plan." 
it's  necessary  to  scrutinize  how  you  apply 
Id  rules  in  a  much-changed  world.  Take, 
ance,  the  assumptions  about  expected  re- 
n  stocks.  During  the  bull  market,  in- 
and  financial  advisers  used  a  guideline  of 
nually — and  thought  themselves  prudent 
l  so  because  they  were  making  multiples 
every  year.  What  people  haven't  always 
ood  is  that  there  can  be  long  stretches 
pocks  decline  or  stagnate.  The  Dow  Jones 
ial  average,  for  instance,  briefly  edged 
,000  in  1972  and  again  in  1976,  1980,  and 
t  wasn't  until  the  bull  market  began  in 
jwever,  that  the  Dow  sprinted  past  1,000 
d,  according  to  Ned  Davis  Research, 
way  to  navigate  a  low-return  market  is 
st  in  dividend-paying  stocks.  A  2%  pay- 
year  was  laughable  a  few  years  back 
nany  stocks  were  making  that  in  a  day. 
company  that  pays  a  2%  dividend  looks 
good  as  long  as  the  share  price  doesn't 
(page  107).  "In  an  environment  where 
dng  is  being  questioned,  dividend  checks 
"  says  Steve  Galbraith,  equity  strategist 
ijan  Stanley. 

tors  need  to  keep  a  closer  eye  on  the  cal- 
During  the  bull  market,  many  parents 
liege  funds  invested  in  stocks  until  the 
y  mailed  their  tuition  checks.  That  strat- 
backfired  for  families  facing  college-tu- 
11s  now.  For  those  with  students  with  at 
iree  to  four  years  to  go  until  they  enter 
there  is  still  time  to  hone  exit  strategies 
e  up  with  a  completely  new  approach 
04). 

y  investors  thought  that  they  had  ade- 
diversified  their  stock  portfolios  by  in- 
in  a  Standard  &  Poor's  500-stock  index 
Jut  since  March,  2000,  the  s&P  has  lost 
hose  who  took  a  broader  view  and  diver- 
>eyond  the  s&p — into  real  estate  invest- 
rusts  and  small-cap  value — have  fared 
(page  106).  And  if  diversification  doesn't 
isk  enough,  put  options  can,  for  a  price, 
loor  under  your  investments  (page  106). 
ng  the  1990s,  we  knew  stocks  were  risky 
ver  felt  the  pain.  Sell-offs  were  short- 
But  now  we're  in  the  third  and  most 
ning  year  yet  of  a  bear  market,  and  we're 
bruised.  Here  are  some  strategies  that 
p  heal  your  wounds  and  show  you  a  few 
so  you  won't  get  pummeled  again.         ■ 


Getting  that  401  (k) 
In  Sync  with  the  Times 

A  tactical  approach  to  your  portfolio 

BY  LEWIS  BRAHAM 

How  should  you  invest  your  retirement  dol- 
lars? That  depends  on  your  age,  your  risk 
tolerance,  and  your  financial  goals.  But  it 
also  varies  with  what  you  assume  will  be 
the  long-term  average  annual  rate  of  return 
for  stocks.  Until  recently,  most  planning  tools 
would  use  about  10% — the  average  for  the  past 
75  years — unless  you  specifically  substituted  an- 
other figure. 

Now,  the  defaults  are  dropping,  too.  For  in- 
stance, T.  Rowe  Price's  retirement  calculator  as- 
sumes that  large-cap  stocks  will  deliver  9%  a 
year,  lower  than  the  9.7%  average  return  for 
stocks  from  1926  through  July  23  of  this  year. 
Even  that  may  be  too  high.  "Almost  every  mon- 
ey manager  we  talk  to  says  a  reasonable  rate  of 
return  for  the  s&P  500  index  going  forward  is  in 
the  7%-to-7.5%  range,"  says  Jeremy  DeGroot, 
director  of  research  at  Litman/Gregory 
Asset  Management,  a  mutual-fund-re- 
search and  money-management  firm. 

Such  reduced  expectations  can  have  a 
profound  effect  on  how  you  invest  your  401(k). 
If  stocks  deliver  only  7%  over  time,  they  don't 
look  so  attractive  relative  to  bonds  anymore, 
and  you  may  not  wish  to  commit  as  much 
money  to  them.  After  all,  long-term  govern- 
ment bonds  yield  around  5% — and  you  know 
you'll  get  your  money  if  you  hold  them  to 
maturity.  Investment-grade  corporate  bonds 
pay  6.5%,  and  high-yield  bonds  more 
than  11%.  Sure  there's  more  risk  in 
those  bonds,  but  not  as  much  as  in 
some  stocks.  That's  why  DeGroot  has 
been  recommending  high-yield-bond 
funds  as  a  substitute 


eurooi, 


for  equity. 

There's  a  term  for 
moving  money 
around  to  take  ad- 
vantage of  changing 
valuations  and  risk: 
tactical  asset  alloca- 
tion. For  such  a 
strategy,  an  investor 
makes  a  forecast  on 


TWEAKING  YOUR  ASSET  ALLOCATION 


You  may  have  a  long-term  asset  allocation  plan, 
but  many  advisers  suggest  adjusting  it  when 
short-term  opportunities  arise.  Some  options: 

CONSERVATIVE  PORTFOLIO        MODERATE  PORTFOLIO 


LONG-TERM   SHORT-TERM 

TARGET        TACTICAL 
ALLOCATION    ALLOCATION 


LONG-TERM  SHORT-TERM 

TAR6ET       TACTICAL 
ALLOCATION  ALLOCATION 


INVESTMENT 


an  asset  class  or  sec-      GRADE.B0N0S §0% 43% 


HIGH-YIELD  BONDS      0 
LARGE-CAP  STOCKS   30 


20 

21 


40% 
0 
40 


tor  and  overweights 
or  underweights  it 
accordingly.    The 

moves    are    usually      SMALL:CAfVST0Cl^ 5 6 8 

short-term:  They  end      FOREIGN  STOCKS        5  5 

when  the  extremes 
in  valuation  return  to 
normal — and  they're 


REAL  ESTATE  REITS      0 


5 


0 


29% 

17 

27 

io 

12 

5 


Data:  Litman/Gregory  Asset  Management 
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small  bets  on  the  margin.  You  never  jettison 
your  entire  equity  stake  to  buy  junk  bonds. 

Tactical  allocation  is  the  next  step  after  the 
more  familiar  strategic  asset  allocation.  That's 
the  process  in  which  you  determine  an  allocation 
of  stocks,  bonds,  and  cash — based  on  your  risk 
tolerance,  time  horizon,  and  investment  goals. 
But  lately,  because  the  market  has  been  so 
volatile,  it  may  be  advantageous  to  tweak  allo- 
cations on  the  margin. 

How  much  shifting  should  you  do?  That  de- 
pends on  how  confident  you  are  in  the  call 
you're  making.  DeGroot,  who  does  this  for  a 
living,  will  shift  as  much  as  20  percentage  points 
away  from  his  clients'  target  allocation  (table, 


page  103).  Jerry  Wade,  a  Minneapolis 
planner,  overweights  or  underweights 
as  5%  in  stocks  relative  to  bonds,  but 
more  shifting  within  the  asset  class* 
might  tilt  more  towards  value  stocks, 
towards  growth  or  international  or  sr 
stocks,"  he  says. 

The  moves  can  be  subtle  as  well.  You  i  j 
cide  to  leave  your  current  holdings  untl 
but  direct  future  401(k)  contributions  to  A 
that  seems  the  most  promising.  That  cm 
junk  bonds,  real  estate  investment  tn| 
even  beaten-up  tech  stocks.  Regardless 
they  are,  your  tactical  shifts  will  require| 
in  your  thinking. 


Damage  Control 
For  Junior  s  529  Plan 

How  to  protect  your  kid's  college  funds 


BY  CAROL  MARIE 
CROPPER 


M 


lichael  Kirlin  of  Tenino,  Wash.,  watched  as 
the  money  he  had  set  aside  for  his  three 
young  children  in  tax-deferred  529  college 
savings  plans  shrank  with  the  stock  mar- 
Iket.  Then  in  March,  he  pulled  out  the 
$6,100  left  of  $6,600  he  had  put  in  a  year  before 
and  stashed  it  in  prepaid  plans  to  cover  tuition 
and  fees  when  his  children  go  to  college.  With  tu- 
ition rising,  he  figured  a  guaranteed  payback 
was  a  lot  better  than  a  loss. 

Parents  who  have  invested  in  those  newly 
popular  state-sponsored  529  plans  have  been 
slammed  by  the  market  along  with  everyone 
else.  If  your  child  is  still  in  elementary  school, 
you  have  time  for  a  market  rebound.  But  if  Ju- 
nior is  within  three  or  four  years  of  college, 
you're  in  tough  shape  unless  you've  been  shifting 
gradually  into  conservative  investments  such  as 
money  markets  and  bonds. 

Even  if  college  is  years  away,  it's  hard  to  be 
happy  if  your  529  plan  was  heavy  into  tech  or 
other  hard-hit  sectors.  One  technology  fund  of- 
fered by  Arizona  was  down  almost  41%  this 
year  through  June  30.  Even  some  of  New  York's 
stock  portfolios  have  losses  approaching  22%. 
For  those  in  search  of  a  good  night's  sleep, 
there  are  alternatives.  One  is  to  do  what 
Kirlin  did:  Roll  your  money  into  one 
of  the  prepaid  529  plans  offered  in  20 
states.  The  plans  are  set  up  so  that  if 
you  put  in  a  specified  amount  of  money,  ei- 
ther periodically  or  in  a  lump  sum,  they 
guarantee  to  cover  the  cost  of  tuition  and 
fees  in  that  state's  public  schools,  no  matter 
what  inflation  brings.  They  allow  you  to  get 
the  sum  in  cash  if  your  kid  picks  a  school  in  a 
different  state.  The  downside:  You  give  up  the 
hope  of  making  big  profits  on  your  contributions 
in  any  new  bull  market. 

Another  option  is  to  switch  some  or  all  of 


your  money  from  stocks  to  money-m 
bond  funds,  or  to  the  guaranteed  portf< 
fered  by  some  states.  Pension  fund  giai 
CREF,  which  manages  529  plans  in  Ne 
California,  and  11  other  states,  has  an  inv 
option  that  guarantees  your  principal  and 
imum  3%  annual  return.  Like  other  man; 
also  offers  traditional  age-based  portfolio 
automatically  shift  your  savings  away  froi 
and  toward  bonds  and  money  markets 
child  gets  older,  relieving  you  of  the  b 

Finally,  Joseph  Hurley,  founder  of  Sav 
college.com,  a  Web  site  focused  on  529  pi 
fers  a  tax  balm  for  sore  investors.  Tho; 
529  plans  worth  less  than  what  was  orii 
vested  can  take  out  the  money  without  f< 
Internal  Revenue  Service's 
early  withdrawal  penalty, 
he  says.  That's  because  the 
10%  penalty  applies  only  to 
earnings.  The  plan  may 
also  levy  its  own  penalty. 

The  irs  hasn't  decided 
the  tax  treatment  for  loss- 
es on  529  plans.  It  may 
treat  them  as  they  do  oth- 
er capital  losses.  But  Hur- 
ley guesses  it  will  regard 
them  as  miscellaneous 
itemized  deductions.  You 
can't  start  deducting  such 
items  until  they  total  2% 
of  adjusted  gross  income. 

If  you  want  to  reopen  a 
529  for  that  child,  you  have 
to  wait  60  days  or  it  will  be 
considered  just  a  rollover 
of  the  old  account  (and 
therefore  not  a  loss)  rather 
than  a  new  account.  Things 
could  get  complicated  if  you 
have  already  given  the 
maximum  $11,000  annual 
tax-free  gift  to  that  child. 
The  irs  might  consider  any 
money  you  deposit  in  a 
new  529  as  another  gift,  in 
which  case  you  may  want 
to  wait  until  January  be- 
fore starting  anew.  ■ 


STRATEGl 
FORCOLI 
SAVER! 

►  Move  all  or  | 
of  the  529  fur 
into  bonds  or  i 
ey- market  invd 
ments,  especiJ 
your  student  i{ 
within  three  ori 
years  of  enterij 
college. 

►  Consider  s' 
ing  your  savin 
a  prepaid  tuiti 
plan.  At  least) 
child's  tuition 
fees  will  be  co 
ered,  and  not 
ject  to  the  whii 
the  stock  mark 


►  If  your  accou 
has  less  than; 
invested,  you  c 
cash  out  and  c 
a  tax  loss. 
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VIRGIN  MEGASTORE 


IS  PLAYING  TO  WIN. 


Winning  on  the  sales  floor:  Virgin  Megastore  is  one  of  the  world's  most  innovative  retailers.  And  now,  Virgin 
Megastore  shoppers  in  North  America  can  preview  over  250,000  CDs  and  11,000  DVDs  on  demand  using 
Web-based  kiosks  in  stores.  IBM  and  IBM  Business  Partners  (in  this  case,  Retail  Store  Systems)  are 
working  with  thousands  of  companies  to  build  innovative  solutions  like  this  one.  Winning  in  e-business 
means  improving  service -wherever  your  customers  are.  Get  in  the  game  at  ibm.com/e-business 


BusinessWeek  Investor 


Strategies  for  tough  times 


Index  Funds 
Beyond  the  S&P 

You  can  track  real  estate,  mid-caps,  and  more 


BY  LEWIS  BRAHAM 


With  the  Standard  &  Poor's  500-stock  index 
down  to  1997-98  levels,  many  of  the  mil- 
lions of  folks  who  automatically  plunked 
money  into  funds  based  on  that  stock  in- 
dex may  be  wondering  if  index  invest- 
ing is  a  bust.  "Most  people,  when  they  think  of 
indexing,  think  of  the  s&P  500,"  says  Gus  Sauter, 
who  heads  Vanguard  Group's  index  funds.  "But 
there  are  many  other  indexes." 

Indeed,  if  you  had  invested  in  Vanguard  Mid 
Capitalization  Index  Fund,  which  tracks  the  s&P 
MidCap  400  index,  you  would've  eked  out  a  3.9% 
three-year  annualized  return  as  of  July  29, 
trouncing  the  s&P  500's  11.4%  annualized  loss 
and  beating  over  80%  of  other  mid- 
cap  funds.  If  you  had  bought  a 
real  estate  stock  index  fund,  you 
would've  earned  around  12%  per 
year.  Plus,  index  funds'  low  man- 
agement fees  and  trading  costs 
give  them  an  edge  of  more  than  1% 
a  year  over  actively  managed  funds. 

Keep  in  mind  that  by  betting  on  a  nar- 
row market  sector  such  as  real  estate, 
you're  obeying  the  letter,  but  not  the 
spirit,  of  indexing.  Devotees  of  indexing, 
such  as  Vanguard  founder  John  Bogle, 
argue  that  since  few  people  can  predict 
which  sector  or  stocks  will  lead  the  market 
upward,  investors  are  best  off  with  the 
broadest  possible  market  index  so  they 
can  get  at  least  a  market  rate  of  return.  In 
U.  S.  stocks,  the  Wilshire  5000  index,  which 
tracks  more  than  6,500  stocks,  is  the  broadest. 
But  no  matter  what  Bogle  says,  many  in- 
vestors prefer  more  narrowly  based  indexes. 
That's  usually  because  they're  uncomfortable 
with  the  companies  that  account  for  a  big  share 
of  the  broad  indexes'  value.  Index  funds  hold 
stocks  in  the  same  proportion  to  share  of  total 
market  capitalization.  In  the  Wilshire  5000,  for 
instance,  the  100  largest  stocks  currently  ac- 


WHAT  ELSE 
IS  OUT 
THERE? 

Here  are 
few  examp, 
of  index 
investing  that 
many  people 
may  not  be 
aware  of: 


MUTUAL  FUNDS 


v  Fidelity  Spartan  Extended 
Market  Index  FSEMX 


EXCHANGE-TRADED  FUNDS 


►  iShares  MSCI  EAFE  Index 
EFA 


►  Vanguard  Emerging 
Markets  Index  VEIEX 


►  iShares  S&P  MidCap  400 
Index  IJH 


►  Vanguard  European  Stock 
Index  VEURX 


►  Vanguard  REIT  Index 
VGSIX 


►  StreetTracks  Dow  Jones  U.S. 
Small  Cap  Growth  DSG 

►  StreetTracks  Dow  Jones  U.S. 
Small  Cap  Value  DSV 


count  for  56%  of  capitalization.  At  the  W  ' 
peak  in  March,  2000,  44%  of  its  value 
technology  and  telecommunications  sto 
when  those  sectors  tanked,  the  Wilshh 
down  with  them,  falling  at  a  10.2%  anr 
rate  over  the  past  three  years. 

As  their  market  capitalizations  fell,  t 
telecom  shrank  to  17%  of  the  Wilshire  5» 
just  under  20%  of  the  s&P  500.  But 
they  could  remain  a  drag  on  returns  if  th 
tinue  to  underperform.  If  you  worr 
telecommunications,  technology,  or  oth< 
remain  dogs,  consider  choosing  indexes  th 
those  sectors. 


Using  Options 
To  Create  a  Cushioi 


They  can  limit  your  losses 


RSI 


■orti 


are 
•ffif 


nor 


a- 


& 


K; 


tid 

rice 
BY  ANNE  TERGESEN 

In  a  bull  market,  no  one  cares  about  do 
protection.  Now,  though,  you  may 
lot — and  that's  why  it  may  pay  to  thinl 
options.  These  instruments  offer  pro 
for  a  limited  time,  typically  from  one 
to  two  to  three  years.  Options  can  i 
expensive,  especially  those  with  the  1 
terms,  so  they're  not  for  everyone.  Still, 
think  your  holdings  will  rebound  but  an 
ous  about  being  wrong — or  if  you're  hesi   io 
sell  for  tax  or  other  reasons — options  r.  iO 
for  you. 

One  strategy  for  insulating  your  pc  f$ 
against  sell-offs  is  to  buy  a  put  (that 
option  on  a  stock  market  index.  When  yc 
chase  a  put  on  an  index,  you  lock  in  a 
value — say  8,200  for  the  Dow  Jones  indust:  to 
erage.  Because  a  put  appreciates  as  its  ui  in 
ing  index  declines,  it's  possible  to  engine* 
that  the  profits  on  your  options  will  roug] 
set  your  portfolio's  losses,  depending  on  th 
value  you  select  and  how  closely  your  pc 
tracks  the  benchmark. 

To  get  the  most  protection  for  the  le 
pense,  choose  a  strike  price  that's  close 
index's  current  level.  For  example,  a  cont: 
insure  against  the  Dow  falling  below  8,1 
Dec.  20  cost  $370  on  July  29  (table),  vs. 
to  protect  against  the  index  closing 
11,000.  Options  prices  are  typically  quoted 
of  their  actual  cost,  so  you'll  see  these  c 
listed  at  $3.70  and  $30.20  instead  of  $3r 
$3,020. 

If  the  Dow  falls  to  7,200  by  the  time  yc 
tion  expires,  a  put  that  guarantees  you  a 
of  8,200  will  yield  a  $1,000  profit.  Subtrs 
$370  you  paid  for  the  option,  and  you  hav 
left.  If  you  buy  enough  contracts  to  shieli 
entire  nest  egg,  you  can  offset  much  o: 
portfolio's  losses.  Of  course,  if  the  index 


b 
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i  put  option  on  the  Dow,  with  an  exercise  price  of  $8,200 
expires  on  Dec.  20,  2002 


The  option's  cost,  known 
as  a  premium,  reduces  any 
profit  you  realize   on  the 
stock.  But  because  the  op- 
tion guarantees  you  a 
$65  sale  price,  you'll 
be  able  to  rest  easy 
-              -                        .  ,  ,  if  IBM  is  hammered  be- 

i!5!15.*3:™'  °r.$3Z°..Pe^ontract.!PluS.COnirn^smnsl fore  the  put  expires.  And  if 


DOWNSIDE  PROTECTION 

say  the  Dow  Jones  Industrial  average  is  at  8,500  and 
you  want  to  protect  against  a  fall  below  8,200. 


ec.  20,  if  the  Dow  is  above  8,200,  the  option 
es  worthless 

i  Dow  is  between  8,200  and  7,830,  the  option  has  value, 
ou  haven't  recovered  its  $370  cost 

h  7,830,  you're  making  money  on  the  option 

Data:  Chicago  Board  Options  Exchange,  BusinessWeek 


3,200,  your  option  will  expire  worthless. 

>u  are  heavily  exposed  to  one  stock  and 

icerned  about  sell-offs,  put  options  can 

your  downside  while  preserving  your 

J  to  profit  from  a  rebound.  Say  you  bought 

ars  ago  at  $40  and  want  to  keep  it,  be- 

ou  think  the  stock  is  worth  more  than  its 
-  i  price  of  $71.  To  limit  your  risk,  you  can 

put  giving  you  the  right  to  sell  IBM  for 
i!  le  put  that  expires  on  Sept.  20  cost  you 

n  July  29 — which  really  means  $265  per 
iires. 


IBM  soars,  you  simply  keep  your 
stock. 

You  can  also  earn  some  income 
while  holding  your  shares  by  selling 
call  options.  Say  you  bought  IBM  at 
$65  and  think  it's  worth  at  least  $75. 
Sell  a  call  giving  the  buyer  the  right 
to  acquire  your  shares  for  $75  by  Sept. 
20.  This  will  net  you  premium  income — on  July 
29,  this  amounted  to  $2.50  a  share.  If  IBM  rises 
above  $75,  you'll  be  forced  to  sell.  But  that's 
not  bad,  since  you'll  realize  a  $10  gain  on  the 
stock,  plus  the  $2.50  premium.  That's  a  19%  re- 
turn on  your  $65  investment. 

If  IBM  stays  below  $75,  the  call  will  expire 
worthless  since  no  one  will  want  to  buy  your 
stock  for  $75.  Once  the  option  expires,  you  can 
sell  new  ones  and  collect  more  premiums.  In  a 
flat  market,  that  may  be  your  best  hope  for 
making  money.  ■ 


"  Cold,  Hard  Cash, 
:us  on  Dividends 

ices  fall,  yields  are  rising 


IRGARET  POPPER 

sere's  an  upside  to  the  mar- 

t }  downswing,  it's  that  divi- 

i  is  are  back  in  fashion.  Now 

sioughly  2%,  the  divi- 

-  d  yield  of  the  Stan- 

k  e  Poor's  500  is  almost 

,|  its    late-2000    low. 

Tre  plenty  of  solid  companies 

i ;  3%  or  more  (table).  That  beats 

Irerage  money  market  return  of 

1  \S  shares  tumble,  your  total  return  won't  be 

2|by  the  dividend  yield.  But  owning  a  good 

ad-yielding  stock  lets  you  collect  hard  cash 

you  wait  for  share  prices  to  rebound. 

1't  go  straight  for  the  companies  with  the 

t  dividend  yields.  When  the  dividend  pay- 

a  percentage  of  the  stock  price  soars,  it's 
se  the  stock  has  cratered  and  the  market 
t  believe  the  dividend  can  be  sustained. 

the  case  with  Dynegy.  At  its  July  29  price 
und  $1.20  a  share,  the  energy  trader's  300 
■e  per  year  in  dividends  produced  a  yield  of 
But  the  troubled  company  has  announced 
to  cut  the  dividend  in  half, 
ome  seekers  should  examine  the  steadi- 


% 


ness  of  dividend  payouts,  the  company's  consis- 
tency in  increasing  them,  and  its  capacity  to  pay 
them  out  of  profits.  Dividend  histories  are  usually 
available  from  company  Web  sites  or  www.busi- 
nessweek.com.  Tobacco  company  Philip  Morris 
has  historically  paid  out  on  average  59%  of  its 
earnings  as  dividends.  But  profits  have  risen 
faster  than  dividends  lately,  so  the 
share  of  profits  paid  out  in  dividends 
has  actually  dropped  to  53%,  ac- 
cording to  Thomson  Financial/First 
Call.  Plus,  Philip  Morris  has 
an  average  annual  dividend 
growth    rate    of    around 
7.5%.   With   its   stock   at 
$47.20  on  July  29 
and  its  annual  div- 
idend of  $2.32,  it  had 
a  5%  dividend  yield. 
In    another    traditional 
dividend-paying  sector — real  es- 
tate investment  trusts — top  players 
such  as  Equity  Office  Properties  are      TUPPERWARE  TUP  5.0        17. 

yielding  around  8%.  But  with  com-      PHJUP  MORRIS  M0         4.9        47.20 
mercial  rents  dropping  around  the      KEYCORP  KEY  4  6        25  81 

country,  investors  should  favor  REITs      ==: rHFMirii  nnw       17 Wti 

that  are  diversified  in  property  type      D0.W..CHE.M.ICAL.DOVV 4i 30:65 

and  location,  says  Mary  Farrell,  sen-      .GME.R.A.L..M0.T0RS("M.     4:.3        46:.09 
ior    investment    strategist    at    ubs      HJ.  HEINZ  HNZ  4.3        37.90 

PaineWebber.  CUMMINS  CUM  37        32lf 

With  many  stock  prices  down  50%      tSSnuSS an       aHr 

in  recent  weeks,  now  is  a  good  time      E*C.™ 3.0 48.46 

to  pick  up  a  cash  return.  Just  make      GENERAL  ELECTRIC  GE    2.4        30.45 
sure  the  earnings  and  dividend  track      ^Annualized  yields  and  stock  prices  are  as  of  July 
record  of  the  companies  you  pick  are 
sound.  ■ 


DIVIDENDS 
DON'T  DISAPPOINT 


COMPANY/SYMBOL 


DIVIDEND 
YIELD* 


PRICE* 


TXU  TXU 


5.8%   $41.14 


29,  2002 


Data:  Standard  &  Poor's 
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NISSAN 
350Z 


The  company  isn' 
ing  about  hoy  fast 
Z  zooms  from  0 
But  it  has  thoughtf 
a  stopwatch  into  th« 
ment  panel,  and 

are  clocking  wel| 
six    seconds 


Another  Classic 
in  the  Making? 

The  new  Z  retains  the  spirit  and  power  of  the  original 


BY  LARRY 
ARMSTRONG 


Every  model  has 
the  same  287-hp 
engine.  That 
contrasts  with  the 
reduced  power  of 
less  pricey 
versions  of  the 
Porsche  Boxster 
and  BMW  23 


THE  240Z:  Base 
price  in  1969: 
$3,526 


Nissan  Motor  struck  a  chord  with  the  Datsun 
240Z,  first  introduced  in  1969  as  a  1970 
model.  It  was  stylish — a  Jaguar  lookalike.  It 
was  fast — 150-hp  under  its  long,  sloping 
hood.  Most  of  all,  it  was  affordable.  At 
$3,526,  the  Z  was  just  a  couple  of  dollars  more 
than  the  average  new  car  that  year  and  about 
half  the  price  of  competing  sports  cars. 

Now,  Nissan  has  done  it  again.  At  a  time 
when  true  two-seat  sports  cars  start  at  $42,350 
for  the  bargain-priced  Chevy 
Corvette  and  go  up  from 
there,  Nissan's  new  350Z 
will  carry  a  base  sticker  of 
just  $26,809  when  it  goes  on 
sale  in  mid-August.  That's 
only  about  $1,000  more  than 
what  the  average  new  car 
fetched  last  year,  according 
to  the  National  Automobile 
Dealers  Assn. 

Over  the  past  month  or  so,  I've  driven  pre- 
production  versions  of  most  of  the  new  Z  models, 
from  the  base  car  to  the  top-end  $34,619  Track 
Model  with  oversize  brakes  and  lightweight  alu- 
minum wheels.  For  comparison — O.  K.,  for  fun — 
I  also  spent  a  week  in  a  fully  restored  1972 
chrome-yellow  240Z. 

Cars  have  come  a  long  way  from  the  days 
before  air  bags,  computer-controlled  engines,  and 
power-robbing  pollution  controls.  The  new  Z  is  no 
exception:  It's  a  heavy  car,  some  3,200  lbs.,  but 
Nissan  has  given  it  a  287-hp  engine  with  plenty 
of  oomph.  And  there's  lots  of  the  no-compro- 
mise spirit  of  the  earlier  car. 


power  is 
at  higher  s 
well;     E 
sixth  gear 
enough    ; 
and-go  to 
other  cars 
highway. 
Sure,  Nissar 
make     compromi 
keep  the  price  down,  but  not  where  it 
Every  model  has  the  same  287  ponies, 
trast  with  the  underpowered  engines  on 
pensive  versions  of  the  Porsche  Boxs 
BMW  Z3.  There's  no  switch  to  soften 
pension  for  highway  cruising,  and  yes, 
a  bit  stiff.  But  the  payoff  comes  when  y 
it  around  a  curve  a  little  faster  than 
prudent.  The  tail  end  stays  put. 

I  loved  the  cockpit.  The  driver's  sea 
and  snug,  with  big  side  bolsters  to  k 
firmly  planted  around  those  curves.  The 
ger  seat  is  less  aggressively  styled,  d 
more  for  comfort.  The  instrument  panel 
and  simple  and  backlit  in  orange;  its 
gauges  move  with  the  steering  wheel  as 
it  for  the  best  driving  position.  An  ad' 
three  gauges  are  mounted  center  dash 
vidual  pods,  just  like  in  the  original  Z. 
You  can  see  where  Nissan  skimped 
car.  There's  no  glove  box,  unless  you  « 
deep,  horizontal  compartment  behind  tl 
senger  seat.  A  single  dash-mounted  cuj 
is  the  cheapest  plasti 
and  it  hit  the  floor  w 
cidentally  strut 
passenger's 
Two  other  ci 
ers  are  in  the 
console,  but 
the     seats. 
plenty  of  room 
neath  the  hatchback, 
steel  cross-strut — nee< 
stiffness — bisects  the  space,  making  it  wt 
useless  for  luggage.  Another  problem:  TT 
hatchback  compromises  rear  visibility,  and 
about  seeing  anything  in  that  blind  spo 
your  left  shoulder. 

There's  no  question  that  the  new  Z,  w 
Audi  TT-like  good  looks,  is  a  head-turner,  ft 
all  manner  of  thumbs  ups  and  hurried  cor 
tions  at  stoplights.  Someday,  this  car,  too, 
ly  to  evoke  the  affection,  the  stories,  ai 
reminiscences  that  the  restored  240Z  did 
took  it  to  a  Kool  &  the  Gang  concert  thi: 
mer.  Everyone,  it  seems,  loves  the  origi 
They'll  like  this  one,  too. 
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VICE  FOR  RUDY'S 
iDY-IN-WAITING 


\> 


Jmerlew 

Btywiytr 
Ktfchthai 

f,  he's  likely 
itapre-Mp. 
are  sone 
she'll  teed 
epiiiiidte 
k  best  deal 


Ms.  Judith  Nathan 
New  York,  N.  Y. 


W! 


GIULIANI  AND 
NATHAN:  His  lee 

tures  go  for 
$100,000  a  pop 


Dear  Ms.  Nathan: 

'e  don't  know  each  other,  but  I  recently 
read  that  your  boyfriend,  Rudy  Giuliani, 
reached  a  $6.8  million  divorce  settlement 
with  his  ex,  Donna  Hanover.  Forgive  my  pre- 
sumptuousness,  but  I  couldn't  help  thinking  that 
after  two  years  together — much  of  it  (given  Sep- 
tember 11,  his  prostate  cancer,  and  his  humiliat- 
ing public  divorce  battle)  spent  un- 
der the  most  trying  circumstances 
imaginable — you  and  he  might  soon 
be  ready  to  tie  the  knot.  If  you  do, 
as  much  as  he  says  he  loves  you, 
I'd  wager  he'll  insist  on  a  pre-nup. 

Let's  face  it:  When  he  married  Donna  in  1984, 
he  was  just  an  ambitious  prosecutor,  with  no 
extraordinary  assets  to  shield.  But  now,  he's  a 
national  hero,  a  man  who  soothed  us  through 
one  of  the  worst  calamities  in  U.  S.  history.  For 
that,  he  has  earned  the  right  to  charge  $100,000 
a  pop  on  the  rubber-chicken  circuit,  spill  his  guts 
in  a  multimillion-dollar  book  deal,  and  do  who 
knows  what  else  to  rake  in  the  dough.  If  you 
think  he  isn't  going  to  want  financial  protection 
this  time  around — if  only  to  secure  the  inheri- 
tance rights  of  his  children,  Andrew  and  Caro- 
line— you're  not  only  blinded  by  love,  you're  ren- 
dered senseless  by  it. 

I'm  no  lawyer,  but  in  my  capacity  as  a  colum- 
nist on  women's  issues,  I've  learned  a  lot  about 
pre-nuptial  agreements.  So  let  me  give  you  a  bit 
of  advice:  A  pre-nup  is  executed  typically  for 
the  benefit  of  the  partner  with  more  money. 
Mere  mention  of  the  word  can  be  a  romance 
killer.  But  if  it  comes  down  to  a  choice  be- 
tween the  contract  or  the  guy,  sign  the  papers — 
and  make  sure  you  draft  something  that's  as 
advantageous  to  you  as  possible. 

Start  with  a  good  matrimonial  attorney — and 
choose  him  or  her  yourself.  Don't  just  hire  one  of 
Rudy's  chums  (unless  you  think  you  may  want  to 
get  the  agreement  nullified  someday  by  playing 
the  conflict-of-interest  card).  Since  pre-nups  are 
thrown  out  mostly  on  the  basis  of  legal  technical- 
ities, you  need  someone  who  stays  on  top  of  the 
law.  For  example,  New  York  recently  changed 
the  language  in  the  notary  section  for  all  marital 
agreements.  So  if  you  had  an  existing  agreement 
and  didn't  have  the  revised  language,  it  wouldn't 
have  held  up  in  court.  Other  technicalities  that 
cause  pre-nups  to  disintegrate  include  the  failure 
of  a  spouse  to  disclose  all  assets  and  not  allowing 
ample  time  (say,  at  least  a  month)  to  review  the 
document  before  marriage. 

Insist  on  a  "sunset"  provision.  That's  an  expi- 
ration clause  that  voids  the  contract  as  of  a  cer- 


tain date.  These  provisions  are  often  used  as 
negotiating  tools:  The  partner  with  fewer  assets 
can  argue  that  if  the  marriage  lasts,  say,  10 
years,  the  couple  is  likely  to  stick  together  'til 
death  do  them  part.  Indeed,  that's  probably  what 
Jane  Welch  thought  when  she  married  former 
General  Electric  ceo  Jack  Welch  in  1989.  Then, 
last  December,  she  discovered  that  her  husband 
was  having  an  affair  with  a  Harvard  Business 
Review  editor.  Now,  she's  thanking  her  lucky 
stars  that  her  pre-nup  expired  in  1999 — since 
she's  undoubtedly  going  to  get  much  more  of 
his  half-billion-dollar-plus  fortune  than  she  would 
have  been  entitled  to  otherwise. 

Sunset  clauses  differ  depending  on  what  you 
want  to  accomplish.  Some  simply  nullify  the 
agreement.  Others  protect  certain  income  and 
assets  from  ever  becoming  joint  marital  proper- 
ty even  after  the  pre-nup  expires. 
I  would  also  in- 


clude some  ad- 
ditional clauses.  You  can  spell  out 
almost  anything:  who  gets  the  Yankees  tickets, 
custody  and  visitation  rights  to  the  dog.  The  more 
clauses,  the  better — to  protect  your  interests  and 
increase  the  chances  that  some  judge  down  the 
line  will  find  one  of  them  distasteful  and  throw  the 
whole  contract  out  of  court. 

One  last  piece  of  advice:  Pre-nups  are  like 
wills — a  change  of  circumstances  warrants  a 
change  in  the  document.  If  the  two  of  you  buy  a 
house  in  the  Hamptons,  you  want  to  be  sure 
the  pre-nup  recognizes  your  share. 

Take  it  from  me,  Judy:  Stay  one  step  ahead, 
and  you  won't  be  left  behind.  Good  luck.  ■ 
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ITS  NEVER  TOO  LATE 
TO  LEARN  GOOD  HABITS 


BY  ROBERT  BARKER 

rb@businessweek.com 

Three  recent 
books  repeat 
investment  lessons 
that,  had  they 
been  more 
widely  followed 
in  the  '90s,  would 
have  left  us  licking 
far  fewer  wounds 


The  other  day  at  a  Dollar  General  store, 
where  I  had  stopped  to  get  a  candy  bar,  the 
cashier  shot  me  a  stern  look.  "Too  late  to  be 
reading  that,"  she  said,  giving  two  swift  thumps 
to  a  book  I  had  with  me,  The  Four  Pillars  of  In- 
vesting. Had  she  stolen  a  peek  at  my  portfolio? 
Or  had  this  woman,  whose  gray  hair  identified 
her  as  one  of  Florida's  working  retirees,  resigned 
herself  to  eternal  toil  at  Dollar  General?  Either 
way,  I  figured  the  best  response  was  an  upbeat 
one,  so  I  muttered  something  about  hope  over 
experience. 

Investors  all  over 
might  be  forgiven  right 
now  for  never  wanting 
to  pick  up  another  book 
on  investing.  Yet  three 
recent  titles  restate  les- 
sons that,  had  they  been 
more  widely  followed  in 
the  '90s,  would  have  left 
us  far  better  off  now. 
Along  with  Four  Pil- 
lars, by  William  Bern- 
stein, they  are  Larry 
Swedroe's  Rational  In- 
vesting in  Irrational 
Times  and  Frank  Arm- 
strong's The  Informed 
Investor  (table). 

What's  curious  is  that 
the  authors  agree  on 
key  issues — index  in- 
vesting is  good;  most  of 
professional  Wall  Street 
and  nearly  all  of  the  fi- 
nancial media  are  bad — 
and  they  promote 


ffl 


one 


GOING  BACK  IN  THE  WATER 

The  Four  Pillars  of  Investing 


iam  J.  Bernstein,  McGraw-Hill  (240pp,  $27.95) 


quickly  leaves  general  readers  behind.  F 
ample,  Bernstein  describes  the  upside-do\ 
lationship  of  bond  prices  and  yields  (as 
go  up,  prices  fall).  But  in  doing  so,  he  slips 
term  "long-duration  bonds"  with  no  expl; 
for  another  226  pages.  It's  as  if  he  we: 
plaining  brain  functions  without  defin 
synapse.  Even  if  it  asks  us  to  read  more 
tions,  Bernstein's  first  book  is  better- 
third  shorter. 

Far  less  ambitious — or  learned — is  Swi 
Rational  Investing.  Another  serial  author 
vestment  adviser,  Swedroe  lays  out  52  co 
investor  mistakes,  one  per  chapter,  alonj 
ways  to  avoid  them.  He  swiftly  slays  t 
vived  notion  that  active  management  beai 
sive  indexing  in  bear  markets,  and  he  fo< 
on  the  truest  goal — aftertax  returns.  But 
gets  a  bit  repetitive,  and  my  eyes  kept  g  [GJ 
over.  This  book  is 
haps  best  read  one 
chapter  per  day. 

Frank  Armstror 
couraged  Swedro* 
Bernstein  to  write 
first   books.   A  ft 
pilot    who    becam 
insurance         sale 
broker,  and,  finally, 
pendent  investme: 
viser,  Armstrong 
to  detest  Wall  St 
commission  structui 
early  Netizen,  in  19 
published  a  free 
book.  Informed  In 
is  an  updated  and 
expanded     versio: 
makes  most  of  the 
points    about   ind 
and  the  Street's  gi 
ways  as  the  other  1 
do,  but  it's  better  o 
ized  than  Swedroe's 
the  style  is  more 


;  i 


i 


another's  work  via  cover - ' sible  than  Bernstei 


blurbs  and  mid-chapter 
asides.  Yet  they're  also 
in  a  polite  rivalry  for 
book  buyers.  While  you 
might  want  to  read  any 
one  of  these  books,  be- 
lieve me,  you  don't  need  more  than  one.  So, 
with  an  eye  toward  picking  which  is  best  for 
which  reader,  I  examined  each. 

Four  Pillars,  which  follows  Bernstein's  su- 
perb first  book,  The  Intelligent  Asset  Allocator,  is 
the  most  ambitious.  A  practicing  neurologist  who 
moonlights  as  an  investment  adviser,  Bernstein 
sets  out  to  fix  what  he  says  he  failed  at  in  his 
earlier  book.  That  is,  to  explain  modern  portfolio 
theory  to  the  general  public.  No  small  task.  I  am 
sorry  to  say  that,  at  this,  Bernstein  has  yet  to 
succeed. 

While  he  presents  most  of  what's  worth  know- 
ing about  the  theory  and  dangers  of  investing,  he 


Rational  Investing  in  Irrational  Times 

Larry  E.  Swedroe,  St.  Martin's  Press  (384pp,  $24.95) 

The  Informed  Investor 

Frank  Armstrong  III,  AMACOM  (288pp,  $25.00) 


Had  you  given  a 
these    guys    mone 
run,   each   might 
built  you  more  or 
the  same  portfolio 
chances    are    you' 
resting  pretty  easy  amid  the  current  unples 
ness.  These  advisers  counsel  close  attenti 
diversification  across  many  asset  classes  and 
funds,  including  bonds  and  even  small  for 
company  stocks.  Just  10%  of  the  equities 
Armstrong  portfolio,  for  example,  represen 
Standard  &  Poor's  500.  Too  late  to  learn  to  i 
this  way?  No,  and  any  one  of  these  book 
show  you  how. 
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PRIVATE  MARTHA? 


G.  MARCIAL 
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What's  Maitha  Stewart  to  do?  The  chairman 
and  ceo  of  Martha  Stewart  Living  Omni- 
media  (mso)  is  under  siege  on  all  fronts: 
The  Securities  &  Exchange  Commission  is  looking 
into  her  sale  of  ImClone  System  shares  for  pos- 
sible insider  trading,  stockholders  are  incensed 
by  the  collapse  of  mso  shares — from  20  in  mid- 
March  to  8.21  on  July  31 — and  analysts  have 
downgraded  the  stock  and  cut  earnings  estimates. 
Would  you  blame  Stewart,  then,  if  she  took 
her  company  private?  Several  in  the  Stewart  cir- 
cle say  she  has  been  talking  to  investment  bankers 
about  a  leveraged  buyout  to  resolve  some  of  her 
woes.  "With  mso's  shares  plunging,  it  would  be 
strategically  wise  of  Martha  to  buy  all  of  mso," 
says  a  banker  who  didn't  want  to  be  identified.  He 
thinks  an  lbo  at  12  a  share  would  be  fair. 

Some  analysts  also  think  an  lbo  would  be  log- 
ical. "I  would  consider  it  if  I  were  in  her  shoes," 
says  Laura  Richardson  of  Boston  investment  firm 
Adams,  Harkness  &  Hill,  who  dropped  her  mso 
rating  from  "buy"  to  "reduce." 
Richardson,  who  doesn't  own 
shares,  says  the  future  outlook  is 
worse  than  she  originally 
thought.  Adams  Harkness  has 
no  business  ties  with  mso.  Kath- 
leen Heaney  of  investment  firm 
Brean  Murray  says  an  lbo  is  a 
"natural"  for  companies  with 
two  classes  of  stock.  Stewart 
owns  66%  of  the  common  and 
nearly  all  of  the  voting  shares.  " 
Heaney,  who  owns  no  shares,  has  also  cut  her 
estimates  due  to  the  ImClone  mess.  But  based  on 
a  sum-of-the-parts  valuation,  she  rates  the  stock  a 
buy.  She  cut  her  2002  estimates  from  560  to  400  a 
share,  and  for  2003  from  730  to  550.  Brean  has  no 
business  links  to  the  company,  mso,  which  markets 
the  Martha  Stewart  brand  across  a  broad  range  of 
media  and  retail  outlets,  declined  comment. 

EYEING  LUCRE 
FROM  LICORICE 


LA  STEWART: 

Under  siege 
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funny  thing  happened  to  Ron  Perelman  on 
the  way  to  a  sweet  deal:  He  had  to  un- 
ravel it.  In  an  out-of-court  settlement  on 
July  29,  Perelman  canceled  a  pact  he 
struck  in  2001,  in  which  he  sold  his  83% 
stake  in  Panavision  to  M&F  Worldwide 
(MPW),  of  which  he  owns  53%,  for  $129 
million,  or  17  a  share.  At  the  time, 
Panavision,  a  maker  of  movie  cameras, 
traded  at  4.  M&F  shareholders  howled: 
They  accused  Perelman,  who  also  con- 
trols Revlon,  of  self-dealing — and  sued 
him.  After  more  than  a  year  in  court, 
Perelman  agreed  to  scuttle  the  deal:  He 
took  back  his  Panavision  shares  and  re- 


turned m&f's  $80  million,  plus  $10  million  and  $48 
million  worth  of  M&F  stock  he  got  as  part  of  the 
Panavision  sale.  The  suit  was  initiated  by  Daniel 
Breen  of  Furtherfield  Partners,  a  Houston  hedge 
fund  that  owns  more  than  50,000  M&F  shares. 

Perelman's  next  move?  "It's  possible  Perelman 
may  take  M&F  private,  so  he  could  do  what  he 
wants  with  it,"  says  Breen.  Now  trading  at  5.50, 
M&F  is  "an  attractive  company  in  a  very  good 
niche  business,"  says  Breen,  who  puts  the  value  of 
its  assets  at  15  a  share.  He  says  Perelman  bought 
his  M&F  stake  in  1996  at  19.  Breen  estimates  that 
M&F,  the  top  producer  of  licorice  extract  used  by 
tobacco  and  drug  companies,  generates  free  cash 
flow  of  $30  million  a  year,  or  $1.66  a  share,  and 
has  little  debt.  M&F,  whose  customers  include 
Philip  Morris  and  R.J.  Reynolds,  controls  80%  of 
the  licorice  market,  notes  Breen.  He  sees  M&F 
earning  $1  a  share  in  2002 — without  Panavision.  In 
2001,  M&F  earned  only  240,  because  of  losses  at 
Panavision.  Perelman  declined  comment. 

INTERGRAPH:  SET 
TO  MILK  ITS  PATENTS 

Intergraph  (iNGR),  a  provider  of  graphics  soft- 
ware and  services,  has  turned  out  to  be  a 
rewarding  "patent  play."  The  company  holds 
valuable  patents  on  microprocessors  for  high- 
end  workstations.  It  is  these  patents  that  have 
attracted  interest  in  the  stock.  Trading  at  8  last 
October,  shares  hit  19  in  mid-May,  before  easing 
to  15.90  on  July  31.  "Because  of  the  patents,  In- 
tergraph is  on  the  verge  of  collecting  substantial 
royalty  and  licensing  fees,"  says  Jan  Loeb  of 
Jefferies,  who  rates  the  stock  a  buy,  with  a  12- 
month  price  target  of  24.  He  doesn't  own  shares, 
and  Jefferies  hasn't  done  banking  for  Intergraph. 
In  April,  Intel  settled  a  patent-infringement 
suit  that  Intergraph  filed  in  1997:  It  agreed  to 
pay  Intergraph  $300  million.  "The  settlement 
opens  the  door  for  Inter- 
graph to  claim  license  fees, 
which  could  total  hundreds 
of  millions,  from  companies 
using  Intel's  Pentium 
processor  in  their  systems," 
says  Loeb.  And  Intel  faces 
another  Intergraph  suit  in 
Texas.  Loeb  figures  a  win 
in  this  second  case  could 
produce  a  further  $250  mil- 
lion. Loeb  sees  Intergraph 
earning  400  a  share  in  2003 — not  including  new 
licensing  fees  arising  from  the  settlement — up 
from  an  estimated  140  in  2002.  As  part  of  the 
deal,  Intel  has  agreed  to  pay  Intergraph  $150 
million  if  Intergraph  prevails,  and  a  further  $100 
million  if  Intel  loses  on  appeal. 
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%  change 


■  Stocks 

S&P  500 

July    Jan.     July  July  25-31 
1300,—  -  i 1000 


U.S.  MARKETS 


July  31 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


July  31      Week 


1150 


1000 


H 


|950 
911.6 


:850 


:800 


COMMENTARY 

The  stock  market  rallied  for  a  second 
week  in  a  row,  as  investors  continued 
to  shrug  off  their  blues  and  focus  on 
an  increasingly  positive  profits  outlook. 
Not  even  a  sharp  slowdown  in  second 
quarter  Gross  Domestic  Product  damp- 
ened their  spirits.  The  S&P  500,  up 
8.1%  for  the  week  through  Juiy  31, 
led  the  charge.  The  Dow  rose  6.7%,  the 
Nasdaq  2.9%. 

Data:  Bloomberg  Financial  Markets 
Reuters 


S&P  500  911.6 

Dow  Jones  Industrials  8736.6 

Nasdaq  Composite  1328.3 

S&P  MidCap  400  441.7 

S&P  SmallCap  600  198.6 

Wilshire  5000  8616.9 

SECTORS 

BusinessWeek  50*  555.3 
BusinessWeek  Info  Tech  100**     279.4 

S&P/BARRA  Growth  467.4 

S&P/BARRA  Value  441.1 

S&P  Energy  189.9 

S&P  Financials  309.7 

S&P  REIT  97.2 

S&P  Transportation  176.4 

S&P  Utilities  105.5 

GSTI  Internet  64.6 

PSE  Technology  453.5 
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-20.6 
-12.8 
-32.0 
-13.1 
-14.5 
-19.5 


-24.7 
-17.0 
-34.5 
-13.6 
-13.1 
-23.1 


-23.9 

-32.9 

-33.4 

-35.6 

-21.4 

-23.0 

-20.1 

-27.0 

-10.2 

-16.3 

-12.8 

-17.9 

4.1 

5.6 

-10.5 

-13.1 

-27.7 

-40.7 

-38.4 

-44.8 

-34.0 

-34.1 

S&P  Euro  Plus  (U.S.  Dollar)  878.6       7.7 

London  (FT-SE 100)  4246.2      12.4 

Paris  (CAC  40)  3415.4      13.0 

Frankfurt  (DAX)  3700.1        1.9 

Tokyo  (NIKKEI  225)  9877.9      -0.7 

Hong  Kong  (Hang  Seng)  10267.4        3.0 

Toronto  (TSE  300)  6605.4        3.5 

Mexico  City  (IPC)  6021.8        0.2 

FUNDAMENTALS July  30       Wll 

S&P  500  Dividend  Yield  1.71%       1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    32.0  2 

S&P  500  P/E  Ratio  (Next  12  mos.)*       16.1 

First  Call  Earnings  Surprise*  1.46%       0 

"First  Call  Corp. 

TECHNICAL  INDICATORS       July  30      Wk 


'Mar.  19,  1999  =  1000 


•Feb.  7,  2000=1000 


S&P  500  200-day  average             1085.9  109 

Stocks  above  200-day  average          33.0%  15 

Options:  Put/call  ratio                      0.68  o 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.12  3 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Conglomerates  8.1 

Biotechnology  8.1 

Photographic  Products  5.5 

Casinos  4.7 

Tobacco  4.3 


Metal  &  Glass  Containers  37.6 

Housewares  &  Specialties  34.1 

Casinos  31.6 

Managed  Health-Care  20.5 

Brewers  19.4 


Multi-Utilities 
Paper  Packaging 
Constr.  &  Engineering 
Semiconductor  Equip. 
Aluminum 


-30.1 
-26.3 
-21.0 
-21.0 
-19.2 
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I  Mutual  Funds 

Week  ending  July  30 
■  S&P  500  S U.S.  Diversified  I  All  Equity 
4-week  total  return 


%       -8       -6      4       -2        0        2 


Week  ending  July  30 
■  S&P  500  I  U.S.  Diversified  -BAII  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 

Leaders 

Health  3.5 

Technology  -0.9 

Domestic  Hybrid  -2.8 

Large-cap  Growth  -3.2 
Laggards 

Precious  Metals  -15.3 

Latin  America  -11.6 

Natural  Resources  -10.1 

Utilities  -8.8 


% 


Leaders 

Precious  Metals  44.3 

Real  Estate  10.0 

Pacific/Asia  ex-Japan  6.2 
Diversified  Emerging  Markets  1.2 
Laggards 

Communications  -49.7 

Technology  -44.1 

Utilities  -31.6 

Large-cap  Growth  -28.2 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


% 


%     -32       -24     -16       -8        0 
Data:  Standard  &  Poor's 


Leaders 

Montry.  M.  N.  Wld.  Biotech  16.7 

UBS  Global  Biotech  Y  16.1 

Rydex  BioTechnology  Inv.  15.8 

Smith  Barney  Biotech  L  15.8 
Laggards 

U.S.  Glob.  Wrld.  Prec.  Minis.  -23.5 

iShares  MSCI  Brazil  Indx.  -23.0 

U.S.  Global  Investors  Gold  -21.8 

Polynous  Growth  A  -18.7 


Leaders 

First  Eagle  SoGen  Gold  79.0 

Rydex  Dynam.  Venture  100  78.7 

Matthews  Korea  74.8 

ProFunds  Ultrashort  OTC  73.9 
Laggards 

ProFunds  UltraOTC  Inv.  -73.6 

Black  Oak  Emerging  Tech.  -67.7 
iShares  Gold.  Sachs  Netwkg.-64.3 

Firsthand  Communs.  -62.0 


I  Interest  Rates 

KEY  RATES 


July  31    Week 


MONEY  MARKET  FUNDS 

1.41% 

1.43' 

90-DAY  TREASURY  BILLS 

1.69 

1.67 

2-YEAR  TREASURY  NOTES 

2.24 

2.29 

10-YEAR  TREASURY  NOTES 

4.46 

4.46 

30-YEAR  TREASURY  BONDS 

5.30 

5.34 

30-YEAR  FIXED  MORTGAGEt 

6.44 

6.34 

IS    fop 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT! 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 

3.88% 

r 

TAXABLE  EOUIVALENT 



5.54 

INSURED  REVENUE  BONDS 

4.07 

TAXABLE  EQUIVALENT 

5.81 

n 

■THE  WEEK  AHEAD 

EXPORT-IMPORT  PRICES  Wednesday,  Aug.  7, 
8:30  a.m.  edt*  Import  prices  during 
July  probably  fell  0.1%,  while  export 
prices  most  likely  held  steady.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hiil  Compa- 
nies. In  June,  import  prices  slid  0.6%  on 
a  6.6%  drop  in  petroleum  prices.  Export 
prices  in  June  were  unchanged. 

INSTALLMENT  CREDIT  Wednesday,  Aug.  7, 
3  p.m.  edt>  Consumers  are  forecast  to 


have  added  an  additional  $8  billion  of 
new  debt  in  June.  Nonrevolving  debt  rose 
by  $7.2  billion  in  May,  the  biggest  jump 
since  last  December.  Overall  consumer 
debt  rose  by  $9.5  billion  during  May. 

PRODUCER  PRICE  INDEX  Thursday,  Aug.  8 
8:30  a.m.  edt>  Producer  prices  of  fin- 
ished goods  in  July  most  likely  increased 
by  0.1%  for  a  second  straight  month.  Ex- 
cluding food  and  energy,  core  prices 
probably  increased  by  a  similar  0.1%  in 
July,  following  a  0.2%  increase  in  June. 


PRODUCTIVITY  &  COSTS  Friday,  Aug  . 
a.m.  edt>  Output  per  hour  worl 
ing  the  second  quarter  is  expec 
have  slowed  to  an  annual  rate  o 
while  s&p's  mms  forecasts  quarte 
labor  costs  to  have  increased  by 
the  first  quarter,  productivity  so; 
annual  rate  of  8.4%  and  unit  la 
dropped  by  5.2%  from  the  fourl 
ter.  Labor  productivity  is  growin; 
healthy  pace,  allowing  for  both 
and  real  wages  to  increase  with 
pressure  on  inflation. 
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more  than  the  market,  rising  8.5%.  Pacing  all  gainers  was  Dynegy,  up  144.9%,  as  investors 
)id  bankruptcy;  energy  providers  Calpine  and  American  Electric  Power  rose  as  well.  Drugmakers, 
izer.  and  Johnson  &  Johnson,  climbed  16.4%,  16.0%,  and  11.1%,  respectively,  as  value  hunters 
shares.  The  biggest  loser?  Xcel  Energy,  down  41.1%,  on  a  debt  downgrade. 


COMPANY  PERFORMANCE 

%  change 


%  change 


Since 

Week 

3/1/02 

hnson 

11.1 

-13.0 

5.7 

-2.8 

16.0 

-21.0 

16.0 

-44.1 

Since 

Ran 

k      Company 

Week 

3/1/02 

26 

Tenet  Healthcare 

7.7 

-17.5 

27 

Household  International 

6.8 

-17.1 

28 

WellPoint  Health  Networks 

-5.6 

17.6 

29 

Washington  Mutual 

11.6 

15.0 

3.1 
-6.9 
7.0 
0.9 
5.1 


-12.6 
-32.0 
-4.3 
-16.4 
-26.8 


30 
31 
32 
33 
34 


Duke  Energy 

Kohl's 

Bed  Bath  &  Beyond 

Cardinal  Health 

Centex 


15.5 

3.1 

-1.2 

12.4 

0.7 


-27.8 

-2.5 

-7.2 

-12.8 

-18.0 


Bergen 
i  Group 


ores 


7.8 

-1.2 

11.5 

0.5 

2.6 


-1.0 

20.9 

-0.5 

-38.2 

-20.7 


35  American  Electric  Power  25.1  -24.9 

36  Golden  West  Financial  10.3  3.1 

37  Stryker  11.4  -17.7 

38  Harley-Davidson  2.2  -7.6 

39  PepsiCo  8.6  -15.0 


imics 

oleum 
atories 


144.9 
-5.5 

8.3 
10.7 
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-90.6 

-11.0 

-12.5 

-2.6 

-4.3 


40  Merck 

41  Apache 

42  Amerada  Hess 

43  KB  Home 

44  First  Data 


16.4 
5.9 
4.3 
3.2 
1.5 


-19.1 

-2.4 

-1.3 

5.9 

-14.3 


'etroleum 


30.8 
9.2 

14.3 
3.6 
8.8 

13.3 


-32.4 
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-11.9 
-7.7 
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45  Tyco  International  28.0  -56.0 

46  International  Game  Technology    9.7  -13.7 

47  Capital  One  Financial  -4.8  -35.7 

48  Electronic  Data  Systems  11.5  -37.7 

49  Nabors  Industries  1.8  -14.0 

50  Xcel  Energy  -41.1  -70.6 


uction  Index 

Change  from  last  week:  0.9% 
Change  from  last  year.  -1.7% 

OUTPUT     July  20=166.3  1992=100 
idex  is  a  4-week  moving  average 


Nov. 
2001 


Mar. 
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July 
2002 


index  continued  its  strong  rebound. 
)n  ot  the  four-week  moving  average, 
I  to  168.5  from  167.2.  During  the  lat- 
ally  adjusted  output  of  auto  and  truck 
led  the  biggest  increases.  Also  rising 
d  electric  power.  Crude-oil  refining 
antly.  Steel  and  coal  production  suf- 
clines  in  the  latest  week,  as  did  rail- 

of  the  index  components  is  at  www.business- 
ction  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW  50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Broadband  Leaves 
the  Head  Office 

BusinessWeek's  upcoming 

Special  Advertising  Section  will 

examine  the  latest  developments 

in  broadband  and  will  take  a  look 

at  the  players  to  see  what  they 

are  doing,  and  how  they 

are  doing  it. 

Don't  miss  this 
exciting  coverage  — 
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Campbell-Hill  Aviation  38 
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Cisco  Systems  (CSCO)  66 
Citigroup  (C)  30, 32, 75, 
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Commerzbank  (CRZBY)  48 
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Editorials 


REFORMS  FAIL  IF  THEY  PARALYZE  CEOs 


This  magazine  has  strongly  supported  action  to  deal  with 
the  unprecedented  wave  of  corporate  crime  and  corrup- 
tion that  has  devastated  investors  in  recent  months.  The 
signing  of  the  sweeping  corporate-fraud  reform  bill  by  Pres- 
ident Bush  is  welcome  news  indeed.  The  legislation  not  only 
creates  a  new  oversight  board  to  clean  up  the  accounting  pro- 
fession, it  holds  ceos  personally  responsible  for  their  compa- 
nies' financial  numbers.  Given  the  egregious  behavior  of  some 
chief  executives,  there  is  a  huge  public  demand  for  ceo  ac- 
countability. But  in  the  rush  to  get  ceos  to  personally  sign  off 
on  financial  statements,  we  must  be  careful  not  to  enmesh 
them  in  a  web  of  never-ending  lawsuits.  Demanding  decent 
behavior  from  our  corporate  elite  is  one  thing.  Pushing  ceos 
into  a  permanent  defensive  posture  that  curbs  their  willing- 
ness to  take  reasonable  business  risks  is  quite  another. 

It  is  certainly  true  that  restoring  investor  confidence  is  a 
top  priority.  The  Securities  &  Exchange  Commission  is  help- 
ing to  reestablish  that  credibility  by  demanding  that  947 
ceos  and  cfos  of  the  biggest  U.  S.  public  corporations  attest 
under  oath  to  the  accuracy  of  their  most  recent  financial 
statements  at  the  time  of  their  next  sec  filing,  which  for  most 
is  Aug.  14.  In  fact,  it  is  running  a  "credibility  clock"  on  its 
Web  site  ("www.sec.gov/rules/extra/ceocfo.htm.)  with  all  the 
companies  listed  and  boxes  for  ceos  and  their  cfos  to  sign  in. 
As  of  July  31,  it  showed  that  nine  have  taken  the  pledge, 
from  such  companies  as  Corning,  Qualcomm,  PepsiCo,  FedEx, 
and  eds.  General  Electric  CEO  Jeffrey  Immelt  is  also  signing. 
But  ceos  have  a  legitimate  worry.  Making  sure  their  com- 


panies' books  are  squeaky-clean  before  they  sign  on  the  | 
line  will  inevitably  lead  to  restatements  of  corporate 
especially  between  now  and  Aug.  14  and  soon  there 
the  past,  restatements  have  often  led  to  shareholdt 
actions.  Many  have  been  legitimate  but  others  have  no^ 
trial  lawyers  simply  launch  class  actions  whenever 
nies  restate  their  earnings.  And  keep  in  mind  that  rea 
people  can  disagree  within  bounds  over  accounting, 
job  is  policing  those  boundaries.  If  it  does  its  job — anc 
recently — the  courts  don't  have  to  be  involved. 

CEOs  are  also  worried  that  since  they  will  now 
quired  to  sign  off  on  financial  statements,  their  perse 
bility  will  increase  in  class  actions.  The  Sarbanes-OxleyJ 
2002  increases  criminal  sanctions  on  chief  executive 
falsely  certify  their  books  and  extends  the  time  imj 
have  to  file  suits  alleging  corporate  fraud.  A  bigger 
CEOs  believe  they  might  be  accused  of  perjury  unc 
SEC  mandate  that  they  swear  under  oath  to  the  tr 
ness  of  their  companies'  books. 

There's  no  denying  that  CEO  liability  is  murky.  I  | 
nately  it  will  fall  to  the  courts  to  clarify  this  liability  anc 
principles  for  reasonable  class  action  suits  against  corpo| 
as  they  restate  their  earnings  in  the  new  environment 
must  aliow  business  to  operate  normally  without  fear  I 
suits.  The  shock  of  widespread  corporate  criml 
tarnished  the  credibility  of  our  nation's  corporate  elite,  hij 
markets,  and  threatened  the  economy.  The  goal  now  sht| 
to  make  sure  that  the  cure  does  not  do  the  same. 


MERRILL  HAS  TO  FACE  THE  MUSIC 


It's  time  for  Merrill  Lynch  &  Co.'s  CEO  David  H.  Komansky 
and  President  E.  Stanley  O'Neal  to  step  forward  and  pledge 
to  clean  up  the  firm's  conflicts  of  interest,  which  are  so  much  in 
evidence  in  its  dealings  with  Enron  Corp.  It  is  unseemly  for  the 
top  leaders  of  one  of  the  world's  most  prestigious  financial  in- 
stitutions to  stonewall  on  what  congressional  investigations  are 
showing  to  be  clear  problems  that  urgently  need  solutions. 

The  conflict  between  the  research  and  investment  banking 
sides  of  Merrill  were  on  display  in  Washington  with  revela- 
tions that  its  lead  investment  banker  for  Enron  put  pressure 
on  the  analyst  covering  Enron  to  improve  his  ratings  of  the 
company.  In  the  end,  that  analyst  left,  another  took  his  place, 
ratings  of  Enron  went  up,  and  so  did  Enron's  investment 
banking  business  with  Merrill.  It  didn't  hurt  that  Schuyler 
Tilney,  the  Merrill  investment  banker,  went  on  vacations 
with  Enron's  chief  financial  officer.  Andrew  S.  Fastow,  and 
counted  him  as  a  friend.  Worse,  Tilney's  wife  was  a  senior 
member  of  the  Enron  executive  team  at  the  time.  Former 
CEO  Kenneth  Lay  sent  whistle-blower  Sherron  Watkins  to 
Elizabeth  Tilney  when  Watkins  tried  to  get  Lay  to  go  public 


about  conflicts  of  interest  in  off-balance-sheet  partne| 
that  concealed  Enron's  losses  (page  8). 

Watkins  did  not  know  at  the  time  that  Tilney  was 
to  the  man  responsible  for  setting  up  one  of  the  bl 
partnerships — LJM2.  Tilney  and  95  other  Merrill  execl 
invested  $16  million  of  their  own  money  in  LJM2.  Whj| 
cause  Fastow,  Enron's  cfo,  was  going  to  invest  in  it 
it.  He  could  ensure  a  high  return  because  he  would  be,| 
feet,  negotiating  with  himself  in  his  dual  roles.  Enron'j 
board  of  directors  voted  to  exempt  him  from  conflict  [ 
terest  bylaws.  Merrill  saw  this  as  a  virtue  and  said  I 
prospectus:  "A.  Fastov/s  dual  role  creates  advantages  f  I 
fund  and  Enron."  Many  institutional  investors  declirl 
buy  into  LJM2  because  of  Fastow's  conflict  of  interest.  C| 
including  Citigroup  and  J.  P.  Morgan  Chase  &  Co.,  sj 
problem.  Shame  on  them,  too. 

Merrill  has  already  apologized  for  conflicts  of  interest  j 
dot-com  financing  in  response  to  an  investigation  by 
York  Attorney  General  Eliot  Spitzer.  It's  time  to  come  I 
on  all  its  operations.  There's  a  real  problem  here. 
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STREET  NEWS 


TELECOM'S  20/20  ANALYSTS 


BELIEVE    IT    OR    NOT,    SOME 

Wall  Street  analysts  did  get 
it  right.  Case  in  point:  three 
Morgan  Stanley  analysts  who 
sounded  an  early  alarm  about 
Qwest  Communications'  ac- 
counting woes.  Their  June, 
2001,  downgrade,  to  neutral 
from  outperform,  was  one 


reason  Qwest's  share  price 
lost  50%  of  its  value  during 
the  summer  of  2001.  A  furi- 
ous Joe  Nacchio,  who  re- 
signed as  ceo  this  year  after 
the  Securities  &  Exchange 
Commission  began  investi- 
gating the  issues  they  raised, 
said  at  the  time  that  the  an- 


TALK  SHOW  ((The  award  is  in  recognition  of  his  outs 
ing  contribution  to  global  economic  stability  and  the  bi 
fit . . .  realized  from  the  wisdom  and  skill  with  which  he| 
led  the  U.S.  Federal  Reserve  Board." — Britain's  Treasur 
announcing  that  Fed  chief  Alan  Greenspan  is  to  be  knighted 


ajysts  "aren't  the  sharpest 
knives  in  the  drawer." 

They're  looking  pretty 
sharp  now.  Internet  infra- 
structure analyst  Jeffrey 
Camp  went  to  Andor  Capi- 
tal Management  in  London, 
helping  the  hedge  fund  make 
tech  investments.  Telecom 
analyst  Simon  Flannery  and 
accounting  expert  Trevor 
Harris  won  kudos  at  Morgan 
Stanley.  "One  of  the  most 
valuable  calls  an  analyst  can 
make  is  the  non-consensus 
call  that  turns  out  to  be 
right,"  says  Dennis  Shea, 
global  director  of  equity 
research. 

While  both  analysts  expect 
to  see  more  accounting  prob- 
lems to  surface  this  year, 
Flannery  thinks  telecom  is 
bottoming  out.  He  raised  his 
industry  rating  on  July  24, 
saying  he  expects  telecom 
stocks  to  keep  pace  with  the 
broader  market.  Says  Flan- 
nery: "We're  just  happy  to 
help  guide  investors  through 
the  maze  of  telecom."  Let's 
hope  they  keep  their  edges 
sharp.      Steve  Rosenbush 


LO$£R 


PSYCH  PROFILES 

ANOTHER  CROP  OF 
SLEAZY  CEOs? 


here's  a  warning 
Corporate  America:  Adel 
phia's  John  Rigas,  Im- 
Clone's  Samuel  Waksal, 
and  Tyco's  Dennis  Koz- 
lowski  may  be  just  the 
beginning. 

Executive-search  firm 
Russell  Reynolds,  along 
with  personality-testing 
firm    Hogan    Assess- 
ment  Systems,   con- 
ducted psychological 
profiles  of  more 
than  1,400  man- 
agers   at    large 
U.S.  companies. 
Dean  Stamoulis, 
an  executive  director 
at   Russell   Reynolds 
and  an  organizational 
psychologist,  gave 
the  execs  28  true 


FOR 


or-false  questions  on  rule 
compliance  and  interactions 
with  others  to  gauge  their 
level  of  integrity. 

The  troubling  results:  One 
out  of  eight  execs  can  be 
termed  "high-risk."  That 
makes    them    far   more 
likely  to  break  rules  than 
the     remaining    87%. 
"These  are  folks  who 
believe  the  rules  do 
not  apply  to  them," 
says      Stamoulis. 
"They're  extreme  in 
their  lack  of  concern 
for    others.    They 
rarely  possess  feelings 
of  guilt." 

When  he  gave  the 

same  test  to  another 

group,  he  found  more 

than  60%  of  them  to 

be  at  high-risk  for 

rule-breaking.  Who 

were  they?  Inmates  at 

a   maximum-security 

'  on.       Louis  Lavelle 


Here  are  some  of  the 
best  golf  players  among 
public  company  CEOs, 
as  ranked  by  Golf  Digest. 
For  the  full  list,  go  to 
businessweek.com 


RANKING 


HANDICAP 


1 

SCOn  McNEALY 

Sun  Microsystems 

0.3 

2 

CURT  CULVER 

MGIC  Investment 

2.9 

3 
36 

WILLIAM  JURGENSEN 

Nationwide 

CHARLES  SCHWAB 

Charles  Schwab 

3.8 
8.4 

50 

JEFFREY  IMMELT 

General  Electric 

9.6 

72 

MICHAEL  ARMSTRONG  11.2 
AT&T 

79 

PHILIP  PURCELL 

Morgan  Stanley 

11.5 

92 

PATRICIA  RUSSO 

Lucent  Technologies 

12.4 

Data:  Golf  Digest 

THE  BEST  MEDICINE 

A  SITE  FOR 
SORE  INVESTOR! 

IF  COMEDY  IS  TRAGED1 

time,  SellWhenlBuy.c 
proof  that  the  bear 
has  now  lasted  long 
to  be  funny.  Created  b 
time  comic  writer 
Roffman  "to  commi 
with  my  fellow  investi 
ers,"  the  Web  site 
Roffman's  stock  mish 
all  their  gruesome, 
scraping  detail.  A  twi 
loser,  Roffman  bought 
stocks  right  before  th 
crash,  then  stayed  out 
market  for  13  years  o 
get  crushed  agaii  ► 
ing  Nortel 
works  and 
in  2000.  C 
$72,000  he  i 
ed,  he  has 
left. 
Investors) 
post  their  own 
stories,  with  the  pro; 
a  free  "big  loser"  T-s 
the  most  pathetic 
week.  Roffman  also  oi 
column  from  his  mothe: 
advice  such  as:  "I  sa: 
Get  a  job!" 

Investors  who've  lost 
appetite  for  stocks  can 
site's  gift  shop  for  a  squ 
($65),  a  guitar  case  with 
cial  coin  anti-bounce  li 
($11.50),  and  an  organ 
card  ($11.50).  Notes  Ro] 
"These  items  have  been 
fully  selected  and  prov 
effective  money  makers, 
a  few  lucrative  weeks, 
earn  back  your  dignity 
enough  to  get  to  the 
for  a  shower."  Lewis  Bn\ 
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iUL  Mark  of  Safety  instantly  communicates  to  consumers,  retailers  and  regulatory  authorities  your  commitment  to  the  highest 
is  of  safety.  They  know  that  by  choosing  the  market  leader  for  product  testing  and  certification,  you're  leaving  nothing  to 
ice.  More  than  64,000  manufacturers  share  the  same  trust  and  confidence  in  selecting  UL,  recognized  worldwide  for  both 
ndependence  and  integrity.  Since  1894,  UL  has  helped  companies  manage  risk  and  build  ,  ^^ 
omer  loyalty.  Join  with  other  leading  safety-conscious  manufacturers  by  making  UL  an  integral  ' 
of  your  product  planning  and  development. 


m 


Working  for 
a  safer  world 


vw.ul.com 


2002  Underwriters  Laboratories  Inc. 


Up  Front 


DRAWN  &  QUARTERED 


CAR  TALK 


SMART-OR  ROAD 
KILL  FOR  SUVs? 

CAN  EUROPE'S  TEST  SMART    car 

make  it  in  the  land  of  the 
pickup  truck  and  SUV?  Daim- 
lerChrysler  hopes  so.  Smart 
cars  have  been  nothing  short 


CITY  SLICKER:  A  Smart  car 

of  a  sensation  in  European 
cities.  Now  Daimler  is  consid- 
ering selling  them  stateside. 

Hipsters  in  cities  such  as 
Los  Angeles,  Miami,  and  New- 
York  might  pay  $15,000  or 
more  for  a  Smart  car,  analysts 


figure — nearly  twice  the  Eu- 
ropean starting  price.  After 
all,  at  about  8-feet  long,  it's 
easy  to  park.  And  at  70  miles 
per  gallon,  it  could  catch  on 
with  the  eco-crowd.  "It's  not  a 
car  for  the  Midwest,  but  the 
convertible  would  be  nice  in 
California,"  says  Andreas  Ren- 
schler,  head  of  Mercedes- 
Benz's  Smart  division. 

But  the  auto  maker  faces 
several  challenges — 
among  them,  convincing 
Americans  that  a  Smart 
won't  be  flattened  if  it 
has  a  run-in  with  an 
suv.  And  for  a  U.S. 
launch  to  be  profitable, 
Daimler  would  have  to 
sell  8,000  Smart  cars  a 
year.  That  doesn't  seem  far- 
fetched, considering  the  suc- 
cess of  the  comparably 
priced  Mini  Cooper,  BMW's 
rendition  of  the  venerable — 
and  tiny — British  original: 
7,000  of  them  have  been  sold 
since  the  U.S.  launch  in 
March.        Christine  Tierney 


HAPPY  RETURNS 


PAINLESS  PLASTIC  FOR  SHOPAHOLICS 


FORGET  DEBIT  CARDS.  FORGET 

credit  cards.  The  two  are 
merging  into  a  new  type  of 
card  that  can  help  people 
who  have  trouble  maintain- 
ing bank  balances  or  making 
minimum  payments  on  their 
credit  cards.  Nearly  a  dozen 
companies,  including  Reliance 
Insurance  and  Western 
Union,  have  issued  the 
"Clear  Card"  as  a  benefit  to 
about  1,500  employees  since 
January.  Another  dozen  com- 
panies are  expected  to  begin 
offering  it  by  fall. 

How     does     it 
work?  Buy  an  $80 
pair  of  pants,  for 
example,       and 
your    next    four 
paychecks 
will  show  de- 
ductions 
of 
$20. 


"The  card  is  ideal  for  people 
who  have  had  credit  prob- 
lems," says  John  Gregitis, 
senior  vice-president  of  mar- 
keting at  E-Duction,  the 
company  working  with  Mas- 
terCard to  offer  Clear  Card. 
It  looks  like  a  regular  Mas- 
terCard, and  employees  pay 
a  $29  annual  fee.  Their  cred- 
it limit  is  2.5%  of  their 
salaries,  there's  no  interest 
charge,  and  automatic  deduc- 
tions mean  the  card  always 
shows  a  clean  credit  history. 
Companies  say  offering 
such  benefits  gives  them  a 
competitive  edge.  Notes 
Wendy  Carver-Herbert,  a 
spokeswoman  for  Western 
Union,  where  10%  of  U.  S. 
employees  use  Clear  Card: 
"We're  always  looking  for 
ways  to  bring  in 
talent."         Andrew  Heller 


WEB  HITS 

OF  A  SALESMAN 

SINCE      WILLIAM      H.      MACY 

portrayed   him   in   the   txt 
made-for-television      movie 
Door  to  Door,  Bill  Porter  still 
gets  up  at  8  o'clock  every 
morning,     makes 
himself  breakfast, 
and        schedules 
sales  calls  around 
reruns  of  Matlock. 
But   for   the   69- 
year-old  salesman 
who,  despite  cere- 
bral    palsy     has 

been  selling  home  PAYOFF:  Actor  Macy 
products  for  the 
Winona  (Minni)-based  Watkins 
Inc.  for  almost  47  years,  one 
thing  has  changed:  He  is  un- 
expectedly on  his  way  to  be- 
coming a  rich  man. 

In  just  three  days  after 
Door  to  Door  first  aired  on 
July  14,  Porter's  Web  site, 
wrwTw.billporter.com,  wThich  of- 


fers products  ranging) 
organic  dishwashing 
gent  to  barbecue 
lied  $60,000  in  sales, 
ing  to  Shelly  Brady, 
longtime  friend  and 
associate  wTho  was 
trayed  in  the  movie, 
parison,  Porter  was  nl 
"Salesman  of  the  YeaJ 
1989  for  sal{ 
$42,460.   Hit! 
his  Web  site] 
risen        stei 
from  80  per] 
ond   in   the 
days     after 
broadcast 
per  second 
end  of  July.j 
"  result:  more  I 
$125,000  in  gross  sales 
month,  44  times  more, 
he  makes  in  a  usual  mo 

The    first    thing 
plans  to  do  with  his 
found  wealth?  "Pay 
taxes,"  he  says.  "Then 
build  a  new  house, 
getting  old."    Andrew 


THE  BIG  PICTURE 


THE  ONLINE  ELITE 


While  Mac  users  make  up  only  8%  of  online  Americans, 
they're  more  educated,  better  paid,  and  more  Internet 
savvy  than  PC  users.  Below,  the  share  of  Mac  and  PC 
users  that  have: 

■1MAC  «iPC 
A  COLLEGE  DEGREE 

|ATL£A?^1VEYEAR^NLINED(PERIENCE 

j    v.         .  J  LEAST  $100,000 

"    lEIfOHEPASTSIXMONTHS 

B  PAGE  IN  THE  PAST  MONTH 

_I I 

0  20  40 

►  PERCENT 


I 


Data:  Nielsen  NetRatings  Released  July,  20 1 
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At  CDW,  our  account  managers  are  more 
than  just  order  takers.  They're  problem  solvers. 
With  expertise  in  thousands  of  hardware  and 
software  products,  your  dedicated  account 
manager  can  recommend  the  best  options 
based  on  your  technology  set-up.  So  you  get 
information,  advice  and  most  important,  the 
technology  that's  right  for  you.  To  find  out 
what  a  CDW  account  manager  can  do  for  you, 
call  or  visit  our  Web  site. 


-8283 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 

MANAGING  EDITOR:  Mark  Morrison 

ASSISTANT  MANAGING  EDITORS: 

Joyce  Bamathan,  Frank  J.  ~.omes,  Robert  J.  Dowling.  Kathy  Rebello 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

ONLINE  EDITOR:  Bob  Arnold 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

CHIEF  ECONOMIST:  Michael  J.  Mandel 

SENIOR  EDITORS:  James  C.  Cooper  (Bus.  Outlook).  Peter  Elstrom,  Neil 

Gross,  Mary  Kuntz.  Jeffrey  M.  Laderman.  Christopher  Power,  Jane  A. 

Sasseen.  Ciro  Scotti,  John  Templeman,  Lee  Walczak  (Washington). 

Elizabeth  Weiner 

SENIOR  WRITERS:  Catherine  Arr.st.  Robert  Barker.  Aaron  Bernstein, 

Anthony  Bianco,  John  A.  Byrne,  Gene  G.  Marcial,  Otis  Port,  Paul 

Raebum.  Gary  Weiss 

ECONOMICS:  Peter  Coy  (Economics  ed.).  Kathleen  Madigan  (Bus. 

Outlook  ed.).  James  Mehring.  Margaret  Popper.  William  Wolman, 

Seymour  Zucker  (Sr.  contributing  eds.).  Christopher  Fan-ell.  Gene 

Koretz  (Contributing  eds.) 

INTERNATIONAL:  Patricia  Kranz  (European  Edition  ed.);  Michael  S. 

Serrill  (Sr.  ed.);  David  Rocks,  Pete  Engardio,  (Sr.  news  eds.);  Rose 

Brady  (Sr.  writer):  Cristina  Lindblad  (Europe),  John  Koppisch  (Int'l. 

finance) 

ASSOCIATE  EDITORS:  Robin  Ajello.  Dan  Beucke,  Diane  Brady,  Nanette 

Byrnes.  Amy  Dunkin,  Mike  France.  Toddi  Gutner,  Steve  Hamm, 

David  Henry.  Gerry  Khermouch,  Julia  Lichtblau,  Robert  McNatt,  Ira 

Sager,  Eric  Schine,  Marcia  Vickers 

PICTURE  EDITOR:  Larry  Lippmann 

MANAGING  ART  DIRECTOR:  Jay  Petrow 

SENIOR  ART  DIRECTOR:  Steven  Taylor 

INTERNATIONAL  ART  DIRECTOR:  Christine  Sliver 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Computers:  Spencer  E.  Ante. 

E-Business:  Timothy  J.  Mullaney.  Finance  &  Banking:  Emily  Thornton, 

Heather  Timmons.   Industries:  Adam  Aston.   Internet:  Heather  Green. 

Management  Louis  Lavelle.  Markets  &  Investments:  Mara  Der  Hovanesian. 

Media:  Tom  Lowry.  People:  Susan  Berfield.  Personal  Finance:    Lewis 

Braham.   Carol   Marie   Cropper,   Susan   Scherreik,   Anne   Tergesen. 

Scoreboards:  Frederick  F.  Jespersen  Telecommunications:  Steve  Rosenbush. 

Up  Front:  Sheridan  Prasso  (Sr.  news  ed.).  Working  Life:  Michelle  Conlin 

CONTRIBUTING  EDITOR:  Mark  Hyman  (Sports  Business) 

STAFF  EDITORS:  Jennifer  Merritt,  Kimberly  Weisul 

COPY  EDITORS:  Prudence  Crowther.  Harry  Maurer.  Marc  Miller  (Deputy 

chiefs);  Jim  Taibi  (Asst.  chief);  Tim  Belknap.  Aleta  Davies.  Doug  Royalty 

(Sr.);  Joy  Katz.  Barry  Maggs,  Anne  Newman,  David  Pengilly,  Malka 

Percal,  Monica  Roman.  Lourdes  Valenano.  Researchers:  Maria  Chapin.  Gail 

Fowler,  Aida  Rosario 

PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating.  Robert 

J.  Rosenberg  (Deputy  chiefs);  Alethea  Black.  Sarah  B.  Davis,  Robert  S. 

Norman,  David  Purcell.  Victoria  Rubin 

ART:  Don  Besom.  Alice  Cheung.  Gary  Falkenstern  (Assoc,  dirs.);  Nigel 

Cnjickshank.  Jamie  Elsis.  Edith  Gutierrez,  Ron  Flyman  (Asst).  Graphics:  Joan 

Danaher  (Director);  Rob  Doyle  (Deputy  dir.);  Laurel  Daunis  Allen,  Joe 

Calviello.   Roger   Kenny,   Alberto   Mena.   Ray  vella;    Eric   Hoffmann. 

Imaging: James  Leone  (Mgr.).  Alan  Bomzer  (Asst),  Neal  Fontana.  Nita  Le, 

Rich  Michiel,  Leo  Nieter.  Joseph  Rhames 

PHOTO  EDITORS:  Scott  Mlyn,  Ronnie  Weil  (Deputies);  Anne  D'Aprix, 

Kathleen  Moore.  Andrew  Popper.  (Assoc.);  Lucy  Confjcello.  Sarah  Greenberg 

Morse  (Asst.);  M.  Margarita  Eiroa  (Traffic  mgr.);  Burte  Hughes.  Mindy 

Katzman.  Lori  Perbeck  (Researchers) 

EDITORIAL  OPERATIONS:  Susan   Fingerhut  (Director):   Ken  Machlin- 

Lockwcod  (Mgr).  Karen  Butcher.  Francisco  Cardoza.  Thomas  R.  Dowd, 

Stephen  R.  Lebron,  Kim  Maenak.  Jose  L.  Martin,  Peter  K.  Niceberg.  Jane 

M.  Perkinson.  Karen  Turok.  Use  V.  Walton  (Edit  map  mgr.),  Mark  Lang 

EDITORIAL  TECHNOLOGY:  Y   Steve  Ben-Ari,  Yo-Lynn  Hagood,  Steven 

McCarthy.  Ancop  Snvastava.  Craig  Sturgis.  Mauro  Vaisman 

ONLINE: Michael  Mercuno  (Managing,  ed),  Arthur  Eves  (Creative  dir.),  A. 

Peter  Clem.  John  A.  Dierdorff,  John  Johnsrud;  Will  Andrews.  Heather 

Barry,  Jaime  Beauchamp,  Jane  Black,  Joleen  Colpa,  Tory  Cracolice,  Roger 

Franklin,  Bnan  Hindo.  Brian  Kelly,  Olp  Kharif.  B.  Kite.  Matt  Kopit. 

Jessica  Loudon.  Karyn  McCormack.  Jusfin  McLean.  Tzyh  Ng,  Patricia 

O'Connell,  Suzanne  Robitaille,  Alex  Salkever.  David  Shook.  Amey  Stone, 

Joshua  Tanzer.  Amy  Tsao.  Kathy  Vuksanaj.  Eric  Wahlgren,  Heesun  Wee 

CORRESPONDENTS: Atlanta: Dean  Foust  (Mgr).  Charles  Haddad.  Aixa 

Pascual.  Boston: William  C    Symonds  (Mgr),  Faith  Keenan,  Geoffrey 

Smith.  Chicago: Joseph  Weber  (Mgr).  Roger  0.  Crockett  (Deputy  mgr.), 

Michael  Amdt  (Sr.  correspondent).  Robert  Berner.  Julie  Forster.  Pallavi 

Gogoi.  Dallas:  Wendy  Zellner  (Mgr.).  Stephanie  Anderson  Forest.  Andrew 

Park.  Detroit:  Ksthleen  Kerwin  (Mgr.).  Joann  Muller,  David  Welch.  Los 

Angeles: Ronald  Grover  (Mgr);  Larry  Armstrong,  Christopher  Palmeri  (Sr. 

correspondents);  Arlene  Weintraub    Philadelphia:  Amy  Barrett  (Mgr.). 

Seattle:  Jay  Greene  (Mgr.).  Stanley  Holmes  Silicon  Valley:  Robert  D.  Hot 

(Mgr.).  Linda  Himelstem  (Sr.  correspondent).  Peter  Burrows.  Cliff  Edwards, 

Ben  Elgin,  Joan  OC.  Hamilton.  Jim  Kerstetter.  Louise  Lee  Washington: 

Paula  Dwyer  (Deputy  mgr.),  John  Carey  (News  ed);  Rich  Miller  (Sr. 

wnter);  Richard  S.  Dunham,  Howard  Gleckman.  Mike  McNamee  (Sr. 

correspondents);  Amy  Bonus,  Dan  Carney.  Laura  Cohn.  Stan  Crock.  Paul 

Magnusson,  Alexandra  Starr,  Stephen  H.  Wildstrom  (Tech.  &  You).  Lorraine 

Woellert.  Catherine  Yang;  Douglas  Harbrecht  (Online:  Sr.  news  ed.)   Beth 

Belton  (Online:  News  ed).  Beijing:  Dexter  Roberts  (Mgr.).  Bombay:  Manieet 

Knpalani  (Mgr)   Frankfurt: Jack  Ewing  (Mgr.).  David  Fairlamb 

Tierney.  Hong  Kong:  Mark  L.  Clifford  (Mgr.).  Frederik  Balfour    Bruce 

Einhorn.  London:  Stanley  Reed  (Mgr.),  Kerry  Capell    Mexico  Chy  Gen 

Smith  (Mgr).  Moscow: Paul  Starobin  (Mgr).  Paris: John  Rossant 

Stephen  Baker.  Carol  Matlack.  Andy  Reinhardt.  Rome:  Gail  Edmondson 

(Mgr.).  Seoul: Moon  Ihtwan.  Singapore:  Michael  Shan  (Mgr).  Toky 

Bremner  (Mgr.).  Robert  Neff  (Contnb.  ed.),  Chester  Dawson,  Irene  M.  Kunh 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman    Business  Manager: 

Barbara  Boynton  Communications:  Heather  Carpenter,  Christine  Fountame. 

Andrew  Palladino.  Nancy  Sheed.  Information  Services:  Jamie  B.  Russell 

(Director),  Susann  Rutledge  (Research  mgr.),  John  Cady  (Technology  mgr.), 

Fred  Katzenberg.  David  Polek,  Susan  Zegel.  Office  Manager.  Roselyn  Kopit. 

Readers  Report  Yvette  Hernandez   Reprint  Permission:  Nancy  Johnson. 

Special  Asst.  to  Editor-in-Chief:  Christine  Summerson 


Readers  Report 


INVESTORS  GOT 
WHAT  THEY  DESERVED 


The  false  prophecies  advanced  by  re- 
spected analysts  hav«  come  back  to 
haunt  the  individual  investor  ("The  an- 
gry market,"  Cover  Story,  July  29). 
Four  assumptions  have  been  proven  in- 
correct, namely  that  stocks  suddenly 
were  risk-free,  that  their  price  would 
increase  indefinitely,  that  elevated  price- 
earnings  ratios  were  acceptable  because 
of  the  New  Economy,  and  that  divi- 
dends were  unimportant.  When  stocks 
were  properly  valued  at  a  Dow  of  1700 
in  1987,  many  individual  investors  re- 
fused to  buy  but  did  buy  when  it  was 
grossly  overvalued  at  11,000  in  1999. 
The  lessons:  Markets  will  always  correct 
in  the  long  run,  growth  must  be  real, 
and  dividends  still  have  a  role  in  the 
market  as  indicators  of  the  financial 
health  of  the  corporation. 

Nelson  Marans 
Silver  Spring,  Md. 

I  don't  believe  that  we  are  in  a  bear 
market.  I  believe  it  is  a  correction  from 
the  "bull — "  market  that  gave  stocks 
idiotic  valuations  in  the  first  place.  Dur- 
ing the  past  two  decades,  anyone  who 
could  say  "buy"  or  "strong  buy"  could 
have  been  a  market  analyst.  (They  are 
still  saying  this  all  the  way  down,  too.) 

Of  significance  is  the  Private  Securi- 
ties Litigation  Reform  Act  of  1995  un- 
der Newt  Gingrich's  Contract  with 
America.  This  bill  protected  account- 
ants and  law  firms  from  liability  for 
publishing  misleading  financial  results 
and  had  the  effect  of  repealing  the 
Glass-Steagall  Act  (created  after  the 
Crash  of  1929,  so  it  would  never  happen 
again).  Both  Republicans  and  Democ- 
rats pushed  it  over  Bill  Clinton's  veto 
and  dogged  Securities  &  Exchange 
Commission  Chairman  Arthur  Levitt  Jr. 


to  not  do  his  job.  We  investors  gotl 
we  deserved. 

Jim 
Chanc 

A  LESS  OPTIMISTIC 
VIEW  ON  THE  ECONOMY 

In  "The  case  for  optimism" 
Report,  July  29),  Michael  J.  Mand 
long-term  trends  as  the  basis  for ; 
ments  for  a  stronger-than-expec 
nomic  recovery.  I'm  wondering 
are  really  just  starting  to  feel  the  | 
term  impact  of  the  SeptembM^ 
tacks.  With  a  massive  shift  of; 
into  security  and  government  spea 
budget  deficits  have  come  roaring  I 
This  feels  like  spending  to  stay  in  | 
rather  than  spending  to  grow. 

Although  Mandel  reports  that 
rate  profits  and  productivity 
real  profits  are  coming  from  a  skw 
wage  growth  resulting  in  eight 
the  earnings  growth.  This  exper 
en  growth  may  be  signaling  that 
settling  into  a  much  slower  grov 
riod  where  price-earnings  ratios  of  I 
15  times  earnings  may  start  to  looj 
pensive.  If  this  becomes  true,  the? 
pect  a  much  longer  decline  in  the  rl 
market  indexes.  Consider  that  all  cl 
talk  about  good  economic  indicJ 
from  a  normal  economic  point  off 
may  not  properly  weigh  whether  J 
thing  is  "normal"  anymore. 

Darryl  D\ 
Norwell, 

DON'T  TURN  CEOs 

INTO  ACCOUNTANTS 

As  a  ceo  of  a  small  company, 
not  against  reforms  trying  to  stop 
porate  corruption  ("Getting  the 
sage,  finally,"  Editorials,  July  29).  1| 
ever,  if  we  change  the  traits  off 
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P  AMERICAN 
ELECTRIC 
POWER 


AEP  knows  the  equation  for  financial  success.  Our  business  model  is  built  on  rich, 
diverse  assets  across  the  energy  spectrum.  This  provides  a  strong  foundation  for 
sustainable  growth  in  a  variety  of  market  scenarios.  Add  substantial  financial 
resources,  and  we  have  the  flexibility  to  seize  the  right  business  opportunities. 
Put  it  all  together,  and  you  have  an  energy  leader  uniquely  positioned  for 
long-term  financial  performance.  AEP. 

aep.com 


NYSE:  AEP 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil   2002  North  American  Tours 
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THE  NEW  RANGE  ROVER. 


HIGHER  GROUND. 


Can  an-  interior  surface  so  stir  the 


senses  as  to  be  irresistible  to  the  touch? 


Can  its  design  be  influenced  by 


architecture  or  find  inspiration  within  a 


yacht's  quarters?  For  more  of  this  unique 


chapter  in  the  Range  Rover  story,  please  visit 


landrover.com/higherground.  The  completely 


new  Range  Rover  from  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


LAND- 
-ROVER 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Can  CalPERS  afford  to  throw  stones?" 
(Finance.  June  24)  staterjthat  all  Califor- 
nia Public  Employees'  Retirement  System 
board  members  voted  on  investments  in- 
volving money  managers  Ronald  Burkle 
and  Richard  Wollack,  except  for  Kathleen 
Connell,  who  abstained,  and  Sidney  L. 
Abrams,  who  was  absent.  In  fact,  other 
board  members  were  absent  for  one  or 
more  of  the  three  votes.  However,  at  least 
10  of  the  board's  13  members  participat- 
ed in  each  vote.  All  three  votes  passed 
without  opposition. 


CEOs,  we  will  inadvertently  change  the 
performance  of  our  corporations. 

ceos  must  be  aggressive,  innovative, 
and  competitive  and  act  with  resolve 
and  confidence.  If  you  turn  ceos  into 
accountants,  signing  and  certifying  their 
financial  results,  I  bet  most  will  focus  on 
not  making  mistakes  instead  of  leading 
the  company,  ceos  in  large  part  have 
brought  America  tremendous  wealth. 
During  the  business  cycle  of  the  1990s, 
999c  of  the  productivity  gains  translated 
into  $809  billion  that  went  to  workers  in 
the  form  of  more  jobs  and  higher  com- 
pensation, as  you  say  in  "Restating  the 
'90s"  (Cover  Story,  Apr.  1). 

Americans  are  angry  now.  But  it's 
unwise  and  dangerous  to  act  when  you 
are  angry.  To  remove  the  limited  liabil- 
ities from  the  system  could  change  the 
fundamentals  of  capitalism.  Don't  dis- 
courage the  good  ceos,  who  in  part  will 
be  the  ones  that  we  count  on  to  gener- 
ate the  wealth  of  our  society. 

Tricia  Liu 

ceo 

MediaChip  Corp. 

Parsippany,  N.J. 

SETTING  THE  RECORD 

STRAIGHT  ON  AVIALL 

We  at  Aviall  read  "Cash-flow  hocus- 
pocus"  (BusinessWeek  Investor,  July  15) 
with  deep  dismay  and  indignation.  Giv- 
en today's  environment  of  mounting 
public  distrust  of  corporate  reporting, 
we  believe  your  implication  that  Aviall 
Inc.  misrepresented  its  operating  re- 
sults was  incorrect  and  unfair. 

Your  statement,  Aviall  "was  able  to 
take  advantage  of  generally  accepted 
accounting  principles  (gaap)  that  allow 
overdrafts  to  be  lumped  into  accounts 
payable"  implies  that  we  have  a  choice 
in  this  accounting  treatment  and  exer- 
cised that  choice  to  distort  our  cash  flow 
intentionally.  This  is  wholly  incorrect, 


as  under  GAAP,  we  have  no  choice 
classify  overdrafts  as  current  lia 
Furthermore,  the  operating  cash 
reported  in  2001  was  primarily 
to  a  large  investment  we  made  in 
nificant  new  product  line  in  De 
2001,  that  is  enabling  us  to  inc 
earnings  substantially  in  2002.  Fa 
a  "nasty  surprise,"  this  investmen 
similar  investments  in  other  new 
uct  lines  were  disclosed  in  press 
es  and  in  our  form  10-K. 

If  you  believe  reporting  in  ac 
with  GAAP  distorts  the  operating 
formance  of  a  corporation,  perhap 
should  write  an  article  discussing 
issues.  However,  you  should  cea 
attempt  to  tar  innocent  corpor 
with  the  brush  of  accounting  ": 
pocus"  for  following  the  strict  rule 
out  by  authorities  such  as  the 
Accounting  Standards  Board  an<j 
Securities  &  Exchange  Commissic 

Also,  Aviall  is  the  leading  indeJ 
ent  parts  distributor  in  the  avij 
market,  not  a  "manufacturer" 
stated  in  your  article. 

C.Van  Den  HI 

Vice-President  and  TreaJ 

Aviall 
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THE  NEW  RANGE  ROVER. 


HIGHER  GROUND 


How  do  you  reach  the  next  level? 


Not  just  beyond  the  luxury  sport  utility 


vehicle,  but  the  luxury  sedan  as  well 


Could  it  be  more  graceful  to  the  eye. 


more  responsive  to  the  will,  more  in 


tune  with  the  soul9  For  now  that 


Range  Rover  masters  the  pavement 


as  it  does  the  rest  of  the  planet,  it  may 


have  again  surpassed  expectations 


Elevated  as  they  may  be.  The  new 


Range  Rover  for  2003.  From  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


NGE  ROVER 


THE  LAND  ROVER  EXPERIENCE 
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BAMBOOZLED  AT  THE  REVOLUTION 

How  Big  Media  Lost  Billions  in  the  Battle  for  the  Internet 

By  John  Motavalli 
Viking  «334pp»  $26.95 


THE  SINKHOLE 
OF  SYNERGY' 


It's  no  secret  how  horribly  the  media 
industry  bungled  its  foray  into  the 
world  of  the  Internet,  costing  com- 
panies tens  of  billions  and  immeasurable 
amounts  of  shareholder  trust.  The  fail- 
ures are  still  making  headlines:  One  by 
one,  some  of  the  most  visible  poster 
boys  for  so-called  synergies  between 
media  and  the  Internet — Vivendi  Uni- 
versal ceo  Jean-Marie  Messier,  aol  Time 
Warner  Chief  Operating  Officer  Robert 
Pittman,  and  Bertelsmann  ceo  Thomas 
Middelhoff — have  been  deleted  from 
their  jobs  this  summer. 

The  buzz  created  by  these  juicy 
ousters  must  seem  like  a  promotional 
godsend  to  John  Motavalli,  author  of 
Bamboozled  at  the  Revolution:  How  Big 
Media  Lost  Billions  in  the  Battle  for 
the  Internet.  His  book  is  a  timely,  if 
sometimes  disjointed,  chronicle  of  how, 
from  1993  to  early  2002,  one  member  of 
the  media's  Old  Guard  after  another 
blew  it  in  the  Brave  New  World.  "When 
companies  try  to  do  things  they're  not 
geared  up  to  do,  they  mostly  mess  up," 
writes  the  former  New  York  Post 
columnist  who  later  worked  at  Inter- 
net incubator  cmgi.  "It's  like  a  Volks- 
wagen assembly  line  suddenly  being 
asked  to  start  building  Cadillacs.  They 
simply  don't  have  a  clue  and  the  ma- 
chines are  configured  wrong." 

Bamboozled  also  casts  a  critical  look 
at  the  media's  Net  coverage,  making 
reference  to  several  magazine  cover  sto- 
ries, including  some  in  BusinessWeek, 
that  lionized  execs  who  later  took  a  fall. 
Motavalli  completed  his  work  in  the 
spring,  before  the  latest  spate  of  news 
that  includes  the  Securities  &  Exchange 
Commission  and  Justice  Dept.  account- 
ing probe  at  aol  Time  Warner  Inc.  Now, 
renewed  questions  about  all  the  media 
companies'  convergence  strategies  make 
Bamboozled  compelling. 

On  the  basis  of  scores  of  interviews, 
Motavalli  considers  the  maneuvers  of 


several  of  the  Big  Media  players,  from 
News  Corp.'s  unsuccessful  $2  billion  on- 
line partnership  with  phone  company 
mci  Group  to  Walt  Disney  Co.'s  failed 
Go  Network,  which  led  Disney  to  take  a 
$790  million  non-cash  charge  in  2001. 
But  Bamboozled  focuses  mostly  on  Time 
Warner  Inc.,  whose  January,  2001.  sale 
to  America  Online  Inc.  is  widely  \iewed 
as  the  biggest  bust  of  all.  aol  Time 
Warner's  stock  has  plunged  more  than 
70%  since  the  merger  closed,  wiping 
out  $100  billion  in  market 
value.  The  merged  entity 
failed  to  deliver  the  profit 
growth  it  had  promised,  in 
part  because  of  the  ongo- 
ing advertising  drought  but 
also  thanks  to  aol's  flubbed 
broadband  strategy.  Adding 
to  aol's  humiliation,  Time 
Warner  execs  are  once 
again  running  the  show. 

Motavalli  begins  his  tale 
in  1993,  when  Time  Warner 
CEO  Gerald  M.  Levin  was 
proclaiming  that  the  future 
had  arrived  in  the  form  of  a  new  service 
in  which  Time  Warner  would  invest  $5 
billion,  the  Full  Service  Network.  This 
high-tech  system  would  allow  Time 
Warner  cable  subscribers  to  use  TV  in- 
teractively, ordering  movies  or  shop- 
ping. But  the  venture  never  took  off, 
marking  the  first  of  several  Time  Warn- 
er new  media  debacles,  including  the 
failure  to  make  the  company's  Pathfind- 
er Web  site  a  major  portal.  Those  fail- 
ures only  heightened  Levin's  desperation 
for  an  Internet  strategy.  Fearful  that 
aol  might  make  a  deal  elsewhere,  he 
sold  Time  Warner  to  aol  at  the  peak  of 
the  tech  bubble. 

Motavalli  has  assembled  a  remark- 
able collection  of  anecdotes  showing 
clueless  media  executives  fumbling  the 
ball  in  cyberspace  while  clashing  with 
their  Polo-shirt-wearing,  entrepreneurial 


BAMBOOZLED  at 
the  REVOLUTION 


counterparts.  In  one  episode,  v 
takes  place  shortly  after  the  aol 
was  announced  in  January,  2000, 
Warner  cfo  Richard  J.  Bressler 
cfo  at  Viacom  Inc.)  asks  David  Col 
aol's  president  for  business  affai 
explain  pop-up  ads.  Can  Colburn 
more  information  about  them?  An 
at  Bressler's  lack  of  Net  acumen, 
burn  replies:  "Rich,  why  don't  yc 
vest  $21.95  in  an  aol  subscriptioi 
consider  it  due  diligence." 

Elsewhere,  the  author  recoui 
1994  meeting  that  highlights  the 
guys'  arrogance,  aol  had  propos 
joint  venture  with  Time  Inc.,  bu 
AOL  Chairman  Stephen  M.  Case 
just  learned,  Time  Inc.  Newr  Media 
Walter  Isaacson  had  rebuffed  the 
"You  know,  you're  probably  righv 
ter,  you  know  how  to  get  subscr 
better  than  us,  you  know  how  to 
gram  better  than  us,"  Case  says 
castically.  "But  if  whatever  you  do 
you  will  get  the  job  a* 
tor-in-chief  of  Time  n 
zine."  True  enough,  I 
son  had  risked  little 
went  on  to  be  the  th 
editor  at  Time  and 
runs  Cable  Newrs  Netv 
All  such  tales  are  j 
for  media  junkies  and  n 
investors.  But  the  lev- 
detail  may  be  too  muc 
the  average  reader.  An 
ten,  the  author  will  si 
describe  events,  provr 
little  interpretation.  F 
ly,  it  would  have  been  instructive  t 
elude  a  chapter  devoted  to  a  ir 
company  that  resisted  the  tempta 
of  the  Internet.  Sony  Corp.,  for  e: 
pie,  refused  to  take  the  plunge.  T 
days,  its  chief  executive,  Sir  Hov 
Stringer,  is  having  the  last  laugh. 

In  his  conclusion,  Motavalli  ar 
pates  a  new  pragmatism.  He  beli 
that  trends  favor  the  Web  and  i 
tronic  distribution  of  some  types  of 
tent  but  that  media  companies  w 
do  well  to  return  to  their  old  waj 
doing  business.  Perhaps  the  les 
from  the  scary  days  of  1999  and  t 
2000,  along  with  the  memory  of  the 
lions  lost,  will  help  Big  Media  avoic 
ing  bamboozled  the  next  time  arou 

BY  TOM  LC 

Media  Editor  Lowry  covers  aol  '. 

Warner  from  New  York. 


A  TIMELY  CHRONICLE  OF  HOW  THE  MEDIA'S 


OLD  GUARD  BLEW  IT  IN  THE  BRAVE  NEW  WORLD 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech  &you@busi  nessweek.com 


WIRELESS  E-MAIL: 
A  WORK-IN-PROGRESS 


Three  new 
devices 
combine  voice 
phone,  e-mail, 
and  a  PDA. 
They  all  need 
fine-tuning 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 
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Wireless  phone  companies  are  busy 
rolling  out  new,  faster  data  networks 
that  they  hope  will  spur  their  slumping 
industry.  And  hardware  makers,  who  could  use  a 
shot  of  growth  themselves,  are  pumping  out 
products  for  these  networks  that  combine  a  voice 
phone,  a  personal  digital  assistant, 
and  e-mail  into  a  package  that 
can  easily  be  slipped  into  a  A 
pocket  or  purse.  Both  the  de- 
vices and  the  networks  have 
a  ways  to  go,  but  the  promise 
is  tremendous. 

I  took  a  look  at  three  de- 
vices— the  BlackBerry  5810 
from  Research  in  Motion,  the 
Handspring  Treo  270,  and  the 
Pocket  PC  Phone  Edition  from 
T-Mobile     (formerly     Voice- 
Stream  Wireless) — all  of  which 
run  on  GSM  networks.  This  is 
the  dominant  technology  in 
most  of  the  world,  and  it's 
gaining  fast  in  North  America. 
It  offers  two  flavors  of  data 
communications.  The  newer 
technology,  called  GPRS,  prom- 
ises a  top  transmission  speed 
of  64  kilobits  per  second  and, 
theoretically,  an  always-on  con- 
nection to  the  Internet  that  elim 
inates  the  need  to  dial  in  every     ^«*w^Ii 
time  you  want  to  fetch  data. 

The  T-Mobile  handheld  ($549  with  activation) 
is,  along  with  the  virtually  identical  XDA  sold 
by  wireless  carrier  mmO.,  in  Europe,  the  first 
product  to  use  Microsoft's  new  Pocket  PC  phone 
software.  It  does  a  good  job  of  integrating  the 
phone  with  the  device's  other  functions.  Not  only 
can  you  easily  call  any  number  in  your  contact 
list,  but  you  can  initiate  a  call  by  clicking  on  a 
phone  number  in  an  e-mail  message. 

If  you  have  a  gprs  data  account  ($19.95  to 
$59.95  per  month  in  addition  to  a  voice  account), 
you  can  use  the  Pocket  PC  e-mail  program  to 
connect  wirelessly  to  any  standard  Internet  e- 
mail  account.  It  can  handle  Microsoft  Word  and 
other  common  attachment  types.  To  get  my  cor- 
porate e-mail,  I  used  Infowave's  Symmetry  Pro, 
which  delivers  Microsoft  Exchange  mail  from 
your  desktop.  But  it  cc  ts  $19.95  a  month,  on  top 
of  the  other  charges. 

I  found,  however,  that  gprs  fell  well  short  of 
its  promise.  The  Pocket  PC  had  to  establish  a 


Pocket  PC  Phone  Edition 


network  connection  each  time  it  needed 
or  receive  data,  a  process  that  took  at 
long  as  dialing  a  call  and  logging  in.  It's 
measure  network  speed  in  e-mail  transfers, 
was  considerably  slower  than  a  wired  dl 
connection.  And  there  were  times  when  th[ 
work  was  simply  unavailable,  even  in  WaJ 
ton,  D.  C,  where  voice  service  is  normaDy  [ 

The  hardware  could  also  stand  some 
ment.  I  now  believe  that  a  keyboard,  ho 
small,  is  a  requirement  for  e-mail.  I  foi 
even  the  choice  of  a  couple  of  styles  of 
writing  input  and  an  on-screen  keyboard 
substitute  for  real  keys.  In  phone  mod^ 
Pocket  PC  is  not  well-desig 
one-handed  operation.  A 
wheel  that  allows  you  to 
easily  through  lists  woulc 
big  improvement. 

The  BlackBerry  5810! 
from  T-Mobile  plus  $39.! 
month  for  e-mail  with  a 
plan)  looks  and  functions 
ly  like  the  older  BlackBer 
|    and  857,  which  run  on  p| 
i    networks.  All  gsm  device 
,    voice  capability,  but  the 
Berry  has  a  clunkv  int 

T-MOBILE  ' 

A  scroll- 
wheel  for 
negotiating 
I  phone  lists 

I    WOUld  help        requires 
rate   vei 
for  use  in  North  Amerii 
the  rest  of  the  world  w 
fixed    in    a    model    dui 
yearend.)  The  5810  has 
worse   network   coverag 
much  shorter  battery  life, 
cause  mail  comes  in  automal 
while  the  BlackBerry  is  in  your 
et  or  purse,  you  never  notice  the  higher 
speed.  The  BlackBerry  is  a  great  way  t< 
corporate  e-mail  on  a  wireless  device,  bv 
stick  with  the  older  versions. 

The  Treo  270  ($499  with  service)  adds  a 
color  screen  and  lit  keys  to  the  Treo  180  (Tt 
You,  Apr.  29).  Although  it  uses  older  di 
wireless  data  technology,  it  was  more  re. 
than  gprs  and  didn't  seem  that  much  si 
Treo  Mail  service  for  getting  corporate  e 
costs  $99.99  per  year  plus  air  time,  and  i 
quires  an  Internet  access  account.  The  Trt 
fers  the  best  melding  of  PDA,  phone,  and 
functions  and  it  boasts  the  easiest-to-use  d< 
Right  now,  all  of  these  devices  are  better 
the  networks  they  run  on.  But  those  net: 
getting  better,  and  there  are  versions  ir 
wrorks  for  the  new  Verizon  Wireless  and  S 
PCS  data  networks.  Within  six  months  oi 
wireless  e-mail  may  really  be  ready  for  the 
ness  mainstream. 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

I  Retreat  to  anywhere  with  your  favorite  movies  or 
music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 


Find  out  more  at  www.samsungusa.com/dvdllOO 

or  1-800-SAMSUNC. 


Samsung  Electronics  Co.  Ltd.  Simulated  Image. 


Not  just  digital. ..Samsung  DigitAII! 


SAMSUNG  DIGIT,// 

everyone's  invited 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


BUSH'S  ECONOMICS  TEAM  IS  BROKEN, 
AND  IT'S  TIME  TO  FIX  IT 


MUDDLED: 

The  White 
House 
economic 
policy  comes 
up  short. 
Taking  a 
longer  view 
would  help, 
and  new 
advisers 
wouldn't 
hurt 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


When  it  comes  to  advice  and  expertise, 
the  Administration's  economic  chiefs 
are  no  match  for  its  international  se- 
curity leaders.  Basically,  O'Neill-Lindsey  is  no 
Rumsfeld-Cheney.  Paul  O'Neill  is  candid  and  un- 
doubtedly made  a  strong  ceo,  but  he  lacks  the 
financial  and  economic  skills  needed  for  being 
Treasury  Secretary.  Lawrence  Lindsey,  Assis- 
tant to  the  President  for  Economic  Policy,  never 
was  a  strong  economist,  and  I  was  always  con- 
cerned by  the  President's  reliance  on  him. 

I  have  to  admit  that  I  once  wrote  a  column 
stating  that  economic  outcomes  bore  no  relation 
to  the  credentials  of  an  Administration's  main 
economic  advisers.  But  this  proposition  is  now 
being  severely  tested,  and  a  cautious  approach 
would  dictate  a  change  in  the  top  personnel. 
Even  within  the  Administration  there  are  strong 
candidates,  such  as  R.  Glenn  Hubbard,  chair- 
man of  the  President's  Council  of  Economic  Ad- 
visers, and  John  Taylor,  under  secretary  of  the 
Treasury  for  international  affairs. 

Since  the  mostly  laudable  tax  cut,  the  Ad- 
ministration's economic  policies  have  been  pretty 
bad.  Most  glaring  is  the  protectionist  stance  on 
international  trade.  Steel  tariffs,  lavish  farm  sub- 
sidies, and  duties  on  Canadian  timber  indicate 
that  short-term  political  gains  have  been  favored 
over  national  economic  benefits.  Remarkably,  the 
Administration  now  is  following  up  on  this  pro- 
tectionism by  pursuing  free-trade  agreements — 
a  dubious  strategy  after  the  destruction  of  our 
free-trade  credentials. 

The  Administration  also  has  lacked  fiscal  dis- 
cipline on  the  spending  side.  For  example,  Bush 
pushed  for  an  extravagant  bill  on  education.  On 
Medicare,  the  Administration  has  adopted  the 
agenda  of  its  opponents  by  debating  the  form  of 
a  new  program  for  prescription  drugs,  rather 
than  seeking  a  decrease  in  overall  spending.  The 
President  created  a  new  Cabinet  department 
for  homeland  security,  continuing  the  process  of 
enlarging  the  federal  government.  A  better  ap- 
proach would  have  been  to  eliminate  depart- 
ments, such  as  education  and  transportation.  The 
spending  strategy  seems  to  be  to  predict  the 
Democratic  position  and  then  get  out  in  front  by 
taking  this  position  I 

The  White  House  also  has  accepted  the  De- 
mocrats' reaction  to  e  corporate  scandals  by 
signing  the  Sarbanes/Oxley  Act  of  2002.  This 
legislation  seems  largeh  nnocuous,  but  it  would 
have  done  nothing  to  lessen  the  financial  prob- 
lems that  many  high-tecn  firms  have  experi- 
enced. Consider  WorldCom  Inc.  and  its  inappro- 


priate booking  of  $3.8  billion  of  current  exp 
as  capital  outlays.  A  more  accurate  pictu 
earnings  would  have  resulted  in  an  earlier 
the  stock  price  and  an  earlier  bankruptcy 
Mostly  the  same  people  would  have  los 
same  amount  of  money.  The  main  probl 
that  WorldCom  vastly  overinvested  in  a 
com  network  that  now  is  worth  a  fraction 
cost.  This  miscalculation,  and  not  accou 
tricks  or  corporate  greed,  is  the  main  rr 
for  its  financial  collapse.  Anyway,  corporate 
is  a  constant;  it  was  not  discovered  in  2002 

If  one  wants  to  consider  a  government  j 
that  actually  mattered  for  WorldCom,  ther 
can  go  back  to  the  rejection  of  the  merger 
Sprint  in  June,  2000,  by  the  European 
and  the  U.S.  Justice  Dept.  It  is  laughab 
hindsight  that  the  two  governments  were 
cerned  about  the  potential  negative  consequ 
of  the  merger  for  competition  in  Internet 
bone  services  and  long-distance  telephony, 
with  the  dramatic  excess  in  telecom  cap 
the  prices  that  providers  can  command  ar 
low  to  sustain  profitability  Presumably,  to 
government  officials  would  be  happy  if  Spri 
AT&T — which  themselves  are  in  tenuous 
cial  states — were  to  absorb  WorldCom.  Act 
it  might  be  good  economic  policy  if  the  El 
U.  S.  antitrust  divisions  went  out  of  busine 

One  can  take  a  quantitative  approach  to  a 
the  economic  outcomes  that  result  from  an 
ministration's  economic  policies  (together 
many  factors  beyond  the  government's  contr 
have  written  before  about  an  extended 
index"  that  considers  inflation,  unemplo 
interest  rates,  and  gross  domestic  pro 
growth.  For  the  Bush  Administration,  thn1 
the  second  quarter  of  2002,  inflation  has 
well  (1.9%  rate,  compared  with  3.7%  at  the 
of  the  previous  Administration);  unemployi 
has  done  poorly  (an  average  rate  of  5.1%,  • 
pared  with  4.2%);  interest  rates  have  been  ' 
(4.7%  on  20-year  U.  S.  Treasury  bonds,  comp 
with  5%);  and  economic  growth  has  been  \ 
(1%  rate,  compared  with  a  long-term  ave 
of  3.1%).  Putting  all  this  together,  the  Adrn 
tration  thus  far  ranks  8th  out  of  14  admini: 
tions  since  Harry  S.  Truman's  second  term 
Jr.  comes  out  just  behind  his  father. 

Clearly,  the  Administration  needs  to  do  I 
to  improve  its  economic  policies.  A  chang 
the  top  advisers  may  help.  But,  more  to 
point,  the  Administration  must  rely  mon 
sound  economic  principles  and  less  on  short-1 
political  maneuvering. 
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Today  not  a  single  one  of 

our  Investment  Consultants 

was  paid  a  commission. 


There's  never  been  a  better  time  for  Charles  SchwaK 


At  Charles  Schwab,  our 
Investment  Consultants 
don't  work  on  individual 
commissions.  Which  means 
the  advice  you  get  will  be 
in  line  with  your  financial 
goals  —  not  your  broker's. 

It's  a  simple  principle  that 
makes  us  different. 

It's  called  objectivity.  Which 
means  we  won't  peddle  hot 
stock  tips.  It  means  we'll  help 
you  focus  on  what  is  right  for 
you  based  on  your  individual 
needs.  Our  Investment 
Consultants  are  working  for 
you,  not  a  commission.  And, 
of  course,  their  advice  is  based 
on  the  principles  of  Schwab. 

THE  PRINCIPLE  OFTHE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
of  what  we  do.  Every  investor 
is  important  to  us.  We're  not 
focused  on  investment 


CHARLES  SCHWAB 

banking.  We  represent  you, 
the  individual  investor. 

THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

Individual  broker  commissions 
can  undermine  relationships. 
That  may  bias  the  advice 
you're  getting.  Our  Investment 
Consultants'  compensation 
is  based  on  their  service  to  you 


and  assets  at  Schwab,  not 
commissions.  It  always  has  been. 

And  always  will  be. 

THE  PRINCIPLE 
OF  OBJECTIVITY 

At  Schwab,  we're  not  focused 
on  investment  banking. 
For  example,  we  make  IPOs 
available  but  we  don't  receive 
any  compensation  for  their 
distribution.  To  us,  it's  a  potential 
conflict  of  interest.  We  always 
strive  to  avoid  conflicts  of 
interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


To  find  out  more  about 
Charles  Schwab's  full  range 
of  investment  services, 
call  1-800-540-0078,  and 
you  can  also  receive  our 
complimentary  brochure. 
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Click 

schwab.com 

Visit 

395  locations  nationwide 
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Economic  Trends 


BY  GENE  KORETZ 

LESS  GOLD  IN  THE 
GOLDEN  YEARS? 

Boomers  need  to  get  frugal 

Remember  the  personal  savings  rate? 
When  it  tanked  in  the  1990s,  many 
economists  decided  its  decline  didn't 
matter  because  household  financial  as- 
sets were  soaring.  The  rising  stock 
market,  they  claimed,  was  painlessly 
doing  the  retirement  saving  for  free- 
spending  baby  boomers. 

HOUSEHOLD  SAYING 
IS  STILL  ANEMIC 


'60  70  '80  '90  '02* 

▲  PERCENT  OF  DISPOSABLE  INCOME     -FIRST  SIX  MONTHS 
Data:  Commerce  Oept. 

Fast-forward  to  2002.  Collapsing  stock 
prices  have  sapped  household  net  worth. 
For  many  Americans,  the  dream  of  a 
carefree  retirement  has  evaporated.  And 
economists  are  eyeing  the  anemic  sav- 
ings rate  with  renewed  concern. 

Even  without  Wall  Street's  woes,  it's 
becoming  clear  that  a  majority  of  mid- 
dle-aged folks  may  face  greater  financial 
pressures  in  retirement  than  then-  par- 
ents did.  Many  upper-  and  middle-class 
workers  were  mauled  by  the  market 
decline,  but  the  retirement  prospects  of 
far  more  families  have  been  hurt  by 
changes  in  the  Social  Security  and  pri- 
vate pension  systems.  (In  1998,  the  bot- 
tom 90%  of  households  accounted  for 
just  189.:  of  stock  market  wealth.) 

Back  in  1983,  Congress  lowered  fu- 
ture Social  Security  benefits  by  in- 
creasing the  "full  retirement  age"  at 
which  people  would  become  eligible  for 
full  Social  Security  checks,  which  had 
been  65.  However,  the  legislation  man- 
dated that  the  increase  would  take  ef- 
fect only  with  people  born  in  1938  and 
after — that  is,  folks  approaching  retire- 
ment today.  Thus,  if  you  were  born  in 
1938,  your  full  retirement  age  is 
years  and  two  months,  and  the  age  for 
full  benefits  will  keep  rising  over  the 
next  two  decades  until  it  reaches  67  for 
people  born  in  1960  or  later. 


This  process  translates  into  growing 
benefit  cuts  for  people  who  choose  not 
to  defer  retirement.  Next  year,  for  ex- 
ample, people  who  apply  for  Social  Se- 
curity when  they  turns65  will  receive 
1.196  less  than  they  would  have  gotten 
under  the  old  formula.  By  2008,  such 
applicants  will  get  6.2%  less,  and  the 
cuts  will  hit  12%  when  the  full  retire- 
ment age  reaches  67.  Meanwhile,  those 
who  opt  to  collect  reduced  benefits-  ear- 
ly, at  age  62,  will  suffer  a  larger  cut. 

The  fact  that  these  cuts  were  enacted 
to  bolster  Social  Security's  financial 
health  doesn't  lessen  their  impact  on 
older  folks'  budgets.  Today's  seniors  may 
be  the  wealthiest  in  history,  but  two- 
thirds  of  those  over  65  still  rely  on  their 
Social  Security  checks  for  at  least  half  of 
their  income.  Moreover,  while  retire- 
ment ages  have  edged  up  in  recent 
years,  the  average  is  still  under  65. 

Meanwhile,  the  rapid  growth  of  401(k) 
defined-contribution  pension  plans  in 
place  of  traditional  defined-benefit  plans 
seems  to  have  helped  fewrer  families 
than  commonly  believed.  While  401(k) 
assets  exploded  in  the  1980s  and  1990s 
(and  have  since  imploded),  the  increase 
was  concentrated  among  more  affluent 
families.  Economist  Edward  N.  Wolff 
of  New  York  University  estimates  that 
the  real  pension  wealth  of  two-thirds 
of  households  headed  by  someone  47  to 
64  was  no  higher  in  1998  than  in  1983. 

One  reason  may  be  that  lowrer-wage 
workers  tend  to  contribute  less  of  their 
pay  to  401(k)s  than  higher-income  work- 
ers— and  often  liquidate  them  early.  Al- 
though two-thirds  of  401(k)  assets  are 
rolled  over  into  new  plans  when  work- 
ers leave  an  employer,  notes  economist 
Alicia  H.  Munnell  of  Boston  College's 
Center  for  Retirement  Research,  two- 
thirds  of  workers  with  401(k)  accounts 
cash  them  in  when  changing  jobs. 

The  market  collapse  underscores  the 
need  for  policymakers  to  find  more  ways 
to  encourage  thrift,  and  the  savings  rate 
has  finally  begun  to  rise.  But  it  will  have 
to  rise  a  lot  more  if  the  baby  boomers 
are  to  realize  their  retirement  dreams. 


A  NEW  CEO 
IS  NO  SAVIOR 

Quick  turnarounds  are  a  myth 

In  recent  years,  more  investors  and 
corporate  boards  have  bought  the  no- 
tion that  an  effective  cure  for  lagging 
company  performance  is  to  get  rid  of 
the  ceo  and  bring  in  a  highly  regarded 
replacement.  As  a  study  to  be  present- 


ed at  the  Academy  of  Manager 
annual  meeting  this  month  indie 
however,  it  w-as  never  quite  that 

In  the  study,  Margarethe  F.  Wie 
of  the  University  of  California  at 
analyzed  ceo  successions  in  a 
500  major  companies  in  1996  and  1£ 
the  83  that  made  changes  at 
37%  involved  dismissals.  But  such 
action  generally  failed  to  foster  a 
recovery  in  company  fortunes.  Us^ 
number  of  performance  measures, 
sema  found  no  evidence  that  comr. 
did  better  in  the  two  years  followi 
dismissals.   Indeed,  judging 
prices,  they  usually  did  much  wor 

Wiersema  concludes  that  corp<| 
woes  leading  to  a  ceo  dismissal  usl 
take  many  years  to  correct.  Boards! 
seek  a  "savior"  CEO  were  probably 
deferential  to  the  past  ceo.  And  a 
around  may  prove  elusive  unless 
members  start  exercising  oversight] 
the  new  chief. 


WHEN  A  TAX  HI] 
IS  GOOD  NEWS 

Smokers  may  feel  it  helps  them] 

That  some  taxpayers  might  w 
new  taxes  seems  an  econo 
dubious  notion.  Yet  that  is  prec 
what  Jonathan  Gruber  and  Sendhil 
lainathan  of  Massachusetts  Institu 
Technology  found  in  a  study  of  sm< 
reaction  to  cigarette  taxes. 

Most  smokers  say  they  want 
but  find  it  hard  to  do  so.  Since  st 
show  that  rising  tobacco  prices  d 
duce  some  folks  to  stop,  the  two  e<i 
mists  figured  their  ultimate  reacticj 
tax  hikes  might  actually  be  positiv 

To  find  out,  they  analyzed  U.S. 
Canadian  survey  data  of  people's  ra 
of  their  own  happiness  to  see  if 
wrere  affected  by  growing  state 
provincial  cigarette  ^^^^^— ■^™ 
taxes.  In  fact,  they  SMOKERS 

did  find  that  well-  DELIGHT? 


tc 


PACK  OF 
CIGARETTES 


being    in    groups     l.oo 

prone    to    smoke  average  state 

rose  significantly  in    fl  ?j  _  and  FEDERAL 
the  wake  of  tobac-  taxes  per 

co  tax  hikes — but 
not  beer  or  alcohol  0.5o 
tax  rises.  "The  tax 
hikes,"  says  Gru- 
ber, "apparently  0i5 
made  many  smok- 
ers happier  by 
helping  them  to 
stop  or  reduce 
their  smoking." 


A  DOLLARS 

Data  Jonathan  Gruber  I 
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tMES  C.  COOPER  &  KATHLEEN  MADIGAN 


3RP0RATE  AMERICA: 
DEER  IN  THE  HEADLIGHTS 

w  long  will  it  be  transfixed  by  scandals  and  the  stock  slide? 


S.  ECONOMY 


OUSTRIAL  ACTIVITY 
ITS  AN  AIR  POCKET 


NEW 
ORDERS 


The  market  plunge  this  sum- 
mer is  weighing  on  Corporate 
rica.  Companies  seem  to  be  frozen,  waiting  to  see 
much  damage,  if  any,  has  been  done  to  the  recov- 
This  tendency  to  pause  during  a  shock  is  classic 
less  behavior,  but  it  also  cuts  into  economic  growth, 
ng  a  new  question  for  the  outlook:  When  will  busi- 
shake  off  its  uncertainty  and  move  forward  with 
dence  into  the  future? 

big  danger  is  that  the  stock  market  and  the  econ- 
will  feed  off  each  other  in  a  way  that  could  hurt 
'ecovery.  Bear  in  mind  that  for  several  months,  in- 
-ors  ignored  the  good  economic  news,  focusing 
|»ad  on  corporate  crime.  The  irony  now  is  that  in- 
3rs  are  paying  more  attention  to  the  economy — but 
as  new  reports  suggest  that  prospects  for  the  sec- 
half  are  taking  a  turn  for  the  worse. 

The  wave  of  corruption 
scandals  means  that  business- 
es have  expended  a  lot  of  time 
and  resources  addressing  new 
accounting  and  governance  is- 
sues. Planning  has  suffered, 
borrowing  is  down  as  lenders 
demand  higher-risk  premiums 
and  companies  table  new  proj- 
ects, and  equity  financing  has 
been  crimped  by  weaker  stock 
prices.  This  corporate  vacilla- 
is  beginning  to  affect  the  economic  data  (charts). 
?ring  has  slowed,  companies  are  trimming  the  hours 
Ked  by  their  employees,  and  a  few  are  actually 
Iding  some  of  their  temporary  workers, 
conomists  are  showing  new  caution,  too.  For  ex- 
le,  forecasters  at  J.  P.  Morgan  Chase  &  Co.,  who 
e  expecting  4%  growth  in  the  second  half,  have 
their  projection  to  2.75%.  Economists  whose  num- 
were  already  in  the  range  of  2.5%  to  3%  are  say- 
"We  told  you  so."  And  the  double-dippers,  who  see 
cond  round  of  stagnation  or  outright  recession,  are 
ing  bolder,  although  their  ranks  are  still  thin. 

IE  SURE,  the  events  of  this  bear-market  summer 
be  felt  in  the  economy  during  the  second  half,  but 
low  much?  Businesses  may  choose  not  to  replace 
L-out  equipment  or  expand.  Many  will  be  hesitant 
(ay  in  new  inventories;  some  will  wait  before  ex- 
ling  their  payrolls.  And  on  the  consumer  side,  some 
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households  will  choose  to  save  more  and  spend  less. 

These  patterns  are  already  evident.  In  June,  new  or- 
ders took  a  nosedive,  including  bookings  for  capital 
goods.  The  nation's  purchasing  managers  said  the  order 
slowdown  continued  in  July.  The  Institute  for  Supply 
Management's  index  of  industrial  activity  dropped  from 
56.2%  in  June  to  50.5%  in  July,  the  steepest  decline 
since  just  after  September  11. 

Then  came  the  July  em- 
ployment report.  Payrolls 
posted  essentially  no  growth 
last  month,  and  the  jobless 
rate  held  at  5.9%.  Those  num- 
bers weren't  out  of  line  with 
the  recent  pattern  of  labor- 
market  stabilization.  What  was 
new,  however,  was  an  18- 
minute  plunge  in  the  overall 
workweek,  to  34  hours — the 
sharpest  fall  since  early  1996, 
when  a  blizzard  hit  the  East  Coast. 

A  steep  24-minute  decline  in  the  factory  workweek, 
after  a  steady  rise  since  November,  along  with  a  cut- 
back in  plant  overtime,  was  especially  disconcerting 
for  the  outlook.  Remember,  the  factory-sector  cutbacks 
in  late  2000  were  the  best  indicator  of  the  economy's 
coming  weakness,  and  the  sector's  upturn  in  late  2001 
was  an  important  signal  of  the  recovery. 

Few  businesses  actually  made  significant  cuts  in 
their  payrolls  in  July,  but  temp  agencies  did  see  a  big 
drop — of  35,000  jobs — after  four  consecutive  months 
of  increases.  Falling  temp  jobs  in  2000  foreshadowed 
the  broader  2001  payroll  losses,  and  their  upturn  this 
year  had  been  a  good  omen  for  overall  payrolls  later  on. 

BUT  AT  THE   SAME   TIME,  demand  by  both  con 
sumers  and  businesses  remains  strongly  supported  by 
low  interest  rates,  generous  tax  breaks,  solid  income 
growth,  a  more  competitive  dollar,  rising  productivity, 
and  a  rebound  in  profits. 

Consumers,  in  particular,  show  few  signs  of  flagging. 
Retailers  noted  a  certain  amount  of  sluggishness  in 
July,  but  nothing  ominous.  And  car  dealers  received  a 
rousing  response  to  their  0%  financing  deals.  Cars  and 
light  trucks  sold  at  an  annual  rate  of  18.1  million  vehi- 
cles in  July,  the  second-strongest  month  on  record,  up 
from  16.5  million  in  June  and  15.7  million  in  May.  Auto 
makers  are  already  boosting  their  third-quarter  pro- 
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duction   plans    in    order   to    replenish    inventories. 

Consumers  are  still  buying  houses  and  refinancing  ex- 
isting mortgages,  according  to  the  trends  in  loan  ap- 
plications. Because  of  falling  mortgage  rates,  refi  ac- 
tivity in  late  July  was  approaching  the  record  levels 
seen  last  year.  Cash-outs  and  lower  payments  will  put 
additional  money  in  shoppers'  wallets. 

In  addition,  household  real  income,  after  taxes  and  in- 
flation, has  grown  5%  during  the  past  year.  Tax  breaks 
and  falling  inflation  have  offset  labor-market  weakness. 
In  fact,  real  income  is  growing  well  faster  than  the 
3.1%  pace  of  real  consumer  spending  (chart).  That 
means  consumers  have  been  able  to  lift  their  savings 
rate  from  1.9%  of  income  a  year  ago  to  4%  in  the  sec- 
ond quarter.  Consumers  have  been  able  to  add  to  their 
cushion  and  still  spend  at  a  healthy  clip. 

THE  CURRENT  JUMBLE  of  opposing  trends — solid 
demand  but  no  strong  pickup  in  jobs — stems  partly 
from  the  nature  of  this  business  cycle.  In  other  words, 
mild  recoveries  tend  to  follow  mild  recessions.  Add  in 
the  corporate  scandals  and  their  impact  on  the  market, 
and  it's  easy  to  see  why  businesses  and  investors  per- 
ceive this  recovery  as  weak  relative  to  past  upturns 
and  especially  when  compared  to  the  boom  conditions 
prior  to  the  recession.  The  fact  is,  economic  growth 
over  the  past  three  quarters  has  averaged  almost  3%. 
Few  would  complain  about  this  growth  rate  during  an 
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expansion,  but  in  this  recovery,  it  is  considered  fe 
Erroneous  or  not,  this  perception  of  subpar  grow 
prompting  the  credit  markets  to  believe  the  Fee 
Reserve's  next  move  will  be  to  cut  interest  rates 
officials  themselves  downplay  that  prospect,  but  the 
admit  that  the  balance  of  risks  in  the  outlook  is 
slightly  more  tilted  toward  weakness  than  streng 

Policymakers  will  decide 
whether  to  adopt  that  stance 
formally  when  they  meet  on 
Aug.  13,  although  almost  no 
one  expects  a  rate  cut  at  the 
meeting.  Fed  watchers,  how- 
ever, are  pushing  their  expec- 
tations of  the  next  hike  fur- 
ther into  the  future,  and  that 
outlook  is  encouraging  market 
rates  to  move  lower.  So  over- 
all financial  conditions  are  ac- 
tually easing  without  the  Fed's  lifting  a  finger. 
In  a  nutshell,  the  risks  in  the  outlook  have  in< 
and  that's  why  so  many  companies  are  holding  ti 
breath.  But  solid  economic  fundamentals  are  still 
porting  growth,  and  excesses  in  capacity  and  inv< 
ries  have  already  been  pared  away.  That  means  I] 
nesses  should  soon  be  able  to  breathe  a  sign  of  relii 
the  signs  in  coming  months  confirm  that  a  moderal 
covery  remains  in  place. 


AFTERTAX 
INCOME 


consumer 
2  "  spending 

1  inflation-adjusted! 

0'     '     ' 

•00  '01  '02 

▲  PERCENT  CHANGE  FROM  A  YEAR  A 

Data:  Commerce  Dept  DRI- 


A  BRIGHT  LATIN  BEACON  IS  SNUFFED  OUT 


Uruguay  has  been  called  the 
Switzerland  of  Latin  America: 
a  stronghold  of  financial  stability 
in  an  often  chaotic  region.  Today, 
however,  it  is  a  case  study  in  con- 
tagion— the  victim  of  its  reckless 
neighbor  across  the 
Rio  de  la  Plata, 
Argentina. 

The  warm  waters  of 
Uruguay's  beaches  and 
its  generous  tax  and 
banking  secrecy  laws 
have  long  been  a  mag- 
net for  rich  Argentines 
in  times  of  crisis.  For- 
eign investors  were  at- 
tracted to  the  coun- 
try's investment-grade  status — the 
only  Latin  country  besides  Mexico 
to  enjoy  that  rank.  So  Uruguayan 
assets  became  an  anchor  for  many 
Latin  American  portfolios. 

But  the  impressive  track  record 
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came  to  an  end  in  January,  when 
Argentina  devalued  and  defaulted. 
That  country's  strict  capital  con- 
trols forced  Argentines  to  dip  into 
their  Uruguayan  savings,  reduc- 
ing those  deposits  by  80%  since 
then.  In  June,  Uru- 
guay floated  its  peso, 
which  promptly  fell 
by  45%.  Panicky  in- 
vestors pushed  the 
country's  banks  to  the 
brink  of  collapse,  and 
bouts  of  looting  oc- 
curred. After  the 
bank  run,  the  central 
bank  on  June  29  or- 
dered a  four-day  bank 
holiday,  its  first  in  70  years.  And 
the  congress  swiftly  passed  legis- 
lation exchanging  $2.2  billion  in 
fixed-term  dollar  deposits  for  gov- 
ernment bonds. 

Responding  to  the  government's 


AUG.  2 


proactive  stance,  the  U.S.  made  J 
Uruguay  a  direct  loan  of  $1.5  bil 
lion  as  a  bridge  until  the  Inter 
tional  Monetary  Fund  approves 
own  aid  package.  Although  IMF  ;| 
should  stem  the  deposit  outflow,  [ 
nobody  can  guarantee  for  how 
long,  and  the  country's  benchms 
bonds  still  trade  at  default  level 
Although  international  banks 
have  small  exposure  in 
Uruguay — $7.7  billion  in  March, 
2002,  vs.  $50  billion  in  Argenti- 
na— the  country's  rapid  demise 
portends  a  grim  future  for  the  rl 
gion.  The  two  bright  spots  left  i| 
Latin  America,  Chile  and  Mexic 
are  still  little  affected  by  the  cril 
sis  in  the  Southern  Cone.  But  tl ; 
near-collapse  of  one  stalwart 
omy  shows  that  no  nation  is  safi| 
from  the  turmoil. 

By  Joshua  Goodrm\ 
in  Buenos  Ah 
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/  PeopleSoft  Financial  Management  Solutions  deliver  real-time  visibility  and  control 
very  level  of  your  enterprise. 

pleSoft  Financial  Management  Solutions  make  every  employee  financially  accountable.  Every 
)loyee  has  visibility  into  their  own  financial  world  within  the  global  enterprise.  With  embedded  cost 
trols,  online  procurement,  and  real-time  alerts,  every  employee  is  empowered  to  make  the  right 
sions.  And  your  CFO  can  achieve  the  results  he  is  counting  on. 

-n  more  by  visiting  us  at  www.peoplesoft.com/financials  or  call  1-888-773-8277. 
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MERGERS  &  ACQUISITIONS 


GOING  FISHING 


With  companies 
so  cheap,  buyers 
are  again  seeking 
strategic  assets 

In  recent  weeks,  there  has  been  a 
flurry  of  high-profile  acquisitions. 
Warren  E.  Buffett  snapped  up  dis- 
tressed assets  in  the  energy  sec- 
tor. Texas  Pacific  Group,  a  take- 
over giant,  announced  it  was  leading 
the  acquisition  of  Burger  King.  Then,  a 
deal  that  caught  everyone's  attention: 
IBM's  July  30  announcement  that  it 
would  buy  PwC  Consulting  for  $3.5  bil- 
lion. Gregory  D.  Brenneman,  the  man 
PricewaterhouseCoopers  brought  in  to 
sell  its  consulting  arm,  says  the  time 
was  right — for  both  IBM  and  PwC.  In 
the  1990s,  "clearly  you  had  some  major- 
league  dope  smoking,  [with]  multiples 
you  just  couldn't  explain,"  he  says. 
Now,  "market  values  are  coming  down 
to  reality." 


As  a  result,  the  bottom-fishers  are 
starting  to  troll.  Cash-rich  companies 
such  as  IBM  are  looking  to  plug  holes  in 
their  businesses.  Private  equity  firms, 
many  of  which  have  sat  on  the  side- 
lines for  the  past  18  months,  seem  to  be 
gearing  up  for  action,  too.  Morgan  Stan- 
ley estimates  that  such  outfits  have  $125 
billion  at  their  disposal  and  some  are 
beginning  to  spend  it.  Beaten-down 
stock  prices  also  have  some  companies, 
such  as  Charter  Communications,  pon- 
dering whether  they  would  be  better 
off  taking  themselves  private — and  off 
the  market.  "The  field  is  wide  open," 
says  Stephen  A.  Schwarzman,  president 
and  ceo  of  the  Blackstone  Group,  an 
investment  bank  with  $14.5  billion  for 
private-equity  investments. 

To  be  sure,  no  one  is  predicting  a  full- 
fledged  rebound  in  mergers  and  acquisi- 
tions— certainly  nothing  close  to  the  fren- 
zied levels  of  2000.  In  all,  some  3,849 
U.S.  companies  have  announced  M&A 
deals  this  year,  worth  $296  billion,  ac- 
cording to  Thomson  Financial/First  Call. 
By  comparison,  there  were  some  5,048 
deals  announced,  worth  $497  billion,  in 
the  same  period  last  year,  and  far  more 
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in  2000.  "There's  a  steady,  though  i 
diminished,  flow  of  deals,"  says 
Levy,  co-chairman  of  M&A  at  Gol( 
Sachs  &  Co.  in  New  York.  "It  is 
means  an  avalanche,  and  there 
prospect  of  that  happening  soon." 

Indeed,  it  is  not  yet  clear  wh 
the  current  round  of  dealmakinj 
legs.  With  the  economy  flailing, 
corporate  executives  and  lever 
out  chieftains  are  taking  a  wait-an 
attitude.  Even  those  who  have 
the  plunge  say  they  aren't  sure  i 
economy  and  the  market  for  corpl 
assets  have  hit  bottom.  In  the  prev 
environment,  says  Jim  Coulter,  a 
ner  at  Texas  Pacific,  would-be  bi 
require  "intestinal  fortitude." 

Still,  the  conditions  have  impj 
enough  that  many  are  willing  to  t 
look  for  the  first  time  in  a  while 
starters,  sellers  have  finally  gottei 
about  what  their  companies  will 
In  the  past  18  months,  Francisco 
ners,  the  nation's  largest  tech-fo< 
buyout  firm,  didn't  even  bother 
shopping.  Not  anymore.  Thanks  to 
reasonable  prices,  Francisco  has 
three  deals  in  the  past  month,  inch 


?n  in  the  battered  telecom  sector, 
ich  companies  think  things  may 
fallen  far  enough  to  begin  snap- 
p  distressed  assets.  Level  3  Com- 
lations  Inc.,  shored  up  with  a  $500 
1  investment  from  Buffett  and  oth- 
ias  been  bottom-fishing.  Earlier  this 
i^EO  James  Q.  Crowe  paid  $200  mil- 
>r  two  software  companies  that  will 
t  new  customers  interested  in  dig- 
hlivery  of  software.  Now,  Level  3  is 
g  into  buying  network  units  of  such 
tupt  competitors  as  WorldCom  and 
obe  Inc.  on  the  cheap.  It's  also  eye- 
e  pipelines  of  such  distressed  tele- 
as  Qwest  Communications  Inter- 
ial  Inc.  and  Genuity  Inc.,  according 
Grover,  a  telecom  analyst  at  Kauf- 
Srothers  LP. 

r  private  equity  firms,  the  calcula- 
somewhat  different  from  the 
id  used  at  their  corporate  coun- 
rts.  While  the  likes  of  Kohlberg 
s  Roberts  &  Co.  and  Bain  Capital 
amassed  massive  war  chests,  they 
me  for  the  most  part  to  tread  care- 
These  firms  are  not  looking  for 
gic  assets  to  fill  holes  as  much  as 


cheap  companies  they  can  restructure 
and  sell  at  a  profit.  That  means  the 
price  must  be  sufficiently  low. 

Some  buyout  firms — even  those  at- 
tached to  publicly  traded  banks — have 
begun  to  pounce  on  distressed  assets. 
One  Equity  Partners,  which  manages 
$3.5  billion  in  capital  for  Bank  One 
Corp.,  has  been  on  a  tear  lately,  for  ex- 
ample. It  paid  just  $255  million  on  July 
31  to  help  buy  Polaroid  Corp.  out  of 
bankruptcy,  a  price  so  low  that  Derek 
Jarrett,  a  former  vice-president  for  in- 
ternational operations  at  Polaroid,  says 
he  was  "horrified"  at  the  sale.  One  Eq- 
uity Partners,  trolling  for  more  such 
bargains,  declined  to  comment. 

Still,  many  of  these  firms  believe  the 
bottom  is  a  ways  off.  Even  if  the  econ- 
omy improves,  many  analysts  figure  the 
big  private  equity  firms  won't  plunge 
in  until  next  year.  "It's  a  difficult  market 
because  of  a  fundamental  lack  of  confi- 
dence," says  John  R.  Willis,  managing 
partner  at  Willis  Stein  &  Partners,  a  $3 
billion  leveraged  buyout  firm  in  Chicago. 

Indeed,  the  question  now  is  whether 
the  flurry  of  deals  will  keep  gathering 
speed.  Even  if  asset  prices  continue  to 
soften,  other  factors  could  make  it  tough 
to  complete  some  deals.  In  the  troubled 
telecom  and  energy  sectors,  worries 
over  accounting,  regulatory  challenges, 
and  the  possibility  that  legal  liabilities 
would  be  transferred  to  new  owners 
are  casting  a  pall  over  the  sale  of  assets. 
Just  ask  Qwest.  The  company  is  des- 
perate to  sell  its  $1.6  billion-a-year  Yel- 
low Pages  unit  to  help  it  pare  back 
$26.5  billion  in  debt.  But  ever  since 
Qwest  revealed  that  the  sale  would  re- 
quire regulatory  approval  in  four 
states,  buyers  have  melted  away. 

At  the  same  time,  the  fail 
ure    of    acquisi- 


tion-fueled growth  strategies  of  such 
'90s  players  as  Tyco  and  WorldCom 
have  made  many  execs  queasy.  "Today, 
you  get  whacked  on  Wall  Street  if  you 
announce  a  large  acquisition,"  says  Mark 
A.  Ernst,  CEO  of  H&R  Block  Inc.,  which 
is  adopting  the  "lower-risk  proposition" 
of  buying  back  its  own  shares.  Indeed, 
Gregg  Polle,  managing  director  and  co- 
head  of  the  M&A  Group  at  Salomon 
Smith  Barney,  argues  that  "company- 
defining"  deals  will  be  avoided  until  their 
stock  prices  rise  and  until  target  com- 
panies get  through  the  next  audit  cycle, 
perhaps  by  next  spring. 

Still,  for  those  with  cash,  the  moment 
to  go  shopping  may  be  approaching. 
"This  is  a  terrific  time  to  have  liquidity," 
says  Rodney  L.  Goldstein,  managing 
partner  of  the  $600  million  Frontenac 
Co.  equity  firm  in  Chicago.  "In  the  third 
and  fourth  quarters,  we're  going  to  see 
a  material  upturn  in  acquisition  activity." 
Nestle  certainly  thinks  the  time  is  ripe. 
On  Aug.  6,  it  announced  it  would  buy 
Chef  America  Inc.,  maker  of  Hot  Pock- 
ets frozen  sandwiches,  for  $2.7  billion. 
Like  IBM,  Nestle  clearly  felt  this  was 
an  opportunity  it  couldn't  pass  up. 

By  Joseph  Weber  in  Chicago,  with 
Emily  Thornton  in  New  York,  Linda 
Himelstein  and  Jim  Kerstetter  in 
San  Mateo,    Calif.,    Wendy 
Zellner  in  Dallas,  Roger 
O.  Crockett  in  Chica- 
go,   and    bureau 
reports 


WHY  A  FEW  ANGLERS 
ARE  STARTING  TO  TROLL 


BARGAINS  GALORE 


Heavily  indebted  or  otherwise  weak  companies 
are  accepting  reality:  With  prices  unlikely  to  get 
stronger  anytime  soon,  many  sellers  will  take 
what  they  can  get  for  their  assets 


EAGERNESS  TO  PLUG  THE  HOLES 


Although  the  days  of  supercharged  growth 
through  acquisition  are  over,  strong  companies 
-  are  eyeing  distressed  rivals  to  fill  gaps  in  their 
-'   .     _'  core  businesses 
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A  BOTTOM  COMING  INTO  VIEW? 


P 


L   ._*^J  Betting  that  the  economy  and  markets  will 
~J  recover  next  year,  some  execs  figure  it's  time 
to  buy  companies  while  they're  still  cheap 


PLENTY  OF  MONEY  IN  THE  WINGS 


Private  equity  firms,  which  have  raised  a  com- 
bined war  chest  of  more  than  $125  billion  in 
the  past  year  or  so,  are  eager  to  deploy  their  cash 
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ENERGY 


THE  SAGE  SEIZES 

ON  ENERGY'S  DISTRESS 

Warren  Buffett  is  scooping  up  prime  assets  at  a  discount 


When  Warren  E.  Buffett  acquired 
MidAmerican  Energy  Holdings 
Co.  in  late  1999,  Wall  Street 
snickered.  At  the  time,  investors  were 
enthralled  with  New  Economy  stars  like 
Enron  Corp.,  which  had  glamorized  the 
energy  business  by  reinventing  itself  as 
an  "asset-light"  deregulated  trading 
company.  MidAmerican  was  the  Old 
Economy  epitomized,  a  boring  electric 
and  gas  utility — based  in  Iowa,  no  less. 
Buffett,  the  famously  technophobic 
chairman  and  CEO  of  Berkshire  Hath- 
away Inc.,  just  didn't  get  it,  various  bull 
market  savants  scoffed.  He  was  history. 
What  a  difference  a  bear  market 
makes.  Today,  Enron  is  bankrupt,  and 
Buffett's  $1.24  billion  purchase  of  a  76% 
stake  in  privately  held  MidAmerican — a 
deal  that  marked  Berkshire's  entry  into 
energy — looks  prescient.  And  now,  the 
solidly  profitable  MidAmerican  is  capi- 
talizing on  the  sector's  distress  by  scoop- 
ing up  prime  assets  at  a  discount  from 
beleaguered  energy  merchants  and 
traders.  On  July  29, 
Dynegy  Inc.  agreed  to 
sell  its  Northern  Natural 
Gas  pipeline  to  Mid- 
American for  $1.9  billion. 
The  deal,  which  should 
close  by  the  end  of  Au- 
gust, followed  on  the 
heels  of  MidAmerican's 
$956  million  purchase  of 
a  pipeline  from  Williams 
Cos.  in  Tulsa.  And  on 
Aug.  1,  Berkshire  itself 
got  into  the  act,  loaning 
Williams  $450  million  as 
part  of  an  emergency 
restructuring. 

Buffett's  energy-in- 
dustry dealmaking  is 
likely  to  continue  and 
could  even  increase  in 
coming  months.  He  is 
drawn  to  businesses 
that  reliably  throw  off  a 
lot  of  cash,  and  both 
utilities  and  gas  trans- 
port fit  the  bill.  With 
more  than  $30  billion 
in  Berkshire's  coffers, 
America's  premier  val- 
ue investor  can  well  af- 


ford to  continue  his  bargain  shopping  in 
the  energy  patch  as  the  selling  contin- 
ues. "The  bow  is  tightening,  and  pres- 
sure from  credit  agencies  and  investors 
will  lead  to  more  quality  asset  sales," 
says  President  Jeff  Gildersleeve  of  Ar- 
gus Research  in  New  York. 

Buffett  said  last  year  that  he  was 
prepared  to  sink  an  additional  $10  billion 
to  $15  billion  into  the  electric  utility  in- 
dustry if  Congress  repealed  the  Public 
Utility  Company  Holding  Act  (puhca), 
which  effectively  prevents  a  company 
from  owning  more  than  one  regulated 
utility.  Capitol  Hill  insiders  say  that  the 
final  version  of  the  energy  bill  now  mak- 
ing its  way  through  Congress  likely  will 
do  just  that.  On  Aug.  6,  Buffett  told 
BusinessWeek  that  he  is  still  willing  to 
invest  as  much  as  $15  billion  "for  the 
right  opportunity." 

Buffett  says  that  Berkshire  might 
buy  minority  stakes  in  utility  compa- 
nies, but  that  any  acquisitions  would  be 
made  through  MidAmerican,  which  post- 


BUFFETT'S  PLAY-BY-PLAY 


OCTOBER,  1999  Led  a  $9.1  billion  buyout  of  Mid- 
American Energy,  an  electricity  retailer  and  power 
generator  that  now  forms  the  backbone  of  his 
energy  empire.  Buffett's  equity  stake  was  worth 
$1.24  billion. 

MARCH,  2002  Bought  Kern  River  Gas  Transmission 
— which  added  926  miles  of  gas  pipelines  in  the 
Western  U.S.  to  MidAmerican — for  $956  million. 

JULY,  2002  Paid  Houston  energy  trader  Dynegy 
Inc.  $1.9  billion  for  Northern  Natural  Gas,  adding 
another  16,600  miles  of  Midwestern  gas  pipelines. 
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THE  CREDIT 
SQUEEZE  WILL 
LEAD  TO  MORE 
PIPELINE  SALES 


ed  pretax  income  of  $398  million  on 
enues  of  $5.3  billion  in  2001.  In  el 
Buffett  will  continue  to  look  to  Dav 
Sokol,  MidAmerican's  45-year-old  c 
man  and  ceo,  for  acquisition  i 
Sokol,  a  former  Peter  Kiewit  Sons' 
executive,  became  ceo  of  a  pred 
sor  company  to  MidAmerican  in  19f 
would  say  that  valuations  in  the 
sector  are  more  reasonable  right 
than  at  any  time  in  the  past  10  ye 
says  Sokol,  who  often  works  out  c 
office  in  Omaha  right  across  the  si 
from  Berkshire  headquarters. 

Analysts  say  that  MidAmerica 
likely  to  face  increasing  competiti 
Duke  Energy,  American  Electric  Pt 
TXU,  and  other  energy  companies 
up  their  own  bargain-hunting.  But 
depth  of  Buffett's  pockets  and  the 
of  MidAmerican's  decision-making 
be  easily  matched.  "The  great 
about  those  guys  is  that  they  mak 
their  minds,"  says  Hugh  McGee,  h< 
Lehman  Bros.'  energy  and  power  b 
ing  group.  "It's  awesome  how  qui 
they  can  make  a  decision." 

But  even  Buffett  sometimes 
When  MidAmerican  bought  the  pip 
from  Williams  Cos.  in  March,  it 
bought  $275  million  of  preferred  s 
convertible  into  about  4%  of  Willi 
common  stock.  Sokol  says  that 
American  investment  in  the  prefe 
stock  was  not  a  quid  pro  quo  for 
pipeline.  "It  was  tofl 
separate,"  he  insists 
In  any  event,  by 
MidAmerican  was  1 
ing   at   a   $275   mi   I 
wipeout  as  Williams 
ran  short  of  the 
needed  to  make  an  Ai 
interest  payment.  A 
Lehman's  help,  Willi 
was  able  to  avoid 
fault — and  likely  b; 
ruptcy — by  selling 
billion  in  assets  and 
rowing   $900    millic 
$450  million  of  it  f 
Berkshire  Hathaway 
If  Williams   rem 
solvent,  Buffett  m 
well  be  able  to  turn  < 
this  mishap  to  his 
vantage.  Williams  is  r. 
pected  to  sell  yet  an  r. 
er  pipeline  soon,  and 
a  safe  bet  that  Bui 
and  Sokol  will  be  i 
the  head  of  the  lin 
potential  buyers. 

By  Anthony  Bia 
with  Emily  Thornta  \ 
New  York 


m 


■ 


NOT  DONE  LOOKING 


N 


R 


34  BusinessWeek  /  August  26,  2002 


COMMENTARY 

By  Laura  Cohn 

THE  CASE  AGAINST  A  RATE  CUT  NOW 


uring  the  U.  S.  economy's  slide 
into  recession  and  more  recently, 
as  confidence  has  been  battered 

corporate  scandals  and  swooning 
>,  Alan  Greenspan  has  been  a 

ce  of  calm  amid  the  chaos.  But 

t,  the  Federal  Reserve  chairman 

Is  himself  in  a  touchy  spot:  With 
trs  of  a  double-dip  recession  grow- 
,'„  he's  being 

fed  to  back  up 

soothing  ser- 
ins and  give 
i;  economy  a 
by  cutting 
fees  again. 
IThe  loudest 

is  for  lower  in- 
fest rates  come 
fm  Wall  Street, 
lere  fears  are 

lpant  that  the 

>ansion  is  los- 
fe;  steam.  That 
;w  was  bol- 
;red  by  a  jar- 
ig  July  employ- 
snt  report  that 
[owed  virtually 

job  growth, 
th  both  services 
\d  manufactur- 

stalling.  Soon 

;rward,  ana- 

sts  at  Goldman 

|chs  predicted 

it  the  federal 

[hds  rate  might 

to  as  low  as 

by  the  end  of 

year.  Currently,  the  funds  rate 
s  at  1.75%,  the  lowest  in  41  years. 
Goldman  is  hardly  alone.  Indeed, 
[th  most  big  banks  predicting  a  cut, 

lers  in  the  fed  funds  market  are 
>w  betting  that  rates  will  fall  to 
■arly  1.5%  by  January  And  the 
(■owing  view  that  further  rate  cuts 
\e  likely  sent   stocks  soaring  on 
ig.  6.  "Weakness  in  the  equity 
|arket  has  been  significant,  and  the 
tonomic  numbers  have  been  poor," 
Lys  Goldman  senior  economist  Jan 
|atzius.  "The  Fed  has  to  respond." 
But  does  it?  Greenspan  dislikes 
;ing  pushed  into  a  move  by  Wall 
:reet.  And  he's  well  aware  that 
larkets  often  overshoot  on  the 
►wnside.  Indeed,  some  of  the  same 

is  now  forecasting  rate  cuts  were 

ling  for  higher  rates  last  spring. 


But  fundamentally  for  Greenspan 
and  his  Fed  colleagues,  the  problem 
is  this:  They're  not  sure  today's  bout 
of  investor  angst  warrants  an  open- 
ing of  the  monetary  spigots.  While 
growth  is  likely  to  be  slower  than 
expected  in  the  second  half, 
Greenspan  &  Co.  still  doesn't  expect 
a  double  dip.  While  a  cut  now  might 


help  psychologically,  it  may  not  be 
supported  by  the  fundamentals — es- 
pecially since  housing  and  consumer 
spending  are  still  holding  up. 

To  the  "cut  now"  crowd,  the  case 
for  ease  is  compelling:  Manufactur- 
ing's rebound  has  lost  some  of  its 
zing.  The  service  sector  has  been 
slow  to  perk  up.  A  broad-based 
comeback  in  corporate  profits  looks 
elusive.  And  with  no  inflation  on  the 
horizon,  the  Fed  appears  to  have  the 
room  it  needs  to  trim  rates. 
"Greenspan  always  said  the  Fed 
doesn't  respond  to  financial  markets; 
it  responds  to  economic  events,"  says 
Steve  Slifer,  co-chief  U.  S.  economist 
at  Lehman  Brothers.  "Well,  [the  re- 
cent spate  of  bad  economic  data  are] 
a  real-live  economic  event." 

So  why  not  cut  and  be  done  with 


it?  Greenspan  believes  the  nature  of 
the  2001  slump  dictates  caution. 
While  the  economy  contracted  over 
three  quarters  starting  in  early  '01, 
the  recession  was  only  glancing.  That 
means  the  bounceback  will  be  just  as 
slight,  without  the  surge  that  follows 
a  deeper  slump.  Bottom  line:  a  slow 
profits  rebound  and  a  poky  recovery, 
but  a  recovery 
nonetheless.  To 
some  Fed  offi- 
cials, that's  not 
a  scenario  for 
more  ease. 

Then  there's 
the  issue  of  the 
Fed's  depleted 
ammo.  The  cen- 
tral bank  has 
cut  rates  11 
times  and  by 
475  basis  points 
since  January, 
2001.  At  this 
point, 
Greenspan 
must  time  addi- 
tional cuts  care- 
fully. He  must 
save  them  for 
when  they're 
most  needed 
rather  than 
shooting  bullets 
at  phantoms. 

None  of  this 
means  that 
giddy  optimism 
reigns  at  the 
Fed.  The  stock  market  bust  wiped 
out  an  estimated  $6  trillion  in  equity 
since  the  market's  peak  in  March, 
2000.  While  a  post-boom  bloodletting 
is  a  precursor  to  a  healthy  rebound, 
officials  admit  the  shock  has  reduced 
the  economy's  buffer  zone  and  bears 
close  watching. 

Even  if  the  Fed  decides  to  follow 
the  market's  lead  and  signal  at  its 
Aug.  13  meeting  a  bias  toward  lower- 
ing rates  later,  Greenspan  will  still 
have  to  tread  carefully.  Thanks  to 
Queen  Elizabeth,  he  will  soon  be 
knighted.  But  with  econo-jitters  rising 
and  the  Fed  looking  a  tad  behind  the 
curve  to  some,  Sir  Alan  could  soon  be 
dodging  lances  from  all  sides. 

Cohn  covers  economic  policy  from 
Washington. 
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GOVERNANCE 


MAKING  THEM  GIVE  BACK 
THE  CASH 

New  laws  aim  to  separate  execs  from  allegedly  ill-gotten  gains 


It  was  Scott  D.  Sullivan's  $15  million 
mansion — you  know,  the  one  with  the 
six-car  garage,  18-seat  movie  theater, 
and  storage  room  just  for  fur  coats — 
that  got  to  Representative  Richard  H. 
Baker.  When  the  Louisiana  Republican 
read  about  the  estate  that  WorldCom 
Inc.'s  ousted  cfo  was  building  in  Boca 
Raton,  Fla.,  the  outrage  hit  him:  Why 
should  anyone  accused  of  bilking  in- 
vestors out  of  billions  and  bankrupting  a 
company  be  allowed  to  slink  off  to  a 
pleasure  palace? 

Sullivan  is  hardly  getting  off  scot- 
free,  of  course.  On  Aug.  2,  the  Justice 
Dept.  charged  him  with  accounting 
fraud  for  allegedly  boosting  WorldCom's 
earnings  by  hiding 
nearly  $4  billion  in 
expenses.  Sullivan 
denies  wrongdo- 
ing. But  under 
current  law,  his 
personal  hold- 
ings are 


CAN  THEY 
TAKE  IT 


untouchable  until  Justice  or  the  Securi- 
ties &  Exchange  Commission  wins  a 
case  against  him.  Until  then,  he  is  free 
to  spend  the  $45  million  in  bonuses  and 
stock  options  he  has  received  since 
1999.  The  same  goes  for  the  lavishly 
compensated  former  execs  of  other  com- 
panies under  investigation,  such  as  En- 
ron, Adelphia  Communications,  and 
Global  Crossing. 

To  stop  CEOs  from  living  the  high  life 
while  the  sec  and  Justice  probe  their 
former  companies,  Baker  plans  to  pro- 
pose legislation  in  September  that  would 
allow  the  government  to  seize  assets 
and  place  them  in  escrow  until  their 
owners'  innocence  or  guilt  is  determined. 
If  Sullivan  is  convicted,  says  Baker,  his 
estate  would  be  auctioned  off,  like  a 
convicted  drug  dealer's,  and  the  pro- 
ceeds distributed  to  shareholders. 

Sound  far-fetched?  Maybe.  Freezing 
and  seizing  the  assets  of  high-level  ex- 
ecs won't  be  easy.  True,  the  courts  gen- 
erally have  upheld  laws  aimed  at  con- 
fiscating drug  dealers'  assets  prior  to  a 
conviction,  and  extending  those  laws  to 
include  securities  fraud  would  be  fairly 
routine.  But  ceos  have  numerous  ways 
to  protect  assets  from  the  feds,  such 


What  some  execs  pocketed  in 
bonuses,  stock  sales,  and 
company  loans  during  the 
li/ITU  I  Veri>°&sfor  which  their  businesses 

W I  I  HL  III  ■   are  now  under  investigation: 

Scott  Sullivan 


Kenneth  Lay 

ENRON 

$184 

million 

(1997-2001) 


Dennis  Kozlowski 

TYCO  INTERNATIONAL 

$332 

million 

(1999-2001) 

Data:  SEC.  Thomson  Financial 


Gary  Winnick 

GLOBAL  CROSSING 

$123 

million* 

(2001) 

'Stock  Sales  Alone 


as  walling  them  off  in  a  child's 
limited  liability  company,  offshor 
vestment,  or,  for  that  matter,  a  1; 
house  in  states  such  as  Florida.  I 
proposal,  moreover,  would  have 
over  skeptics  who  worry  that  it 
troubling  due-process  and  Consti 
al  issues. 

Congress  is  expected  to  see  a 
dozen  new  bills  in   September 
would  change  laws  governing  b 
ruptcies,  pensions,  and  class  action 
with  an  eye  toward  recovering  th 
legedly  ill-gotten  gains  of  corporat 
ecs.  Money  could  reach  into  the  b; 
given  the  oversized  options,  b< 
and  golden  parachutes  granted 
cent  years.  "There  are  enough 
now  that  it's  beginning  to  get  inte 
ing,"  says  University  of  Texas  law! 
fessor  Henry  T.C.  Hu. 

Until  now,  the  government's  stroi 
weapon  has  been  an  arcane  tool  c 
disgorgement.  When  the  sec  wi 
court  order  or  settles  a  case  agains 
ficers  for  securities  law  violations,  ii 
require  them  to  give  back  their 
pensation,  including  stock  gains.  V 
the  sec  settled  a  securities  fraud 
against  software  company  MicroS 
egy  Inc.  in  late  2000,  for  example, 
Michael  J.  Say  lor  and  two  other  e> 
tives  agreed  to  give  up  $10  million 
stock  sales. 

What's  possible  in  theory  often 
not  translate  to  reality,  however.  & 
in  fiscal  2002,  the  sec  has  won  or 
forcing  execs  to  disgorge  $632  milli 
has  retrieved  only  $73  million  of  tha 
just  12%.  The  main  reason?  Oi 
there's  little  money  to  collect  becau, 
has  been  spent  on  legal  fees  or  sc 
reled  out  of  sight  of  sec  lawyers 

The  government  might  be  able  to 
lect  more  cash  in  the  near  future.  / 
tie-noticed  provision  in  the  Sarba 
Oxley  Act,  which  went  into  effect 
30,  requires  CEOs  and  cfos  of  comps 
that  restate  their  accounts  becaus 
"misconduct"  to  disgorge  their  bon 
and  stock  option  gains — and  the 
does  not  require  the  agency  to  con 
executives  to  the  misdeeds. 

One  unintended  consequence  of 
law,  warns  Del  Mar  (Calif.)  lav 
Robert  J.  Mintz,  is  that  it  could  enc 
age  CEOs  to  move  funds  offshore  v 
out  a  trace — just  in  case.  "Every  CE 
the  country  is  going  to  take  step 
protect  his  assets,"  says  Mintz.  So 
spite  the  best  of  intentions,  Congi 
attempts  to  reclaim  allegedly  tail 
loot  may  not  add  up  to  much. 

By  Paula  Dwyer,  with  Amy  Bor 
and  Dan  Carney,  in  Washington  w 
Mike  France  in  New  York 
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ing  your  retirement  dreams  closer 
ith  a  Strategic  Partners  annuity. 


consider 
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es  offer  a  variety 
:fits  that  other 
lents  don't,  which 
ike  a  valuable  addition 
retirement  plan. 

ng  a  head  start 

i  portfolio  of 
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lents  and  shift  your 
den  to  your  retirement 
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errt 
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A  Strategic  Partners  variable  annuity  is  a  powerful  way  to  help  make  your  retirement  dreams 
a  reality.  With  tax-deferred  growth  potential,  access  to  leading  investment  managers — plus 
the  security  of  a  death  benefit — a  Strategic  Partners  annuity  is  designed  to  help  both 
grow  and  protect  your  wealth. 


A  tax-smart  retirement  savings  solution. 

Like  an  IRA  or  40 1  (k) ,  a  Strategic  Partners  variable 
annuity  lets  your  earnings  grow  on  a  pre-tax  basis. 
So  you  can  take  advantage  of  tax-deferred  compounding 
and  shift  your  tax  burden  to  later  years  when  you  may 
be  in  a  lower  tax  bracket. 

The  Strategic  Partners  rigorous  research 
process  brings  you  leading  investment 
managers.  A  variable  annuity  is  only  as  good  as 
the  money  managers  behind  it.  That's  why  Prudential 
follows  a  rigorous  and  objective  process  to  evaluate 
and  monitor  the  money  managers  who  "subadvise" 
our  investment  platform,  and  we'll  change  managers 
if  they  fail  to  meet  our  standards. 


Access  our  research-screened  investment 
manager  platform. 


AIM,  Alliance  Capital,  Davis  Advisors,  Deutsche  Asset 
Management,  Fidelity  Investments,  INVESCO,  Janus, 
Jennison  Associates,  MFS,  PIMCO,  Prudential  Financial 


Tailored  to  your  investment  needs.  Each 
of  the  four  Strategic  Partners  annuities  is  designed 
to  meet  specific  retirement  investment  needs.  You 
can  diversify  among  asset  classes  and  investment  styles 
to  suit  your  specific  financial  goals.  We  also  offer  various 
payout  options  that  allow  you  to  manage  your  retirement 
income  and  taxation,  as  well  as  several  types  of  guaranteed 
death  benefit  options  to  provide  for  your  loved  ones. 

The  guidance  of  a  financial  professional  helps 
you  plan.  Working  closely  with  a  financial  professional, 
you'll  analyze  your  specific  retirement  goals  and  risk 
profile.  You'll  evaluate  your  overall  retirement 
picture  and  determine  how  a  Strategic 
Partners  variable  annuity  may 
strengthen  your  retirement  portfolio. 

Learn  more  about  annuities 
and  how  they  can  help  you 
achieve  your  retirement  goals. 

Call  today  for  a  free  brochure. 

1-800-THE-ROCK 
ext.  9816 
prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 


owals  oi  earnings  are  subject  to  ordinary  income  tax  to  the  extent  of  gain  ond  a  10%  federal  income  tax  penalty  moy  apply  prior  to  the  age  59/?.  For  more  complete  information  about  the  Strategic  Partners  annuities,  coll  your 
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CORPORATE  REFORM 


IF  YOU  DON'T  OPEN  YOUR  BOOKS, 
WELL  CANCEL  YOUR  POLICY 

Insurers  are  demanding  full  disclosure  from  clients 

largest  underwriter  of  D&o  coverage. 
It's  hiring  more  specialists  in  forensic 
accounting,  demanding  more  financial 
data  from  clients,  and  grilling  top  ex- 
ecutives on  their  track  records  and 
knowledge  of  the  numbers.  Others  are 
doing  similar  due  diligence  and  de- 
manding top-notch  management  prac- 
tices, accounting  standards,  and  a 
strong  board.  The  alternative:  vastly 
higher  premiums  or  no  coverage  at  all. 
No  wonder  Ralph  E.  Jones  III,  presi- 
dent and  ceo  of  Chubb  Specialty  In- 
surance, is  finding  that  execs  are  "will- 
ing to  give  us  a  lot  more  information." 

Not  that  they  have  much  choice. 
Chris  Warrior  of  Faraday  Underwrit- 
ing Ltd.,  a  Lloyd's  insurer,  says  his  com- 
pany is  rejecting  coverage  for  clients 
that  have  dubious  revenue-recognition 
practices,  poor  internal  controls,  or  oth- 
er red  flags.  "We're  very  much  turning 
away  business,"  says  Warrior. 

Indeed,  insurance  companies  claim 
that  their  corporate  clients  are  tripping 
all  over  themselves  to  meet  the  new 
demands.  Anxious  CEOs  are  giving 
them  unprecedented  access  in  an  ef- 
fort to  hold  on  to  adequate,  afford- 
able  coverage   at  a  time   of  in- 
creased risk.  Warrior  says  senior 
executives  are  actually  asking  what 
they  can  do  to  lower  premiums.  Some 
are  even  coughing  up  confidential  out- 
side audit  reports.  "We  would  ask  for 
that  a  few  years  ago,  but  we  wouldn't 
get  it,"  says  John  Keogh,  presi- 


Since  the  wave  of  scandals  that  have 
engulfed  Corporate  America  began 
last  fall,  some  of  the  most  vocifer- 
ous calls  for  reform  have  emanated 
from  disgruntled  shareholders,  Con- 
gress, and  the  enforcement  communi- 
ty. Now,  a  new  player  is  stepping  up — 
one  that,  while  far  quieter,  could 
ultimately  have  a  big  hand  in  forcing 
companies  to  clean  up  their  accounting 
and  governance  practices.  The  tough 
new  enforcer?  The  insurance  industry, 
where  companies  that  write  the  poli- 
cies covering  corporate  execs  are 
threatening  to  cancel  policies  if  execu- 
tives don't  open  their  books  to  scrutiny 
and  prove  that  they  are  squeaky-clean. 

Indeed,  in  recent  months,  top 
providers  of  so-called  directors  and  offi- 
cers (d&o)  liability  coverage — including 
American  International  Group  (aig), 
Chubb,  and  Lloyd's  of  London — have 
been  demanding  all  that  and  more. 
That's  hardly  surprising.  After  all,  these 
insurance  companies  are  the  ones  left 
paying  most  of  the  damages  when  in- 
vestors sue  over  financial  restatements, 
bankruptcies,  dubious  accounting,  or  oth- 
er practices. 

Spurred  by  a  rapid  escalation  of 
shareholder  lawsuits — and  the  fear  of 
more  to  come  as  senior  officers  at  large 
U.S.  companies  are  forced  to  swear  to 
the  accuracy  of  their  financial  state- 
ments— insurers  are  demanding  a  lot 
more  corporate  prudence.  "They've  def- 
initely caught  the  attention  of  our 
clients,"  says  Steve  Anderson,  a  man- 
aging director  at  Marsh  Inc.,  which 
arranges  insurance  for  corporations. 

Leading  the  charge  is  aig — the  U.  S.'s 


dent  and  chief  operating  officer  a  I 
tional  Union  Fire  Insurance  CoJ 
aig  arm  that  underwrites  22%  of 
ica's  D&o  policies. 

Even  so,  D&o  premiums  have  si| 
in  recent  months  in  tandem  with 
in  federal  securities-fraud  class  ad 
and  costlier  settlements.  Last  yea 
porations  might  have  paid  a  few  I 
dred  thousand  dollars  a  year  to  pil 
executives  or  directors  from  litigJ 
Today,  the  same  coverage  costs  at  I 
$1  million.  Moreover,  aig  and  its  | 
are  imposing  multimillion-dollai| 
ductibles  and  forcing  companies  tc 
the  cost  of  any  claim  beyond  that.  I 

Despite  the  higher  costs,  the  r| 
assertive  insurance  industry  shot 
timately  be  a  boon  to  shareholl 
Companies  can't  afford  to  have  ii 
quate  coverage  at  a  time  when  re(j 
ing  directors  and  pleasing  investc 
tough  enough.  It's  especially  challei| 
for  those  in  the  technology  or  tele 
munications  sectors — not  to  meii 
companies  that  have  already  bee 
the  headlines. 

Clean  books,  real  numbers,  s-j 
management,  and  strong  boards, 
an  insurance  policy. 

By  Diane  Brady  in  New 
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It  won't  be  an  oil 
company  that  will 
change  the  world.' 

▲  Philomena  Ryan /TV  Producer 


Though  it  may  be  one  who  tries.  In  1997  we  were 
the  first  in  our  industry  to  recognize  the  risks  of 
global  climate  change  and  set  a  target  to  reduce 
our  own  greenhouse  gas  emissions.  We  just 
reached  that  target,  8  years  ahead  of  schedule. 

It's  a  start. 


o 


beyond  petroleum 
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INSURANCE  FRAUD 


HEALTH-INSURANCE  SCAMS 
THAT  WILL  MAKE  YOU  SICK 

Unlicensed  companies 
are  conning  hundreds 
of  thousands-and  the 
epidemic  is  growing 

In  June,  2000,  Lisa  and  Dennis 
Huffstutler  were  thrilled  with 
their  new  health  insurer,  Van- 
guard Asset  Group.  Its  plan,  sold 
via  a  trade  organization  Dennis  be- 
longed to,  was  cheaper  than  their 
expiring  Blue  Cross  Blue  Shield  of 
Florida  HMO  policy — $4,800  a  year, 
vs.  $5,064.  They  could  choose  their 
doctors.  And  it  covered  existing  con- 
ditions— a  big  plus  since  Lisa  and 
their  4-year-old  son  have  chronic 
medical  problems. 

A  year  later,  their  view  changed 
drastically.  Hospitals  and  doctors 
were  dunning  them  for  $15,000  in 
unpaid  claims.  Contacting  Van- 
guard— which  has  no  connection  to 
the  mutual-fund  family — did  no 
good.  "They  would  say  things  like, 
The  doctors  used  the  wrong  code' 
or  The  check  is  in  the  mail,' "  recalls 
Lisa,  who  was  pregnant  again.  She 

SS5  1p  he*3' her  °bstetrician  Labor  Secretary  Chao  says 

the  West  Palm  Beach  (Fla.)  couple   the  Oper^tOrS  <LYQ     the  ITlOSt 

learned  what  was  wrong.  The  Flori-    Jrtn^i^qUl^  vvrk/^rJck  ornim^" 
da  Insurance  Dept.  issued  a  cease-   QeSpiCclDie  people  3X01111(1 

and-desist  order  on  May  14,  shut- 
ting down  the  Lake  Success  (N.  Y.) 
company.  The  order  alleged  that 
Vanguard  was  an  illegal,  unlicensed  op- 
erator run  by  Dwayne  Samuels,  who 
pled  guilty  in  September,  2000,  in  U.S. 
district  court  in  Brooklyn,  N.  Y.,  to 
health-care  fraud  in  connection  with  the 
embezzlement  of  $8  million  from  another 
insurer,  Fidelity  Group  Inc.  of  Great 
Neck,  N.Y.  (The  company  has  no  tie  to 
the  Fidelity  Investments  fund  family.) 
The  U.S.  Labor  Dept.  had  obtained  a 
court  judgment  in  Feb.,  2001,  barring 
him  for  life  from  involvement  with  fed- 
erally regulated  health  plans.  Florida  In- 
surance Dept.  officials  estimate  that  Van- 


THE  HUFFSTUTLERS:  $20,000  IN  THE  HOLE 


guard  bilked  at  least  100  policyholders  in 
the  state  out  of  more  than  $500,000.  The 
department  has  launched  a  full  investi- 
gation and  may  seek  criminal  charges 
against  Samuels,  whom  regulators  say 
hasn't  responded  to  its  order.  Efforts  to 
reach  Samuels  by  phone  and  letter  for 
comment  were  unsuccessful. 

Luckily,  Lisa's  doctors  kept  her  on. 
She  delivered  a  healthy  girl  on  June  11. 
But,  the  family's  unpaid  medical  bills 
have  ballooned  to  $20,000.  Lisa  is  unin- 
sured. Dennis  and  the  kids  have  only 
catastrophic  coverage. 


It's  boom  time  for  medical  insufc- 
scams  that  collect  premiums,  pay  fK 
any,  claims,  then  skip  town.  VanjB 
is  the  sixth  unlicensed  insurer  Fll 
has  shut  down  in  the  past  18  mc  I 
Colorado  has  issued  cease-and-desii  I 
ders  against  43  in  the  last  15  mc  I 
Oklahoma  has  more  than  60  inve:  ( 
tions  open.  Texas,  California,  and  Gt 
all  report  big  spikes  in  complaints  c 
paid  claims,  most  of  them  suspectec 
es  of  fraud.  The  U.  S.  Labor  Dept  h 
civil  and  14  criminal  investigations 
as  of  June  30.  "The  [operators]  ar 
most  despicable  people  around,"  say 
bor  Secretary  Elaine  L.  Chao. 

A  BusinessWeek  tally  of  state 
shows  that  three  of  the  largest— 
ployers  Mutual  LLC  (no  connection 
the  legitimate  Employers  Mutual  ( 
alty  Co.  of  Des  Moines),  American 
efit  Plans,  and  TRG  Cos. — collected 
than  $50  million  in  premiums  from 


■ 
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65,000  people.  None  of  the  compa- 
^plied  to  requests  for  comment. 

camouflage  their  scam,  the 
eleon-like  operators  all  use  similar 
5.  With  slick  brochures,  flyers,  and 
media  campaigns,  they  pitch  their 
ces  to  real  professional  groups  or 
nembership  in  phony  ones  as  a  way 
t  insurance.  The  names  mimic  those 
ell-known  companies  or  organiza- 
.  Vanguard  Group — the  mutual-fund 
any — says  the  bogus  insurer  agreed 
to  stop  using  the  Vanguard  name 
last  April  after  it  filed  suit. 

Feeding  the  scams  is  a  25%- 
plus  rise  in  premiums  since  1998. 
Insurers  are  passing  on  the  cost  of 
restoring  benefits  slashed  by  man- 
aged care.  That  has  become  a  big 
burden  in  a  weak  economy.  Many 
businesses — which  pay  most  in- 
surance costs — have  cut  coverage 
or  raised  employee  contributions. 
They  now  pay  on  average  $221 
per  month  for  individuals  and  $588 
for  families,  up  from  $173  and  $463 
in  1998,  the  Kaiser  Family  Foun- 
dation says.  Scamsters  particularly 
target  freelancers — like  Dennis 
Huffstutler,  a  wedding  videogra- 
pher — or  small-business  owners, 
who  can't  negotiate  better  rates 
with  legitimate  insurers. 

Health-insurance  fraud  surges 
in  recessions  as  people  lose  jobs 
and  coverage.  But  today's  scale  is 
unprecedented.  "It's  much  worse 
now  than  it  was  in  the  late  1980s. 
And  it  is  going  to  go  on  for  a  num- 
ber of  years,"  says  Mila  Kofman, 
assistant  research  professor  at 
Georgetown  University's  Institute 
for  Health  Care  Research  &  Policy 
;^a  former  Labor  Dept.  investigator, 
crazy-quilt  regulatory  system  is 
cover  for  scams.  States  regulate 
rers  under  the  1945  McCarron-Fer- 
O'tti  Act.  But  the  1974  Employee  Re- 
anent  Income  Security  Act  exempts 
s  run  by  unions  or  single  employers 
'« i  state  regulation.  Plans  serving  mul- 
S<  employers — including  those  sold  via 
e  groups  such  as  the  4,000-member 
elding  &  Event  Videographers  Asso- 
ii  International,  which  offered  Huff- 
■  ler's  Vanguard  policy — need  state  li- 
lies. But  the  overlapping  jurisdictions 
}  ite  confusion  that  unlicensed  insur- 
exploit. 
r  hockingly  light  penalties  add  to  op- 
-ors'  sense  of  impunity.  In  many 
r.  es,  selling  insurance  without  a  license 
(  misdemeanor.  Cease-and-desist  or- 
1 5  do  little  good  in  states  like  Florida 
*e  regulators  lack  police  power  to 
i  st  suspects  and  seize  assets.  Alerted, 


scamsters  close  up  shop  and  move  on. 
Poor  coordination  between  state  and  fed- 
eral officials  hampers  efforts  to  use  an- 
tifraud  laws.  State  regulators  complain 
that  federal  investigations  take  years  to 
complete. 

The  magnitude  of  health-insurance 
fraud  has  finally  forced  state  and  Labor 
Dept.  officials  to  act.  They  formed  a  joint 
task  force  in  spring,  2001,  to  share  data 
and  get  the  word  out  to  small  businesses. 
This  year,  the  Florida  legislature  made 


A  GROWTH  BUSINESS 


Three  of  the  biggest 

unlicensed  health  insurers 

spread  nationwide 

AMERICAN  BENEFIT  PLANS 

Formed  in  2000  by  Robert  David 
Neal,  North  Richland  Hills  (Tex.)- 
based  ABP  signed  up  31,500 
people  in  48  states,  Puerto  Rico, 
and  Mexico.  It  collected  at  least 
$30.5  million  in  premiums. 
When  a  Texas  court's  permanent 
injunction  shut  it  down  in  May, 
2002,  it  had  some  $13  million 
in  unpaid  claims.  It's  now  under 
a  court-appointed  receiver. 

EMPLOYERS  MUTUAL  LLC 

Incorporated  in  July,  2000,  and 
run  by  James  Graf,  whom  Califor- 
nia regulators  barred  for  life  from 
the  industry  in  1998,  the  Carson 
City  (Nev.)  insurer  signed  up  over 
29,000  people  in  37  states.  A  La- 
bor Dept.  permanent  injunction 
shut  it  down  in  Feb.,  2002.  It  col- 
lected $15  million  and  left  at 
least  $22  million  in  unpaid 
claims.  (No  tie  to  Employers  Mu- 
tual Casualty  Co.  of  Des  Moines.) 

TRG  COS 

Incorporated  in  Carson  City  in 
January,  2001,  TRG  had  12,288 
customers  in  44  states.  Six  have 
issued  cease-and-desist  orders. 
Indiana  regulators  say  it  collect- 
ed $17  million  in  premiums.  The 
company  says  it  paid  a  total  of 
$12  million  in  claims. 

Data:  Texas  Insurance  Dept.;  U.S.  District  Court,  Nevada; 
Indiana  Insurance  Dept. 


the  sale  of  fraudulent  insurance  a  third- 
degree  felony  punishable  by  up  to  five 
years  in  jail.  Texas  and  Georgia  regula- 
tors now  use  their  police  powers  more 
aggressively.  President  George  W.  Bush 
has  endorsed  a  bill  setting  federal  au- 
thority and  solvency  guidelines  for  multi- 
employer health  plans,  but  broader 
health-care  battles  have  bogged  it  down. 

Employers  Mutual  is  the  biggest  and 
most  persistent  health-insurance  scam, 
regulators  say.  Incorporated  in  Carson 
City,  Nev.,  two  years  ago,  it  was  operat- 
ed out  of  California  by  James  L.  Graf. 
The  California  Insurance  Dept.  perma- 
nently banned  Graf  from  doing  business 
in  the  state  in  1998  after  at  least  three 
hmos  and  insurers  he  controlled  went 
bankrupt.  According  to  a  February,  2002, 
Labor  Dept.  injunction  ordering  the  com- 
pany permanently  shut  down,  Employers 
Mutual  sold  policies  via  16  fictitious  as- 
sociations with  such  names  as  the  Asso- 
ciation of  Barristers  &  Legal  Aids  and 
the  Association  of  Cosmetologists.  It  also 
took  in  real  groups  such  as  the  National 
Writers  Union,  which  represents  7,000 
freelance  journalists. 

Albert  Piantadosi,  the  56-year-old  own- 
er of  a  direct  marketing  company  in  Deer- 
field  Beach,  Fla.,  bought  an  Employers 
Mutual  policy  through  the  Communica- 
tions Trade  Workers  Union,  a  name  that 
resembles  the  Communications  Workers  of 
America,  a  prominent  union.  The  Com- 
munications Trade  Workers  Union  was 
an  affiliate  of  Employers  Mutual.  At  the 
time  federal  regulators  shut  it  down, 
Piantadosi  was  awaiting  a  $450,000  liver 
transplant.  Miami's  Jackson  Memorial  Hos- 
pital confirmed  that  it  initially  rejected 
him  for  the  surgery  after  Employers  Mu- 
tual went  bust.  Piantadosi's  desperate 
wife,  Joan,  held  a  news  conference  to  pub- 
licize his  plight.  The  couple  even  sent  a 
telegram  to  President  Bush  and  Florida 
Governor  Jeb  Bush.  The  hospital  later 
approved  Piantadosi's  operation  and  ab- 
sorbed part  of  the  cost.  But  he  still  owes 
$250,000. 

Unfortunately,  even  when  the  culprits 
are  caught,  victims  seldom  get  any  mon- 
ey back.  Dwayne  Samuels,  who  pled 
guilty  to  fraud  in  the  Fidelity  Group 
case,  only  agreed  in  Feb.,  2001,  to  begin 
paying  back  the  money  to  settle  a  suit 
the  Labor  Dept.  filed  against  him  in  De- 
cember, 1998. 

With  premiums  rising  and  more  people 
losing  coverage,  the  pool  of  potential  vic- 
tims keeps  growing.  As  countless  Web 
listings  and  flyers  extolling  astoundingly 
cheap  policies  attest,  scamsters  think 
they're  in  a  growth  business.  Alas, 
they're  right. 

By  Brian  Grow  in  Atlanta 
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EXECUTIVE  SUITE 

CAN  MILLER 
PUT  THE  OOMPH 
BACK  IN  AOL? 

The  new  CEO  has  to  find  ways 
to  build  customer  loyalty 

When  Jonathan  F.  Miller  reported 
for  work  on  Aug.  6  at  America 
Online  Inc.,  few  employees  of  the 
stumbling  Internet  giant  realized  their 
unassuming  new  ceo  walks  softly  but 
carries  a  big  stick — literally.  An  accom- 
plished practitioner  of  the  martial  art  of 
kung  fu,  Miller's  forte  includes  tradition- 
al Chinese  swordsmanship.  And  yes, 
Grasshopper,  the  student  is  devoted. 
Miller  periodically  flies  to  London  to  work 
with  his  kung  fu  master.  "It  might  come 
in  handy"  in  his  new  job,  he  deadpans. 

No  kidding.  A  former  top  exec  at 
usa  Interactive  Inc.,  Miller,  45,  needs 
all  the  weapons  he  can  muster  to  keep 
from  becoming  another  casualty  of  aol's 
ongoing  financial  woes.  Slower  adver- 
tising and  subscriber  growth  and  feder- 
al investigations  of  accounting  at  the 
online  unit  have  helped  send  parent  AOL 
Time  Warner  Inc.'s  stock  down  roughly 
75%  in  a  year,  a  swoon  that 
cost  ex-AOL  ceo  Barry  M. 
Schuler  and  Robert  W. 
Pittman,  aol  Time  Warner's 
former  coo,  their  jobs. 

So  can  Miller  pull  aol  out 
of  its  slump?  To  do  that,  the 
Net-savvy  exec  will  have  to 
boost  ad  revenues  and  bring 
in  subscribers  even  as  he  devises  a  bet- 
ter plan  to  persuade  aol  users  to  switch 
from  dial-up  services  to  broadband.  He 
has  one  edge  already:  a  track  record  of 
figuring  out  how  to  profitably  leverage 
the  combined  strength  of  usa  Interac- 
tive's  Internet,  broadcast,  and  cable 
units.  He  negotiated  a  complex  deal,  for 
example,  to  broadcast  games  and  sell 
sports  collectibles  on  the  Home  Shop- 
ping Network  while  hawking  tickets  on- 
line via  Ticketmaster.  Miller  also  has 
the  backing  of  the  new  chairman  of  AOL 


CREATE  A 
MUST-SEE  ISP 

To  wow  users, 
AOL  aims  to  create 
hot  content 
such  as  celebrity 
chats  or  exclusive 
previews  of  new  cars 


Time  Warner's  Media  &  Communica- 
tions Group,  Don  Logan.  "Don  and  I 
will  be  in  lockstep  developing  an  overall 
business  model,"  Miller  pledges. 

Miller  and  Logan  will  likely  take  un- 
til late  fall  to  hammer  out  a  comeback 
plan  for  aol,  but  a  blueprint  is  already 
taking  shape  under  existing  top  AOL 
managers.  A  page  from  Logan's  own 
success  as  former  ceo  of 
Time  Inc.  and,  indeed,  from 
Old  Media  could  be  key. 
Like  Time,  aol  wants  to 
lure  more  subscribers  by 
tailoring  content  to  individ- 
ual tastes — and  then  charg- 
ing advertisers  more  for 
reaching  a  narrowly  target- 
ed audience.  "It's  the  classic  strategy 
for  every  consumer  product  that  has 
reached  a  stage  of  maturity,"  says  AOL 
Time  Warner  adviser  Peter  A.  Kreisky 
of  Kreisky  Media  Consultancy. 

With  aol  8.0,  the  new  version  due 
out  in  October,  the  company  will  begin 
experimenting  with  the  concept.  Sub- 
scribers will  be  able  to  choose  one  of  six 
user  profiles — such  as  newshound  or  en- 
tertainment junkie.  They  will  then  get  a 
customized  welcome  screen  highlight- 
ing content  and  services  keyed  to  their 


MILLER:  One  tc 

task  will  be  ge\ 
users  into  bro 

interests.  %nt 
site  will  iftnzc 
bers  to  inter 
chats  with  th( 
vorite  celebritl 
enable  fans  of  I 
lar  TV  shows  tcl 

The  scheme 
from  a  sure- 
however.  Man^i 
companies  ha^l 
tempted  such 
alization  before  | 
out  success, 
is  Uttered  with 
panies  that  tl 
they'd  go  to  ol 
one  marketing,] 
David  Card,  a 
analyst    at    Jil 
Research.    OnJ 
hurdle:  For  the] 
ice  to  work,  aol  will  likely  neec 
sonal  information  that  users  may  1| 
luctant  to  provide  for  fear  of 
more  pop-up  ads. 

But  audience  segmentation  cle 
with  Miller's  aim  of  attracting  and 
ing  subscribers  by  offering  more 
for  aol's  $23.90  monthly  rate.  Tcl 
end,  he's  looking  at  jazzing  upf 
gramming  to  make  aol  a  "must! 
ISP.  He  also  wants  to  offer  aol's 
active  members  benefits  ranging! 
exclusive  music  downloads  to  disci 
on  merchandise  and  services.  "Men 
ship  should  have  its  privileges,"  he  I 
Will  it  be  enough  to  jump-starl 
troubled  online  giant?  While  such  r| 
could  help  burnish  aol's  dial-up 
ice,  it's  far  from  clear  that  theyl 
draw  enough  new  or  higher-payinj 
vertisers  to  make  a  big  difference, 
also  do  little  to  resolve  the  far  IjJ 
problem  looming  on  the  horizon:  Jl 
must  create  unique  content  thatl 
persuade  users  to  jump  to  broadf 
And  with  shareholder  grumbling  a 
ing  louder,  he  has  to  move  fast.  Itl 
to  Miller  to  prove  he's  a  kung  fu  I 
and  not  just  fodder  for  swift  sworc| 
by  angry  investors. 

By  Catherine  Yang  in  Washir 


BUILD  BONDS 
WITH  USERS 

The  goal  is  to  bolster  AOL's 
strength  as  a  home  for  Web 
communities  by  making  it  easy 
to  find  relevant  chat  rooms 
or  share  such  things  as  lists  of 
favorite  movies  or  recipes 


CUSTOMIZE 
CONTENT 

The  upcoming  AOL  8.0  will  let 
programmers  deliver  content 
and  services  better  tailored  to 
individual  tastes — which  will 
eventually  let  advertisers  pitch 
to  more  targeted  audiences 


ENHANCE 
BENEFITS 

AOL  will  offer  its  most I 
active  users  perks  suc| 
as  exclusive  music 
downloads  and  special 
discounts  for  merchant 
and  services 
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ELESS  NETWORK  QUALITY     ABILIT 
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News:  Analysis  &  Commentary 


AUTO  MAKERS 


FOR  GM,  SWEET  DEALS 

ARE  SMARTER  THAN  THEY  LOOK 

They're  winning  market  share-and  not  hurting  profits  much 


When  General  Motors  Corp.  re- 
vived 0%  financing  in  early  July, 
Wall  Street  hissed.  Investors 
dumped  the  stock,  worried  that  the  auto 
maker  was  putting  market  share  before 
profits.  Others  felt  the  incentives  would 
hurt  the  rest  of  the  industry,  hooking 
buyers  on  fire  sales.  Goldman,  Sachs  & 
Co.  senior  analyst  Gary  Lapidus  went 
so  far  as  to  call 
the  ongoing  in- 
centive strategy 
"destructive." 

Maybe,  but 
there  is  more  to 
this  than  meets 
the  eye.  GM  ex- 
ecs acknowledge 
that  the  incen- 
tives could  hurt 
margins  in  the 
short  term.  But 
they  aim  to  cap- 
ture new  cus- 
tomers now  in 
the  hopes  of 
creating  a  cadre 
of  loyal  GM  buy- 
ers that  will  still 
be  around  when 
a  raft  of  prom- 
ising new  mod- 
els starts  hitting 
showrooms  in 
2004.  "If  you 
have  a  vehicle 
people  really 
want,"  says  Wil-  " 

ham  J.  Lovejoy,  gm's  group  vice-presi- 
dent for  sales  and  marketing,  "you  don't 
[need]  incentives." 

For  now,  the  cheap  financing  is  most- 
ly helping  the  auto  giant  win  a  price 
war  that  its  weakened  rivals  can  ill  af- 
ford. After  the  No.  1  auto  maker  beat 
Ford  Motor  Co.  and  DaimlerChrysler  to 
market  with  0%  financing  in  July,  gm's 
monthly  sales  soared  24%  over  the  pre- 
vious year.  By  contrast,  Ford's  July  sale? 
inched  up  1%,  and  Daimler  sales  fell  4%. 
Both  Ford  and  Chrysler  responded  by 
offering  0%  financing  as  well;  Chrysler 
has  even  extended  warranties  to  seven 
years  and  70,000  miles  on  all  cars. 

The  matching  deals  haven't  stopped 
either  from  losing  ground  to  GM,  how- 


ever, since  its  lineup  features  ne"\ver 
models.  Indeed,  Ford's  market  share 
has  sunk  two  points,  to  20%,  this  year, 
and  Chrysler's  is  down  marginally  to 
13.5%.  Meanwhile,  GM  has  jumped  from 
27.7%  to  28.5%.  Says  Michael  E.  Ma- 
roone,  president  and  chief  operating  of- 
ficer of  AutoNation  Inc.,  the  nation's 
largest  dealer  chain:  "gm  is  getting  its 


GM:  Trying  to  build  a 
loyal  customer  base 


share  gains  from  Ford  and  Chrysler." 
The  battle  has  been  toughest  on 
Ford,  which  is  still  struggling  to  recov- 
er from  last  year's  meltdown.  After  re- 
porting slim  profits  in  the  second  quar- 
ter, the  company  expects  third-quarter 
losses  and  only  a  slight  gain  for  the 
whole  year.  "The  incentive  war  has  been 
costly,"  says  Ford  Chairman  and  ceo 
William  C.  Ford  Jr.  "It's  up  to  us  to 
get  our  business  in  order  so  that  we 
can  be  profitable  no  matter  what's  going 
on  in  the  marketplace." 

For  its  part,  Chrysler  is  hoping  to 
sidestep  the  incentives  war — thus  far 
unsuccessfully — with  an  emphasis  on 
quality.  The  company  has  invested  bil- 
lions to  improve  its  engines  and  trans- 
missions. Says  James  C.  Schroer,  Daim- 
ler's executive  vice-president  for  global 
sales  and  marketing:  "We  want  to  put 


the  product  first  and  the  deal  s 
That  won't  be  easy.  GM  has  the 
rial  muscle  to  keep  the  incentives 
After  a  decade  of  belt-tightening, 
variable  costs  are  now  in  line  \\i 
Japanese,  at  about  62%  of  revenu 
70%  for  Ford  and  Daimler,  says  UBS 
burg  analyst  Saul  Rubin.  So  GM  can 
its  cost  advantage  to  boost  incentive 
The  cheap  financing  has  hit  gm's 
torn  line — but  not  as  much  as  inves- 
feared.  Analysts  estimate  that  0C, 
nancing  costs  $3,100  a  vehicle,  $500 
car  more  than  GM  was  spending 
sweet  leasing  deals  in  June.  But  the 
jump  in  sales  means  gm  can  run  its 
sembly  lines  faster.  That  translates 
higher  productivity,  which  helps  de 
the  cost  of  0%  financing.  By  one 

Incentive  Wars 


Cash  rebates  of  $2,500  to  $4,000 
N    most  cars,  and  0%  to  2.9%  for  five  j 
years  on  most  trucks  and  SUVs 
COST  PER  VEHICLE    $3,109 


CHRYSLER 


Cash  rebates  up  to  $3,000  or  0%  loa 
for  five  years  on  most  minivans  and 
SUVs,  plus  seven-year,  70,000-mile 
warranty  on  engines  and  transmissior 
COST  PER  VEHICLE    $2,752 


FORD 


Cash  rebates  of  $1,500  to  $3,000,  cl 
loans  at  0%  for  three  years,  or  1.9°  f 
2.9%,  or  3.9  %  for  select 
vehicles  and  loan  terms 
COST  PER  VEHICLE    $2,619 
Data:  Automotive  News.  Autodata 

mate,  gm  would  need  to  grab  at  lea 
points  of  market  share  for  0%  to  I 
wash  on  the  bottom  line.  Since 
gained  just  1  point  in  July,  the  sch< 
hurt  profits.  Still,  Burnham  Securi 
Inc.  analyst  David  Healy  says  gm  sh( 
hit  its  third-quarter  earnings  targi 
$500  million. 

Will  today's  discounts  build  the 
tomer  loyalty  that  gm  needs  tomorr 
The  company  is  counting  on  its  next  j 
eration  of  cars  and  trucks,  designed  ur 
car  guru  Robert  A.  Lutz,  hired  last  j 
to  add  luster  to  gm's  lineup.  Coming  s> 
a  Cadillac  suv,  a  retro-styled  Chevr 
compact  wagon,  and  the  Pontiac 
sports  car.  Lutz  had  better  get  it  ri. 
Otherwise,  gm  may  lose  the  market  si 
it  bought  these  past  12  months. 

By  David  Welch,  unth  Kathl 
Kerwin,  in  Detroit 
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A  PERSPECTIVE  ON  VALUE  INVESTING 


MARKETS  SHIFT. 
OURVALUES  HAVEN'T 


No  matter  how  the  market  per- 
forms, Mutual  Series  portfolio 
managers  always  follow  a  time- 
tested,  value-driven  approach  to 
investing.  First,  we  dig  deep  to 
find  securities  others  have  over- 
looked. Next,  we  intensely  scru- 
tinize each  company,  learning 
all  we  can  about  what  can  be 
done  to  improve  its  earnings. 
Finally,  we  stand  prepared 


Mutual  Series'  consistent  approach  to  value  investing  has 
produced  competitive  results,  even  in  volatile  markets. 


the  Mutual  Discovery  Fund  has 
been  negative,  it  has  generally 
performed  well  over  the  long 
term.  For  example,  the  fund 
received  a  5-Star  Overall 
Morningstar  Rating'"  by 
Morningstar,  Inc.,  against  a 
category  of  241  and  164  world 
stock  funds  for  the  3-  and  5- 
year  periods  respectively,  ended 
6/30/02.'  Of  course,  past 


Mutual  Discovery  Fund  |  Morningstar  Ratings™  6/30/02* 


OVERALL 
•  •*•• 


THREE  YEAR 
•  *••• 


FIVE  YEAR 
•  •••• 


TEN  YEAR 

N/A 


to  increase  the  value  of  stocks  we  purchase  by 
getting  actively  involved  in  the  companies  in  which 
we  invest. 

The  result:  Although  the  recent  performance  of 


performance  does  not  guarantee  future  results. 

To  gain  further  perspective,  mail  in  the  postage- 
paid  card,  call  1-800-FRANKLIN  Ext.  P569  or 
visit  our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<GAIN   FROM  OUR  PERSPECTIVE'"  > 

Franklin  Templeton  Distributors.  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales 
charges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations 
involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

tSource:  MORNIIIIjSIAII  -  6/30/02.  Past  performance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a 
Morningstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales 
charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive 
5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star.  (Each  share  class  is  counted  as 
a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a  fund  is 
derived  from  a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics.  Morningstar  Rating  is 
for  Class  A  shares  only;  other  classes  may  have  different  performance  characteristics.  For  more  current  performance  information,  please  call  Franklin  Templeton 
Investments  at  1  -800-342-5236.  bwk&ie 


In  Business  This  Week 
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YCs  TO  INVESTORS: 
THANKS  ANYWAY 

VENTURE    CAPITALISTS    HAVE 

set  a  dubious  record.  For  the 
first  time,  vcs  sent  back  more 
money  in  a  single  quarter  to 
their  investors  than  they 
raised  from  them.  According 
to  researcher  Venture  Eco- 
nomics, seven  firms  cut  the 
size  of  their  funds  by  a  total 
of  $2.7  billion  in  the  second 
quarter  of  2002,  while  30  firms 
collectively  raised  $1.8  billion. 
The  $2.7  billion  can't  really  be 
considered  a  refund,  since 
venture  capitalists  only  collect 
money  when  they  need  it. 
Rather,  vcs  are  releasing  their 
investors  from  $2.7  billion  in 
commitments.  The  trend  is 
more  evidence  of  how  over- 
heated— and  overfunded — the 
venture-capital  industry  be- 
came during  the  heady  '90s. 
And  it  also  demonstrates  how 
even  top-tier  venture-capital 
firms  are  struggling  in  todays 
tough  business  environment. 
The  $2.7  billion  was  returned 
by  such  veteran  vcs  as  Accel 


CLOSING    BELL 


AD  GAMES? 

Interpublic  Group  shares  fell 
32%.  to  $13.40,  in  the  two 
trading  days  ended  Aug.  6, 
after  the  advertising  and 
marketing  holding  company 
said  it  would  postpone  its 
second-quarter  earnings  re- 
lease by  a  week,  to  Aug.  13. 
Questions  are  being  raised 
about  the  accounting  of 
client  billings. 


25 


STOCK  PRICE 


Ol 


THE  INTERPUBLIC  GROUP 
OF  COMPANIES.  INC. 


JULY  30.  '02  AUG.  7 

Data:  Bloomberg  Financial  Markets 


Partners  and  Charles  River 
Ventures. 


BUSINESS  FLIERS 
REJOICE-PRICEWAR! 

IN  THE  FACE  OF  WEAK  DEMAND. 
American  Airlines  quietly 
tried  to  cut  business  fares  by 
10%  by  offering  discounts 
through  certain  travel  agen- 
cies. But  the  move  prompt- 
ed an  aggressive  response  by 
Northwest,  which  fired  back 
with  published  business-fare 
cuts  on  Aug.  2.  Since  then, 
the  cuts  have  escalated  to 
40%  off  the  highest  unre- 
stricted fares  in  some  mar- 
kets. Other  airlines  have 
joined  the  fray  on  certain 
routes  for  travel  ending  next 
June.  Even  before  the  price 
war,  airlines  were  expected 
to  lose  $5.4  billion  this  year. 


CISCO  CANT 

SAVE  TECH 

what's  GOOD  FOR  CISCO 
Systems  isn't  necessarily 
good  for  industry  prospects. 
Shares  of  the  networking  gi- 
ant inched  up  8%,  to  $12.99, 
on  Aug.  7,  one  day  after  it 
reported  better-than-expect- 
ed  fourth-quarter  profits  of 
$772  million  on  a  12%  sales 
gain,  to  $4.8  billion.  But  Cis- 
co's ability  to  wring  out  prof- 
its doesn't  signal  a  thawing 
in  the  tech  industry.  Cisco 
beat  estimates  with  help  from 
increased  efficiencies,  a  slight- 
ly reduced  workforce,  and 
cheaper  component  costs. 
While  ceo  John  Chambers 
predicts  flat  or  slight  season- 
al growth  in  the  upcoming 
fiscal  first  quarter,  "we're  a 
little  bit  more  cautious"  than 
in  the  last  quarter  about 
market  conditions. 


NESTLE  EXPANDS 
ITS  FROZEN  ZONE 

LESS  THAN  TWO  MONTHS 
after  announcing  a  $2.6  bil- 
lion  merger  with   Dreyer's 


HEADLINER:   PATRICK   RYAN 


HITTING  A  ROUGH  PATCH 


AON  CEO  PATRICK  RYAN  HAS 

transformed  .the  little- 
known  Chicago  company 
into  the  world's  second- 
largest  insurance 
broker.  But  Ryan's 
legacy  may  be  in 
danger.  On  Aug. 
7,  Aon  said  it 
only  broke  even 
in  the  second 
quarter  because 
of  charges,  lower 
margins,  and  re- 
duced investment  in- 
come. "It  was  an  absolute- 
ly abominable  quarter." 
Ryan  admitted  in  a  confer- 
ence call. 

Worse,  Aon  said  it  may 
have  to  restate  four  years 
of  financial  reporting  after 
being  questioned  by  the 
Securities  &  Exchange 
Commission.  Wall  Street 


punished  the  stock,  sen 
it  down  30%,  to  $14.7" 
Aon  looks  weak  vs.  its 
archrival,  Marsh  & 
McLennan,  which  is 
flush  because  of 
soaring  insuranc 
premiums  post 
September  11. 
Aon  has  als 
staff  to  competi, 
tors  and  has 
trouble  integratii 
acquisitions.  "Pat 
kind  of  reminds  you 
the  slugger  who  stayed  oi 
two  years  too  long,  wreck 
ing  a  great  career,"  says 
Bear  Stearns  analyst 
Michael  A.  Smith.  Indeed 
the  bad  news  is  putting 
pressure  on  the  65-year-o 
Ryan  to  consider  an  exit 
before  things  get  wors 
Pallavi  G 


Grand  Ice  Cream,  Nestle  is 
expanding  its  freezer  section 
again.  On  Aug.  6,  the  Swiss 
food  giant  said  that  it  will  ac- 
quire frozen-food  maker  Chef 
America  for  $2.6  billion  in 
cash.  The  deal  will  add  the 
Hot  Pockets,  Lean  Pockets, 
and  Croissant  Pockets  brands 
to  Nestle's  frozen-meal  lineup, 
which  includes  Stouffer's  and 
Lean  Cuisine.  Privately  held 
Chef  America,  based  in  Den- 
ver, is  expected  to  generate 
sales  of  $720  million  this  year. 
Although  some  analysts  saw 
the  deal  as  pricey,  Nestle  ceo 
Peter  Brabeck-Letmathe  de- 
fended it  as  key  to  raising 
the  company's  share  of  the 
U.S.  frozen-food  market. 


IRESSA  GETS  A  STEP 
CLOSER  TO  MARKET 

ASTRAZENECA   PHARMACEUTI- 

cals'  cancer  drug,  Iressa, 
cleared  an  important  hurdle 
on  Aug.  7  when  the  Food  & 
Drug  Administration  sched- 


uled it  for  assessment  b 
panel  of  experts  on  Sept 
If   the    panel    recomme 
Iressa,  one  of  the  first 
new  wave  of  targeted 
therapies,  it  is  possible 
drug  will  be  approved 
marketing  by  yearend. 
have  speculated  that  the  I 
may  delay  the  drug,  a 
tial  blockbuster,  until  it 
review  results  from  lab 
clinical  trials  to  be  re: 
in   December.    But   a: 
Catherine  Arnold  of 
C.  Bernstein  says  the 
data  are  strong  eno 
support  Iressa's  approvi 


ET  CETERA . . . 


■  Ex-ImClone  Systems  » 
Samuel  Waksal  was  indicted 
federal  insider  trading  chaij 

■  The  Milton  Hershey  Scl 
asked  Pennsylvania  legislat 
to  stop  Hershey  Foods'  sal 

■  Penn  National  Gam 
agreed  to  buy  Hollyw> 
Casino  for  about  $780  mill 
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SPECIAL  ADVERTISING  SECTION 


ENERGY 


Meeting  global  energy  needs— responsibly 


i 


nergy  companies  are  in  a  "back-1 

looking  at  infrastructure  security  as  a  huge  new  element  of 

responsibility  for  their  industry. 
No  question,  Homeland  Security  promises  to  deeply  impact  the 
energy  sector.  Nuclear  power  stations,  major  natural  gas  pipelines, 
petroleum  and  finished  product  tank  farms,  refineries,  and  other 
facilities  need  "hardening,"  along  with  the  communications  systems 
that  support  them.  This  promises  to  be  a  fertile  area  for  innovation 
in  the  years  ahead. 


ENERGY 


2002 


Fortunately,  much  of  the  work  done  as  part  of 
Y2K  programs  can  be  rolled  over  to  Homeland 
Security.  Security  objectives  are  sure  to  require 
a  larger  role  for  government,  even  as  deregulation 
seeks  to  limit  the  state  and  federal  roles  and  allow 
efficient  energy  markets  to  take  over. 

While  the  administration  and  Congress  seek  to 

re-align  federal  agencies  for  Homeland  Security, 

one  thing  appears  certain:  National  security 

will  become  an  important 

State  and  federal     ^ptimjzjng»    element    in 

governments  and  ^ 

regulators  need 

to  create  a  more      operat.onofenergyfac.ht.es. 

certain  investment   Tradeoffs  Wl11  have  t0  be 
climate  balanced  among  security, 

environmental     impact, 
capital  investment,  operating  costs  and  siting. 

What  might  this  mean  for  different  sectors? 
The  United  States  Energy  Association  (USEA), 
Washington  DC,  advocates  the  following,  several 
elements  of  which  have  particular  import  to 
petroleum  companies: 

•  One  government  agency  tasked  with  the 
oversight  and  coordination  for  all  energy 
infrastructure  systems 

•  Filling  of  the  strategic  petroleum  reserve 

•  Enhancing  international  cooperation  in 
preparing  for  oil  supply  disruptions 

Shifting  global  politics 

Perhaps  it's  a  little  early  to  draw  the  correlation, 
but  if  America's  role  in  the  Middle  East  continues 
to  deteriorate  and  our  relationship  with  Russia 
continues  to  improve,  then  supply  lines  through 
Europe  and  to  the  U.S.  could  change.  Take  a  look  at 
petroleum  and  natural  gas  supply  reserves 
in  Europe,  and  you'll  see  that  Russia  possesses 
the  lion's  share.  Long-term,  oil  companies  are 
preparing  for  such  outcomes. 

The  decade-long  march  of  US  energy  compa- 
nies to  develop  projects  in  far-flung  parts  of  the 
globe  under  newly  minted  privatization 
programs  appears  to  have  slowed.  Many  compa- 
nies have  backed  away  from  Asian  and  Latin 
American  projects;  more  recently,  many  unregulated 
subsidiaries  of  US  electric  utilities  have  sold  most 
of  the  distribution  and  generation  assets  they 
bought  in  the  UK.  Europe  is  mixed,  with  some  US 
firms  getting  out,  but  some  staying  in.  Most 
observers,  however,  seem  to  think  German  and 
other  European  energy  firms  will  be  shopping  for 
US  assets. 

Transmission 

Almost  completely  left  out  of  electricity 
deregulation  and  competition  programs  in  the  U.S. 
was  transmission.  Two  reasons  are:  (1)  transmis- 
sion lines  are  interconnected  and  power  flows 
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through  paths  of  least  resistance,  so  interstate 
commerce  is  involved  and  (2)  transmission  was 
considered  a  "natural  monopoly."  Now  the  Federal 
Energy  Regulatory  Commission  (FERC)  has 
stepped  into  the  breach  and  seeks  tdtreate  several 
"super"  regional  transmission  organizations  (RTOs) 
responsible  for  electricity  markets. 

FERC  is  moving  in  the  right  direction  as 
the  nation's  transmission  infrastructure  could 
use  updating.  New  power  projects  have  trouble 
connecting  to  the  high-voltage  lines  or  getting 
transmission  access  contracts  to  move  their 
power.  Pioneering  firms  are  willing  to  acquire  or 
build  transmission  assets  and  they  appear  able  to 
obtain  financing  and  investment.  Regulated  utilities 
are  also  beginning  to  shake  some  money  loose  for 
this  purpose. 

State  and  federal  governments  and  regulators 
need  to  create  a  more  certain  investment  climate, 
achieve  the  RTO  objectives  with  suitable  corporate 
governance,  and  then  move  aside  into  an  oversight 
role  so  the  private  sector  can  function.  Opposition 
to  new  transmission  lines  could  put  the  entire 
nation's  electricity  system,  not  just  "markets," 
in  jeopardy. 


the  federal  nuclear  fuel  waste  repository  in 
Nevada,  industry  confidence  grows  in  nuclears 
long-term  viability. 

Energy,  autos,  and  fuel  cells 

An  interesting  dynamic  was  revealed  at  the  G-8 
Energy  Ministers  meeting,  sponsored  by  the  United 
States  Energy  Association  (USEA)  and  held  in 
Detroit,  Ml,  in  May:  Fuel  cell  technology  could 
become  a  convergence  point  for  the  energy  and 
the  automotive  industries. 

Here's  why:  Fuel  cells,  powered  by  hydrogen, 
are  a  long-term  solution  to  Detroit's  need  for  cleaner, 
more  efficient  automobile  'engines."  When 
hydrogen  is  the  fuel,  the  only  significant  emission 
is  water  vapor,  at  least  from  the  fuel  cell.  The 
technology,  similar  to  batteries,  involves  the  chem- 
ical conversion  of  the  fuel's  energy  into  electricity. 
Traditional  power  systems  are  based  on  a 
mechanical  conversion  process,  usually  combined 
with  combustion. 

At  the  same  time,  many  in  the  energy  business, 
including  fuel  suppliers,  utilities,  and  energy 
companies,  see  fuel  cells  anchoring  a  new 
electricity  production  and  delivery  concept  called 


Energy  companies  need  to  focus  on  their  exist- 
ing assets  now  that  it's  more  difficult  to  raise  money 
in  the  capital  markets  for  new  projects.  One  exam- 
ple of  this  is  the  nuclear  industry.  As  the  nation's 
nuclear  power  station  assets  get  concentrated  in 
fewer  and  fewer  hands,  these  firms  are  investing  to 
expand  output  and  productivity.  And  why  not?  The 
incremental  kilowatts  are  a  fraction  of  the  invest- 
ment of  new  power  plants,  regardless  of  the  fuel  or 
energy  source.  There's  even  a  renewed  appetite  for 
building  new  nuclear  units,  with  the  first  ones 
possibly  sited  at  existing  facilities.  As  long  as 
progress  con 'nues  on  Yucca  Mountain,  site  of 


micro-  and  mini-grids.  These  grids  include  small 
'distributed"  power  assets  very  near  or  at  load 
centers  that  are  automatically  operated  interac- 
tively to  supply  customer  load  or  the  grid, 
depending  on  load  demand,  electricity  prices,  etc. 
Fuel  cells,  at  least  some  designs,  are  unique 
because  they  can  produce  electricity  from  a  fuel  - 
the  cleanest  is  hydrogen  but  natural  gas,  methanol, 
and  even  coal-derived  fuel  gas  work  too -and 
can  operate  in  reverse.  That  is,  they  can  consume 
electricity  and  produce  fuel. 


POWER  POSITION 


ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  energy  business,  one  key  to  being  a  successful  player  is  strategic  positioning 


in  a  stable,  profitable  marketplace.  As  a  market  leader,  PSEG  has  helped  make 


PJM  (the  Pennsylvania,  New  Jersey,  Maryland  network)  one  of  the  most  highly 


regarded  power  pools  in  the  U.S.  It's  a  location  which  provides  a  sound  trading 


environment,  supportive  regulations  and  extensive  transmission  access.  But  this 


doesn't  mean  the  company  is  resting  on  its  accomplishments  either — PSEG  continues 


to  expand  its  generating  capacity  here  to  meet  the  burgeoning  energy  requirements 


of  the  region.  Talk  about  being  positioned  for  success. 


PSEG 

We  make  things  work  for  you. 


wwrw.pseg.com 
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Stephen  L.  Baum  Chairman.  President  and  CEO 

Sempra  Energy 
Generates  Impressive 
Results 

During  a  time  of  high  volatility  and  crisis 
in  the  energy  industry,  Sempra  Energy 
has  demonstrated  that  the  source  of  real 
power  is  straightforward  accomplishment. 
From  meeting  or  exceeding  its  financial 
goals,  to  outperforming  the  major  financial 
and  peer  company  indices,  Sempra  Energy 
generates  impressive  results. 

In  2001,  Sempra  Energy's  return  to 
shareholders  was  9.9  percent,  outper- 
forming the  Dow  Jones  Industrial  Average, 
the  Standard  &  Poor's  500  Index  and 
the  Standard  &  Poor's  Utilities  Index. 

Based  in  San  Diego,  Sempra  Energy  is  a 
Fortune  500  energy  services  corporation 
whose  companies  serve  the  largest 
customer  base  of  any  utility  company  in  the 
United  States.  The  Sempra  Energy  family 
of  companies  and  its  more  than  1 1 ,000 
employees  provide  an  integrated  package 
of  energy-related  products  and  services. 
Sempra  Energy  common  shares  trade  on 
the  New  York  Stock  Exchange  under  the 
symbol  "SRE."  The  company's  Web  site 
address  is  www.sempra.com. 

65^  Sempra  Energy 


New  sources  and  technologies 

With  this  year's  extension  of  the  production 
tax  credits,  the  wind  energy  industry  has  been 
given  a  new  lease.  Projects  that+iad  been  held  up 
because  of  the  delay  in  this  legislation  are  now 
moving  forward.  The  purchase  by  General  Electric 
Co.  of  Enron  Wind  has  also  stirred  some 
excitement  for  proponents  of  this  key  renewable 
energy  source. 

PSE&G  has  high  expectations  for  microsensor 
technology  (Public  Service  Electric  and  Gas  is 
a  subsidiary  of  PSEG,  a  Newark  N.J.-based 
diversified  energy  company)  -  "smart  sensors." 
This  technology  has  the  potential  to  transform 
the  electric  and  gas  utilities  of  today  into  'Smart 
utilities"  that  can  anticipate  problems  and  act  to 
head  off  equipment  failures  or  power  outages 
before  they  happen. 

Microsensors  involve  the  super  tiny  world  of 
microelectromechanical  (MEMS)  systems  and 
nanotechnology.  In  the  not-too-distant  future,  these 
sensors  -  smaller  than  human  hairs  -  with  "brains 
on-board,"  promise  to  give  PSE&G  unprecedented 
monitoring  and  diagnostics  capabilities  for 
its  infrastructure,  along  with  distributed  data 
processing  and  analysis.  These  microsensors 
are  already  used  in  a  broad  range  of  applications 
in  the  medical,  automotive,  safety,  defense,  and 
security  industries. 

According  to  Al  Keoppe,  President  and 
COO  of  PSE&G,  the  company  is  working  to  develop 
advanced  transformer  microsensors  capable 
of  detecting  or  predicting  problems  either 
with  its  equipment  or  its  security.  These 
sensors  would  be  installed  as  part  of  local  utility 
distribution  infrastructure. 

Keoppe  notes  that  "microsensors  designed  with 
on-site  intelligence,  coupled  with  knowledge-based 
programming  techniques  like  expert  systems 
and  neural  networks,  will  help  us  in  two 
ways.  At  a  time  when  the  security  of  our 
infrastructure  has  assumed  increased  priority, 
smart  sensors  will  give  our  security  people  regular 
updates  about  what's  happening  in  our  infrastruc- 
ture as  well  as  what  might  happen."  Smart  sensors 
will  also  improve  overall  system  security  and 
reliability  by  continuously  monitoring  information 
and  distributing  intelligence.  This  will  enable 
PSE&G  electric  system  operators  to  diagnose 
and  predict  future  operating  states  of  its  delivery 
system.  In  other  words,  they'll  be  able  to  tell  what's 
going  to  happen  in  the  system  before  it  happens. 

The  last  mile  gets  shorter 

With  its  unique  Fiber-in-Gassm  technology 
Sempra  Energy  safely  routes  fiber  cable  through 
existing,  live  gas  pipelines.  Customers  can  get  the 


high-speed  connections  they  need  and  telecoms 
can  connect  the  last  mile  quicker,  at  a  lower  cost 
and  with  less  time  digging  up  streets  and 
disrupting  people's  lives.  And  gas  utilities  have 
the  opportunity  to  lease  their  pipeline  space  to  the 
telecoms  for  new  sources  of  revenue. 


The  'fossil'  backbone 

Long-term  options  aside,  the  backbone  of  the 
nation's  energy  infrastructure  is  still  fossil  fuels  and 
will  be  for  decades  to  come.  Many  new  coal-fired 
power  plants  are  on  the  drawing  boards,  but 
natural  gas  is  still  the  fuel  that  most  stakeholders- 
environmentalists,  utilities,  politicians,  community 
leaders  -  can  agree  on. 

Companies  like  BP,  while  assuring  the  world  of 
a  plentiful  supply  of  attractively  priced  natural  gas, 
see  a  rising  need  for  a  robust  liquefied  natural  gas 
(LNG)  market  in  North  America.  But  while  most 
companies  focus  on  the  use  of  gas  in  transporta- 
tion and  electric  power  markets,  BP  adds  the 
production  of  "syncrude"  as  an  intermediate  for 
cleaner  diesel  fuel,  lubricating  oils,  and  jet  fuels. 

As  the  world's  insatiable  need  for  energy  rises 
daily  so  does  need  for  innovative  thinking,  smart 
and  responsible  practices  -  a  need  that's 
being  met  in  the  laboratories  and  plants  of  power 
companies  around  the  country. 

Jason  Makansi  is  president  of  Pearl  Street,  Inc. 
(www.pearistreetinc.com)  a  business  and  technology 
deployment  consulting  practice  based  in  St.  Louis, 
MO.  Makansi  was  previously  editor  in  chief 
of  Power  magazine  and  director/ power  industry 
for  Myplant.com,  an  information  and  engineering 
services  portal  for  vertical  industries. 

For  more  information  on  Special  Advertising 
Section     opportunities,     please     contact 
Stacy  Sass  McAnulty  at  212  512-6296  or 
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WELL  OF  THE  FCC: 
(DOLING  WHILE  TELECOM  MELTS? 


industry  has  been  more  battered  by  financial  woes 
nd  corporate  scandal  than  telecom.  Companies  like 
VorldCom  and  Global  Crossing  have  come  to  symbolize 
ech  high  jinks  and  accounting  gimmicks.  But  while 
tors  such  as  Securities  &  Exchange  Commission  Chair- 
iarvey  L.  Pitt  and  Federal  Energy  Regulatory  Com- 
n  boss  Patrick  H.  Wood  III  morph  from  corporate 
2s  to  aggressive  watchdogs,  Federal  Communications 
rission  Chairman  Michael  K.  Powell  seems  to  be  sticking 
he  kinder,  gentler  approach. 

:he  midst  of  a  $2  trillion  meltdown  in  telecommunica- 
Powell  has  not  deviated  from  the 
-off  course  he  charted  at  the  be- 
g  of  his  tenure  two  years  ago.  Ar- 

that  telecom's  woes  are  caused 
rket  forces  outside  the  Fee's  con- 
e  still  pursues  his  original  agenda: 
ng  broadband  by  deregulating  the 
Bells  and  relaxing  rules  limiting 
itration  of  media  ownership. 
w,  Powell's  single-mindedness  has 

to  attract  critics.  Democrats  such 
nators  Ron  Wyden  (D-Ore.)  and 

L.  Dorgan  (D-N.  D.)  accuse  him 
ng  little  to  protect  consumers  and   " 

to  develop  a  plan  to  revive  the  battered  industry, 
problems ...  are  more  profound  than  soothing  words 
one  leader  can  solve,"  says  Powell.  "I'm  not  going  to 
a  $34  billion  debt  problem  of  a  major  carrier  just  be- 

I  express  optimism  in  its  future."  Still,  a  growing 
er  of  business  reps  say  he  hasn't  been  vocal  enough  in 
oring  panicked  investors.  "This  was  the  largest  growth 

of  our  economy,"  says  one.  "He  should  use  his  political 
il  to  restore  confidence." 

:al  phone  companies  such  as  Verizon  Communications 
BC  Communications  claim  Powell  hasn't  addressed  the 
le  domino  effect  on  the  industry  if  WorldCom  can't 
)r  connections  to  local  networks.  "The  chairman  needs  to 

from  proposing  to  disposing,"  says  Walter  B.  Mc- 


ON  THE  HILL:  Urged  to  get  engaged 


Cormick  Jr.,  president  and  ceo  of  the  U.  S.  Telecom  Assn., 
which  represents  local  phone  carriers.  "Nothing  can  be  fixed 
by  having  the  FCC  sit  on  its  hands."  Another  lobbyist  calls 
Powell  "the  Herbert  Hoover  of  telecom." 

The  FCC  boss  got  a  taste  of  the  changed  mood  at  a  July  30 
Senate  Commerce  Committee  hearing.  "The  current  climate 
requires  a  very  different  regulatory  approach,"  lectured 
Wyden.  One  request  from  Dems:  The  FCC  should  step  up 
oversight  by  expanding  industry  audits.  Powell  says  he's 
considering  that,  but  audits  to  assess  phone  company  costs 
and  help  set  rates  may  not  root  out  financial  fraud.  Separately, 
he  issued  public  assurances  to  World- 
Com customers  that  their  service  would 
not  be  shut  off  without  notice  only  after 
prodding  by  Representative  Edward  J. 
Markey  (D-Mass.).  The  FCC  says  it  al- 
ready had  been  working  privately  with 
WorldCom  to  protect  anxious  consumers. 
Indeed,  Powell  says  the  FCC  is  doing 
"virtually  everything  in  our  authority 
that  we  can  do."  After  WorldCom  dis- 
closed its  $3.8  billion  accounting  error  on 
June  26,  he  made  a  quick  trip  to  Wall 
Street  to  meet  with  investors  and 
"  lenders  such  as  Bank  of  America.  And 
as  a  member  of  the  President's  Corporate  Fraud  Task  Force, 
he's  providing  expertise  to  Justice  Dept.  and  sec  investigators 
building  cases  against  alleged  wrongdoers. 

Up  until  now,  Powell — son  of  Secretary  of  State  Colin 
Powell — could  count  on  friends  in  high  places  to  shield  him. 
Unlike  Pitt,  he  has  developed  a  network  of  supporters,  in- 
cluding Senate  Commerce  Committee  ranking  member  John 
McCain  (R-Ariz.)  and  House  Commerce  Committee  leaders 
WJ.  "Billy"  Tauzin  (R-La.)  and  John  D.  Dingell  (D-Mich.). 
"He  has  more  political  capital  on  the  Hill  than  any  Bush 
appointee,"  says  Precursor  Group  telecom  analyst  Scott  C. 
Cleland.  But  if  the  telecom  blowups  continue,  Powell  may  find 
that  his  powerful  backers  can't  keep  deflecting  the  heat. 

By  Catherine  Yang 


CAPITAL  WRAPUP 


LY  IS  LISTING 


ill  women  be  big  losers  in  the 
term  elections?  Emily's  List,  a  po- 
al-action  committee  that  backs  pro- 
ce,  women  Dems,  has  a  losing 
>rd  so  far  this  cycle.  The  most  no- 
e  defeat  came  on  Aug.  6  in  Michi- 
when  Representative  John  D. 
gell  trounced  fellow  Dem  Represen- 
tee Lynn  N.  Rivers. 
Vhen  redistricting  threw  both  into 
same  district,  Rivers  mounted  a 
ppy  campaign  with  the  help  of  lib- 


eral groups,  emily's  List  gave  her 
$350,000.  With  Rivers'  defeat,  emily's 
has  lost  five  out  of  nine,  including  bids 
in  Illinois,  West  Virginia,  and  Ten- 
nessee. Certainly,  the  pac  can  expect  to 
lose  a  few,  since  it  often  backs  women 
candidates  despite  long  odds.  And  it 
wasn't  all  bad  news  in  Michigan:  Attor- 
ney General  Jennifer  Granholm  over- 
powered two  other  Democratic  candi- 
dates for  governor,  thanks  in  part  to 
$450,000  from  emily's  List.  But  it's  not 
shaping  up  as  a  banner  year. 


WELLSTONE'S  BRAINSTORM 

►  Paul  D.  Wellstone  (D-Minn.),  the 
Senate's  reigning  liberal,  has  not  only 
outraised  Republican  opponent  Norm 
Coleman  but  added  a  populist  twist  to 
traditional  dialing-for-cash:  He's  hold- 
ing "time-raisers."  Instead  of  money, 
Wellstone  asks  donors  for  two  hours  of 
time  each  week  until  the  election. 
Coleman,  meanwhile,  has  been  getting 
help  from  the  Commander-in-Chief 
himself;  one  fund-raiser  with  President 
Bush  netted  Coleman  $2  million. 
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TAIWAN 


TAIWAN'S 
ANGRY  MAN 

Will  Chen's  independence  rhetoric  provoke  Beijing? 


It's  just  what  this  fragile  world  doesn't 
need:  another  full-blown  Taiwan-Chi- 
na crisis.  One  that  hammers  investor 
confidence  in  the  Pacific,  undoes 
months  of  fence-mending  between  Wash- 
ington and  Beijing,  and  pushes  Beijing 
into  truculent  actions  it 
doesn't  want  to  take. 

The  odds  of  such  a 
crisis  increased  dramat- 
ically on  Aug.  3.  Tai- 
wan President  Chen 
Shui-bian  declared  in  a 
speech  that  China  and 
Taiwan  are  separate 
countries  and  called  for 
legislators  to  consider 
authorizing  a  referen- 
dum on  independence. 
Beijing  has  long  threat- 
ened to  invade  should  Taiwan  officially 
break  from  the  mainland.  On  Aug.  6, 
Chen  stepped  back  a  bit,  saying  that  Chi- 
na and  Taiwan  enjoy  "equal  sovereignty." 
And  Taiwan's  military  canceled  exercises 
planned  for  Aug.  15.  Even  so,  the  Com- 
munist Party's  mouthpiece,  Peoples  Dai- 


TAIWAN'S  BAD  WEEK 
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ly,  warned  on  Aug.  7  that  "the  chances  of 
Beijing  using  military  force  to  settle  the 
Taiwan  question  may  be  heightened"  if 
Chen  pushes  for  a  referendum. 

Why  would  Chen  risk  ending  the  re- 
cent dance  of  detente  between  Taipei 
and  Beijing — a  dance 
he  has  helped  choreo- 
graph? Political  ana- 
lysts say  Chen  is  will- 
ing to  gamble  that  he 
can  score  points  politi- 
cally at  home  without 
provoking  China  to 
launch  any  truly  dan- 
gerous military  action. 
His  ruling  Democratic 
Progressive  Party,  of 
which  he  recently  be- 
came chairman,  is  fac- 
ing an  uphill  battle  in  key  mayoral  elec- 
tions in  Taiwan's  two  largest  cities  in 
December.  Another  worry:  Former 
President  Lee  Teng-hui's  new  pro-inde- 
pendence party,  the  Taiwan  Solidarity 
Union,  appeals  increasingly  to  hardcore 
Beijing-haters  in  the  DPP.  And  the  po- 


litically weak  Chen  may  simply 
wanted  Beijing  to  take  him  serious! 

That's  probably  why  Chen  chose  t 
make  his  comments  to  a  pro-indep  E 
dence  group.  If  China  responds  n 
heavy-handed  rhetoric  or  military 
ercises  in  the  Taiwan  Strait,  that  ca 
inspire  voters  to  rally  around  the  DP? 
the  local  elections,  which  will  set  ] 
stage  for  the  next  presidential  v 
2004.  "It  relates  very  much  to  dome 
Taiwan  issues,"  says  a  Western  diplor 


CHINA-BASHERS  ARE  BACK  ON  THE  JOB  IN  THE  U.S. 


Taiwan  and  China  aren't  the  only 
ones  on  a  possible  collision  course 
these  days.  So,  too,  may  be  the 
U.  S.  and  China.  The  Bush  Administra- 
tion had  eased  tense  relations  with  Bei- 
jing after  a  crisis  over  the  collision  be- 
tween a  U.  S.  spy  plane  and  a  Chinese 
fighter  jet  was  resolved  in  April,  2001. 
China's  entry  into  the  World  Trade  Or- 
ganization last  year  ended  acrimonious 
annual  fights  over  normal  trade  rela- 
tions with  Beijing.  The  Bush  team  also 
halted  another  irritant,  the  yearly  deci- 
sion on  arms  sales  to  Taiwan.  Septem- 
ber 11  cemented  the  detente,  as  Beijing 
offered  to  aid  the  war  on  terrorism. 
Now,  though,  the  roller-coaster 


Washington-Beijing  relationship  seems 
headed  for  another  dip.  The  anti-China 
coalition  in  Congress  that  long  fought 
the  establishment  of  normal  trade  rela- 
tions with  Beijing  has  regrouped  and  is 
threatening  new  legislative  actions  this 
fall.  Tensions  over  Taiwan  may  provide 
more  ammunition  for  China-bashers. 
With  China  skeptics  again  speaking  out, 
"China's  top  leaders  understand  that 
the  relationship  between  the  U.  S.  and 
China  will  surely  go  downhill  in  the 
next  few  years,"  says  Yan  Xuetong,  di- 
rector of  Qinghua  University's  Institute 
iternational  Studies 
The  resurgence  of  anti-China  senti- 
ment puts  President  Bush  in  a  bind. 


The  Administration  already  ind  .. 
hard-liners  who  worry  that  Chii  . 
bent  on  regional  hegemony 
come  a  U.  S.  adversary.  In  late . 
Pentagon  published  a  report 
China's  defense  budget  to  be 
rather  than  the  $20  billion  Bett 
ports.  But  Bush  can't  play  hard 
because  he  needs  Beijing  in  tfl 
ism  fight.  The  White  House  afl  | 
Chinese  acquiescence  at  the  H 
rity  Council  if  the  U.  S.  tries  tfl 
Iraq's  Saddam  Hussein. 

The  President's  current  stanc 
likely  to  deter  the  rejuvenated 
China  coalition,  however.  The  lo 
knit  group  unites  Republican  ~« 


ft'. 
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ijing.  "Chen  has  just  taken  over 
Darty]  chairmanship,  and  he  wants 
fine  his  cross-strait  position." 
en  may  also  have  been  sending  a 
1  to  Washington  not  to  back  away 
its  support  of  Taiwan.  His  gambit 
s  at  a  time  when  the  Bush  Admin- 
ion  is  trying  to  ease  tensions  with 
i,  especially  since  the  U.S.  is  anx- 
x>  avoid  Chinese  opposition  to  mili- 
moves  against  Iraq.  Deputy  Secre- 
of  State  Richard  L.  Armitage  is 


SABER-RATTLING 

Chen's  words  may  be  a 
political  ploy  as  local 
elections  loom 

due  in  Beijing  later  in  Au- 
gust, and  President  George 
I  W  Bush  will  host  Jiang  at 
'  his  Texas  ranch  in  October. 
"The  Sino-U.S.  relationship 
I  is  getting  back  on  a  more 
I  stable  path,  and  [Chen  and 
I  his  advisers]  feel  uncomfort- 
I   able  about  this,"  says  Philip 
Yang,  a  professor  at  Nation- 
I  al    Taiwan    University    in 
Taipei.  "They  want  to  tell 
Washington  that  we  are  the 
democratic  government  and 
have  the  right  to  exercise 
self-determination." 

But  the  Taiwanese  Presi- 
dent may  have  miscalculat- 
ed. The  Taiwan  Stock  Ex- 
change index  plunged  7%  in 
the  two  trading  days  after 
his  Aug.  3  speech,  largely 
because  of  fears  of  political 
instability,  before  recover- 
ing some  ground.  Chen's  critics  argue 
that  Taiwan  has  no  choice  but  to  inte- 
grate further  with  the  mainland,  where 
Taiwanese  companies  are  estimated  to 
have  invested  more  than  $50  billion. 
Mainland  China  has  recently  surpassed 
the  U.S.  as  Taiwan's  biggest  export 
market.  Now,  progress  on  easing  re- 
strictions on  direct  links  between  Tai- 
wan and  the  mainland  could  be  slowed. 
Privately,  the  Bush  Administration 
was  none  too  pleased  with  Chen's  re- 


marks, either.  Like  previous  Adminis- 
trations, the  Bush  White  House  sup- 
ports a  one-China  policy,  wants  differ- 
ences settled  peacefully,  and  opposes 
provocative  acts  from  either  side.  Al- 
though Bush  has  declared  that  he  would 
do  "whatever  it  takes"  to  defend  Tai- 
wan, even  hard-liners  such  as  Deputy 
Defense  Secretary  Paul  D.  Wolfowitz 
oppose  independence  for  Taiwan. 

So  what  now  to  expect  from  China 
and  Taiwan?  One  indicator  of  China's 
fury  will  be  its  annual  summer  military 
exercises,  which  start  in  late  August. 
These  could  be  ratcheted  up  in  force  to 
send  a  signal  of  displeasure  over  Chen's 
latest  moves.  If  the  exercises  get  too 
threatening,  that  could  send  Asian  mar- 
kets into  paroxysms — just  when  the  re- 
gion's bourses  are  giving  up  gains  from 
earlier  this  year.  One  wild  card  is  the 
current  struggle  among  top  Chinese 
leaders  over  who,  if  anyone,  will  succeed 
President  Jiang  Zemin  as  general  sec- 
retary of  the  Communist  Party  at  this 
autumn's  Party  Congress. 

Chen  may  have  timed  his  remarks  to 
take  advantage  of  that  power  struggle: 
Cadres  maneuvering  for  position  may  be 
slower  to  react  to  the  pesky  Taiwanese 
than  a  unified  Chinese  leadership.  As  for 
a  referendum  on  independence,  analysts 
say  it's  unlikely  to  happen  before  the 
next  presidential  vote  in  two  years.  In 
politics,  that's  an  eternity.  But  if  Chen's 
pronouncements  win  his  party  big  gains 
in  December,  Beijing  may  consider  such 
a  victory  another  provocation — and  take 
provocative  steps  of  its  own. 

By  Bruce  Einhorn  in  Taipei,  Dexter 
Roberts  in  Beijing,  and  Stan  Crock  in 
Washington 


h  pro-labor  and  pro-human 
nocrats.  And  it  is  backed  up 
>us  China  experts.  Several 
shed  anti-China  books,  while 
ve  on  the  new,  congressional- 
ed  U.  S.-China  Security  Re- 
mission. Its  first  annual  re- 
ly warned  that  if  the 
p  is  mishandled,  China  could 
mificant  economic  and  securi- 
ns  for  our  country." 
r  of  the  coalition  is  Senator 
Byrd  (D-WVa.),  the  pow 

an  of  the  Senate  Ap 
ns  Committee.  He 
China 
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IN  SEASON 

Some  authors 
are  stoking  the 
anti-China  fire 


vehicles  for  anti-China  amendments. 
They're  expected  to  demand  greater 
disclosure  by  Chinese  companies  raising 
capital  in  the  U.  S.  and  tighter  restric- 
tions on  high-tech  exports  to  Beijing, 
which  they  fear  could  be  used  for  mili- 
tary purposes.  "Do  we  really  want  to 
arm  China?"  asks  Michael  A.  Ledeen, 
the  commission's  vice-chairman  and  an 


American  Enterprise  Institute  scholar. 
"That  seems  to  me  to  be  a  big  mis- 
take." A  legislative  drive  could  under- 
mine Sino-U.  S.  ties  just  as  President 
Jiang  Zemin  visits  the  U.  S.  in  October. 

How  bad  could  relations  get?  The 
Administration  is  likely  to  fight  dracon- 
ian  measures,  but  the  debate  alone  over 
anti-China  proposals  can  spark  a  nega- 
tive reaction  from  Beijing.  "The  threat 
to  Sino-U.  S.  relations,  the  threat  to 

world  peace,  doesn't  he  in  China 
but  rather  in  [those]  who  have 
fabricated  this  China  threat,"  Xie 
Feng,  the  Chinese  embassy's 
spokesman  in  Washington,  recent- 
ly told  reporters.  If  the  anti-China 
crowd  gets  busy,  Beijing  may  soon 
have  tougher  things  to  say. 

By  Stan  Crock  in  Washington, 
with  Dexter  Roberts  in  Beijing 
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ECONOMICS 

A  CASE  OF 
AMERICAN  FLU 

Asia,  knocked  for  a  loop,  is 
jittery  about  a  U.  S.  double  dip 

For  the  better  part  of  this  year,  as 
U.  S.  stock  markets  reeled,  in- 
vestors started  looking  again  to 
East  Asia  as  an  oasis  of  opportunity. 
Bourses  in  South  Korea,  Thailand,  and 
Indonesia,  fueled  by  buoyant  domestic 
demand,  surging  exports,  and  improved 
financial  sectors,  were  among  the  world's 
best  performers.  As  booming  China 
sucked  in  record  imports,  hope  rose  that 
Asia  could  rely  on  a  powerful  new  eco- 
nomic engine.  Even  Japan  began  re- 
sembling a  safe  haven  for  global  capital; 
the  Nikkei  average  soared  21%  between 
February  and  June. 

But  in  short  order,  a  stream  of  bad 
U.S.  economic  news  has  helped  bring 
Asia's  markets  back  to  earth.  Even 
though  most  U.S.  economists  doubt 
there   will   be   a   ^■■■bhiwub 


And  in  Taiwan,  where  a  new  war  of 
words  between  Beijing  and  the  island's 
government  (page  52)  has  raised  anxi- 
eties, stocks  are  off  15%  for  the  year. 
Hardest  hit  have  been  shares  in  ex- 
porters of  electronics,  steel,  and  auto 
parts.  Shares  of  chip  giant  Taiwan  Semi- 
conductor Manufacturing  Co.,  for  exam- 
ple, have  dropped  by  half,  to  $1.37. 

A  new  U.S.  rally  could  push  Asian 
stocks  back  up,  but  the  point  has  been 
made:  The  region's  economic  fate  remains 
heavily  linked  to  the  U.S.  Exports  to 
America  account  for  10%  of  Asia's  gross 
domestic  product,  notes  Morgan  Stanley 
economist  Andy  Xie.  Just  as  the  U.S. 
tech  crash  threw  Taiwan,  Japan,  and 
Singapore  into  recession  in  2001,  Ameri- 
ca's recovery  helped  boost  the  region's 
exports  by  13%  in  this  year's  first  half. 

If  the  U.  S.  slips  back  into  recession, 
Xie  figures,  projected  growth  in  non- 
Japan  Asia  would  fall  from  5.8%  next 
year,  to  3.5%.  Japan's  recovery  hopes 
would  be  dashed.  Half  of  the  5.7% 
growth  rate  Japan  posted  in  the  first 
quarter  came  from  exports.  Already,  its 
producers  are  stinging  from  the  yen's 
10%  jump  against  the  U.  S.  dollar.  "Just 
when  Japan's  economy  seemed  to  be 
getting  some  momentum,  the  yen  has 


strengthened,  and  that's  quite  w 
rying,"  laments  Toyota  Motor  G 
President  Fujio  Cho. 

Asian  markets  also  remain 
pendent  on  foreign  capital.  U. 
vestors  account  for  one-third  of 
in  the  Thai  bourse — and  most  of 
$3.5  billion  yanked  from  Ja 
stocks  since  June.  The  Nikkei's 
in  turn  compounds  Japan's  bai 
crisis,  as  equity  losses  undercut 
capital  base  of  big  banks.  A  U.  S. 
ble  dip  "could  have  some  disasl 
consequences,"  says  HSBC  Sec 
Inc.  strategist  Garry  Evans. 

Asia's  strongest  exporters 
the  impact  will  be  light.  "The  U 
certainly  seems  to  be  surrounded 
negative  factors,"  says  Honda  Mi 
Co.  North  America  Chairman  Ki 
Amemiya.  "But  we  still  expect 
mand  for  autos  to  exceed  16 
units  this  year,"  a  slight  dip 
2001.  Other  companies  are  looking 
neighboring  markets.  Samsung  El 
tronics  Co.  says  China,  Japan,  and 
Asian  nations  now  take  30%  of  its  dij 
TVs,  chips,  and  notebook  compute 
the  same  proportion  as  the  U.  S, 
think  we  can  achieve  our  earlier  pr^ 
tions,  despite  what's  happening  in 
U.  S.,"  says  Senior  Vice-President  CI 
II  Hyung.  And  China's  imports  from 
wan  leaped  by  30%  in  June. 

China  is  indeed  an  increasingly  f 
portant  customer:  Imports  from  As 
neighbors  are  up  22%  this  year,  i 
much  of  that  is  materials  used  in  goc 
assembled  in  China  and  exported  to  t 
U.  S.  It  will  be  years  before  China  c 
fully  make  up  for  slack  in  Ameri 
That's  especially  true  in  informati 
technology  products,  which  account  : 
37%  of  Asia's  exports.  "If  troubles  pi 
sist  through  next  year,  everybody  v 
be  hit,"  says  Park  Hyeong  II,  a  gene! 
manager  of  Korea's  LG  Electronics. 
If  America's  recovery  remains 
track,  that's  great  news.  But  lacki 
solid  evidence  of  that,  expect  invest! 
to  approach  Asia  with  great  caution. 
By  Brian  Bremner  in  Tokyo,  w 
Moon  Ihlwan  in  Seoul  and  Di 
Roberts  in  Beijing 


new  recession, 
Asian  investors  are 
spooked  by  slowing 
U.  S.  growth  and 
falling  manufactur- 
ing orders  and  con- 
sumer confidence. 
Japan's  Nikkei  and 
Korea's  kospi  in- 
dexes have  lost  all 
of  this  year's  gains. 


AS  ASIAN  EXPORTS 
TO  THE  U.S.  SLIDE... 


...EXPORT-DEPENDENT  ECONOMIES 
MAY  STAY  SLUGGISH... 


...AND  CAPITAL  COULD 
KEEP  LEAVING  THE  REGIC 
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EUROPE 

E-COMMERCE 
STARTS  TO  CLICK 

At  last,  European  customers 
are  flocking  to  the  Web 

Philippe  Estela  has  joined  the  In- 
ternet generation.  The  35-year-old 
Paris  marketing  executive  used 
to  buy  his  train  tickets  through 
one  of  the  simple  but  clunky  Minitel 
terminals  distributed  to  households  by 
the  French  government  in  the  1980s. 
Now,  he's  a  convert  to  the  national  rail- 
road's Web  site,  where  he  can  check 
schedules,  book  train  and  plane  tickets, 
and  even  reserve  rental  cars  and  hotel 
rooms.  "Minitel  had  be- 
come a  dinosaur,"  says 
Estela.  "The  Web  is  a  lot 
more  practical,  function- 
al, and  comfortable." 

Estela  is  not  alone. 
French  rail — Societe  Na- 
tionale  des  Chemins  de 
Fer  Francais  (sncf) — 
logged  nearly  2  million 
visitors  to  its  Web  site 
in  June,  up  63%  from  a 
year  earlier,  and  ticket 
sales  in  the  first  six 
months  topped  $122  mil- 


THE  EURO  NET  TICKS  UP 
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lion,  70%  more  than  the  first  half  of 
2001.  "The  market  is  in  full  devel- 
opment. We're  just  trying  to  man- 
age our  growth,"  says  Denis  Wathi- 
er,  director  of  SNCF's^Net  unit. 

Did  somebody  say  growth?  Yes, 
indeed.  This  year,  while  the  world's 
attention  has  been  diverted  by 
slumping  stocks  and  telecom  tur- 
moil, 12.7  million  new  Net  users 
have  signed  on  in  Europe's  five 
largest  nations — Britain,  France, 
Germany,  Italy  and  Spain — says  re- 
searcher Nielsen/NetRatings  Inc.  in 
London.  That  brings  those  coun- 
tries' active  Net  population  to  60 
million,  up  14%  in  just  the  past 
six  months.  By  comparison,  ac- 
tive users  in  the  U.  S.  have  held 
flat,  at  105  rnillion,  over  the  same 
period.  "There's  been  a  lot  of 
gloom  and  doom  and  a  lot  of  bank- 
ruptcies, but  consumers  don't 
care,"  says  Jaap  Favier,  an  Inter- 
net analyst  at  Forrester  Research 
Inc.  in  Amsterdam.  "They're  still 
flocking  to  the  Net." 
And,  Europeans  are  spending 
more  money  online.  Take  Egg  PLC  of 
London,  the  leading  online  financial- 
services  company  in  Europe.  It  added  a 
record  205,000  customers  in  the  second 
quarter,  and  more  than  doubled  its  op- 
erating income,  to  $121  million.  Europe's 
largest  discount  carrier,  easyJet  Airline 
Co.,  sold  $80  million  more  tickets  on- 
line in  the  six  months  ended  Mar.  31 
than  it  did  a  year  earlier. 

American  Net  giants  now  see  Eu- 
rope as  a  growth  opportunity.  Microsoft 
Corp.  has  driven  its  MSN  portal  to  the 
No.  1  position  in  Europe.,  with  119  mil- 
lion visits  per  month.  Judy  Gibbons, 
msn's  vice-president  for  Europe,  the 
Middle  East,  and  Africa,  says  msn's  re- 
gional revenues  grew  27%  in  the  year 
ended  June  30. 

Results  have  been  even  better  at  e- 
commerce  giant  Amazon.com  Inc.  Com- 
bined revenues  for  the  company's  four 
non-U.  S.  domains — Britain,  France,  Ger- 
gg^g  many,  and  Japan — grew 
at  more  than  70%  annu- 
ally in  each  of  the  past 
three  quarters,  topping 
$218  million,  or  273  of 
Amazon's  total,  in  the 
quarter  ended  June  30. 
Amazon's  French  traffic 
has  nearly  tripled  in  the 
past  12  months.  Europe's 
love  affair  with  the  Net 
is  only  beginning. 

By  Andy  Reinhardt. 
with  Christina  White 
Passariello,  in  Paris 


CURRENCIES 

A  LUCKY  BUCK, 
FOR  NOW 

The  dollar's  sudden  strengt| 
doesn't  look  likely  to  last 

Stomach-churning  dips  haven't  b 
confined  to  the  stock  markets.  ( 
rency  markets,  too,  have  been 
ing  investors  a  hair-raising  ride.  Fi 
the  dollar  went  into  a  nosedive  aga 
the  euro — plunging  18%  from  mid-v 
uary  to  mid-July.  Now  the  greenb 
has  suddenly  come  back,  rising  al 
4%,  to  97.4(2  to  the  euro  on  Aug.  7. 

Why  the  turnabout?  The  dollar,  i 
lysts  say,  is  benefiting  from  a  numbe 
short-term  effects.  Once  those  fade, 
some  traders,  watch  out.  "We  think 
dollar  downtrend  is  still  in  place," 
Stephen  Hull,  currency  strategic 
Goldman,  Sachs  &  Co.  in  London. 

Like  equities,  the  dollar  was  hit  hj 
by  the  outlook  for  weaker  U.  S.  gro: 
and  the  U.S.  corporate  scandals.  I 
the  currency  mar- 
kets, like  stocks,  are 
pausing  after  a 
huge  move.  Specu- 
lators are  taking 
profits  and  covering 
their  short  positions. 

Japanese    inter- 
vention    has     also 
boosted  the  green- 
back,    sending     it 
from    around     116      Data:  B,oomber* FiM" 
yen  to  about  121  over  a  two-week 
od.  At  the  same  time,  U.S.  invest 
worried  about  everything  from  poss 
wTar    with     Iraq    to    global    gro\ 
prospects,  are  bringing  money  hoi) 
leading  to  big  dollar  purchases.  ^1 
hope  has  surged  that  Federal  Rese| 
Chairman  Alan  Greenspan  will  cut 
on  Aug.  14.  giving  a  boost  to  U.SJ 
uities  and  the  economy.  "Investors  thj 
the  cavalry  is  coming  to  save  the  d;l 
says  Rebecca  Patterson,  currency  stnl 
gist  at  J.  P.  Morgan  Chase  &  Co.  in  Ll 
don.  A  Fed-led  recovery  would  prov| 
little  reason  to  bet  on  the  yen  or  ei 

How  long  will  the  dollar's  stren^ 
last?  Some  traders  are  betting  it 
surge  to  93e  to  the  euro.  Others 
skeptical.  Goldman  Sachs,  for  instar| 
forecasts  that  record  trade  deficits 
drive  the  dollar  down  again,  to  $1.0£| 
the  euro,  within  six  months.  This  v 
ride  isn't  over. 

By  Stanley  Reed  in  Loni\ 
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e  electronics  manufacturer 

jams  of  pumping  up  the  volume 
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A  brilliant  idea  can  only  truly  shine  when  it  can  be  brought 
to  market  quickly.  Agilent  helps  manufacturers  take  a  new 
idea  from  design  to  profit  sooner  than  you'd  ever  dream 
possible.  With  scalable  testing  platforms.  With  unsurpassed 
global  support.  And  with  a  partnership  approach  that 
enables  electronics  manufacturers  to  keep  the  lines  moving, 
to  reach  maximum  volume  in  minimum  time,  to  keep  costs 
down  and  profits  up.  And  that's  something  to  shout  about. 
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RUSSIA 


MONEY  TO 
BURN . . .  PUTIN 

Tycoon  Boris  Berezovsky 
funds  a  smear  campaign 

Say  this  for  the  energetic  Russian 
tycoon-turned-politician  Boris  Bere- 
zovsky: He's  not  one  for  half  meas- 
ures. Now  living  in  Britain,  he  says  he's 
planning  to  spend  $100  million  of  his 
fortune — which  he  pegs  at  $1.5  billion  to 
$2  billion — on  a  political  campaign  to 
brand  Russian  President  Vladimir  V. 
Putin  as  a  murderous  dictator.  "Putin  is 
trying  to  build  an  authoritarian  regime 
in  Russia,"  Berezovsky  says.  "I  am  us- 
ing my  financial  resources  to  create  an 


FAST  STUDY 


A  n't  T  '^er  ^e  Soviet  Union's  collapse, 
rVL»  I  1  Berezovsky,  a  mathematician  born  in 
Moscow  in  1946,  makes  millions  on  various 
interests  including  car-dealership  chain  Logavaz. 


KREMLIN  INSIDER 


A  n±.   TT  Helps  Boris  Yeltsin  get  reelected 
f\Cl  11  in  1996  and  then  pulls  strings 
inside  the  Kremlin  itself. 


really  matter  if  Berezovsky  is  a  saint  or 
a  sinner  if  what  he  is  doing  can  encour- 
age more  democratic  development  in 
Russia,"  says  Blair  A.  Ruble,  director  of 
the  Kennan  Institute  for  Advanced 
Russian  Studies  in  Washington. 

Berezovsky's  saga  embodies  the 
bizarre  character  of  post-Soviet  Russia. 
In  Act  One,  he  used  his  skills  as  a 
mathematician  to  get  rich  fast,  was 
nearly  killed  by  a  car  bomb,  bankrolled 
Boris  Yeltsin's  1996  presidential  reelec- 
tion, and  created  a  business  empire  that 
stretched  from  TV  network  ort  to  na- 
tional airline  Aeroflot.  Then  he  became  a 
player  in  the  enfeebled  Yeltsin's  Krem- 
lin, a  kind  of  puppet  master  in  an  alco- 
hol-saturated court. 

The  curtain  came  down  after  a  sober 
ex-KGB  colonel,  Vladimir  V.  Putin,  be- 
came President  and  told  biznessmen  like 
Berezovsky  to  butt  out  of  politics.  Putin 
then  pressured  Berezovsky  to  sell  pieces 


has  agreed  to  show  it,  so  Berezovsl 
new  Liberal  Russia  political  party  is 
ranging  for  private  screenings.  Meanvvi 
his  New  York-based  International  Fo 
dation  for  Civil  Liberties  offers  legal 
sistance  to  the  kin  of  Russian  sail 
drowned  in  the  Kursk  submarine.  r 
families  may  appeal  a  prosecutor's  elect 
that  found  no  criminal  culpability  in 
Kursk  sinking. 

The  Kremlin  belittles  Berezovsl 
efforts.  "He  is  trying  to  avoid  the  c 
tiny  of  a  forgotten  tycoon,"  says  a  Pi 
aide.  An  FSB  spokesman  says:  "Be 
zovsky's  stupid  accusations  have  noth 
to  do  with  reality."  But  even  thoi 
Berezovsky  remains  highly  unpopt 
in  Russia,  he  is  tapping  deep  suspicic 
More  than  40%  of  Russians  say  it, 
likely  that  the  secret  services  are  lirr 
to  the  bombings.  "He  sensed  the  d 
gerous  aspects  of  Putin's  activities  e 
her  than  anyone  else,"  says  Alexei 


(EZOVSKY'S 
RISE  AND  FALL, 
IN  THREE  ACTS 


OLIGARCH  IN  EXILE 


Act  III 


In  November,  2000,  he  flees 
to  London  rather  than  face 
prosecutors'  questions  on  his  role  in  alleged 
embezzlement  at  Aeroflot — a  matter  he  views  as 
politically  inspired  by  Putin.  Now  plots 
$100  million  political  campaign  to  oust  Putin. 

Data:  BusinessWeek 


opposition."  He  outlines  the  project  be- 
tween bites  of  penne  pasta  at  Sartoria 
on  London's  Savile  Row,  just  down  the 
street  from  his  office.  As  was  his  habit 
in  Moscow,  he's  accompanied  by  body- 
guards. He's  sipping  an  $80  bottle  of 
Chardonnay;  they're  on  apple  juice. 

For  Berezovksy,  Russia's  celebrity 
oligarch,  this  new  venture  amounts  to 
Act  Three  of  a  turbulent  odyssey.  His 
get-Putin  plan  seems  improbable,  but 
it  should  not  be  dismissed.  After  all,  a 
public  reared  on  Soviet  lies  is  vulnerable 
to  Berezovsky's  core  message  that  an 
arrogant  state  is  capable  of  heinous  ac- 
tions. And  democracy-building  is  typi- 
cally a  messy  process  in  which  muck- 
rakers,  even  rogues,  for  their  own 
reasons,  challenge  the  state.  "It  doesn't 


of  his  empire.  Berezovsky  claims  to 
have  lost  $800  million  in  the  process. 
Stung,  he  became  a  Putin  critic — and 
found  himself  wanted  by  prosecutors 
probing  an  alleged  embezzlement  at 
Aeroflot.  In  late  2000,  he  fled  to  Britain. 
Thus  began  Act  Three:  the  oligarch  in 
exile.  His  anti-Putin  campaign  goes  for 
the  jugular.  Its  centerpiece  is  a  documen- 
tary alleging  that  Russian  FSB  security 
service  officials,  with  Putin's  likely  knowl- 
edge, were  behind  a  1999  series  of  apart- 
ment bombings  in  Moscow.  Offering  no 
hard  proof,  the  film,  titled  Assassination 
of  Russia,  insinuates  that  Putin  used  the 
bombings,  widely  blamed  on  Chechen  ter- 
rorists, as  a  pretext  for  a  war  against 
Chechnya,  a  conflict  that  established  his 
can-do  credentials.  No  Russian  TV  station 


monov,  president  of  the  Moscow-ba: 
Glasnost  Defense  Foundation. 

Simonov's  group  has  a  grant  fr 
Berezovsky  to  provide  legal  assista 
to  journalists  such  as  Grigory  P 
convicted  of  treason  for  taking  notes  s 
meeting  of  naval  commanders.  "I  se 
in  him  very  good  intentions,"  says  Y< 
na  Bonner,  the  widow  of  dissident  Anc 
Sakharov  and  a  fierce  critic  herseli 
Putin.  She  accepted  $3  million  from  Be 
zovsky's  foundation  for  the  Sakharov  I 
seum  in  Moscow.  A  Berezovsky  aidfl 
mits  some  anti-Putin  activists  spt 
assistance  as  "dirty  money."  But 
millions  to  spend,  Berezovsky  has  stav 
power.  So  keep  to  your  seat:  Boris  Bt 
zovsky,  Act  Three,  is  just  beginning. 
By  Paul  Starobin  in  Lorn 
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BRITAIN 


NOW,  HIS  GROWL 
GRABS  ATTENTION 

Terry  Smith's  blunt  analyses 
have  been  right  on  the  money 

His  firm  once  labeled  one  of  Europe's 
biggest  media  companies  "Euro- 
trash."  He  estimates  that  Rupert 
Murdoch's  British  Sky  Broadcasting  PLC 
is  really  worth  only  a  third  of  its  mar- 
ket cap.  And  he  says  corporate  execu- 
tives aren't  worth  an  analyst's  time. 
Meet  Terry  Smith,  one  of  Europe's 
brashest  and  most  irreverent  stockbro- 
kers. During  the  long  bull  market  of 
the  1990s,  Smith,  an  inveterate  bear, 
was  frequently  dismissed  as  "mad."  Yet 
in  these  dark,  bearish  days,  Smith — 
now  chief  executive  of  a  small,  inde- 
pendent London  brokerage  firm  Collins 
Stewart  Holdings  PLC — is  taken  very 
seriously  indeed. 

Smith's  calls  have  gotten  so  much  at- 
tention that  he  has  attracted  a  big  fol- 
lowing among  U.S.  hedge-fund  man- 
agers looking  for  stocks  to  short.  "We 
have  all  known  Terry  for  a  very  long 
time  and  have  a  high  regard  for  his  ob- 
jectivity," says  John  R.  Hickling,  a  part- 
ner at  Liberty  Square  Asset  Manage- 
ment LLC  in  Boston.  "He  approaches 
everything  with  a  healthy  skepticism." 
That's  an  understatement.  Smith  was 
among  the  first  analysts  to  conclude 
that  former  Vivendi  Universal  ceo  Jean- 
Marie  Messier  was  wasting  tens  of  bil- 
lions in  capital  by  setting  himself  up  as 


a  transatlantic  media  mogul. 
"The  economics  of  the  movie  in- 
dustry seems  to  represent  the 
ultimate  triumph  of  hope  over 


SMITH:  Companies  "need  someone] 
like  me  to  poke  them  with  a  stick"] 

price.  And  he  pegs  the  value  of  ] 
at  $3.65  billion — a  quarter  of  it 
rent  market  capitalization.  Smith's 
planation:  BSkyB  isn't  a  growth 
ny  anymore  but  a  mature  busine 

Companies  sometimes  lash 
had  a  bitter  public  feud  with  Vive 
ter  he  said  it  was  destroying  valu 
execs  criticize  Collins  Stewart 
letting  them  preview  its  l-eses 
most  investment  banks  do.  But 
sees  little  point  in  debating  his 
with  ceos.  "They  often  don't  know  | 
is  going  on  in  the  business."  he 
"and,    as    we 
found 
thev  lie."1 
A     49-j 
old  produc 
London's 
East 

Smith  has 
courted 

He 


experience,"  he  said  in  a  re-      return  bus'         6'  'ovv~  vers  v. 


port  in  June,  2000,  comment 
ing  on  Vivendi's  purchase  of 
Seagram  and  its  Universal 
Studios.  A  year  later,  Collins 
Stewart  skewered  Vivendi 
again   with   a   commentary 
headlined:   "Vivendi:   Dan- 
gerous Eurotrash." 


returns 


B:*:r_Stead 


Vodafone  Group  has  also      relatively  cne         anc'  he  w 

te'ecom  alue'Pnced 


d      relatively 

come  under  the  Smith  lash.      SWlSSrnu 

In  January,  2000,  Collins      telecom     P'ain'Vanilla 
Stewart  calculated  that  the 
cell-phone  operator  would 
get  a  far  better  return  in- 
vesting in  high-grade  cor- 
porate bonds  than  spend- 
ing $157  billion  taking  over  German 
rival  Mannesmann.  And  it  was  right, 
judging  by  the  75%  fall  in  Vodafone's 
share  price  since  then.  Politicians  and 
regulators,  Smith  says,  will  never  suc- 
ceed in  protecting  investors.  Instead, 
companies  "need  to  be  judged  by  an 
adversarial  system — they  need  someone 
like  me  to  poke  them  with  a  stick." 

And  poke  he  does.  Smith  scrutinizes 
company  reports  for  telltale  accounting 
tricks  and  crunches  the  numbers  to  pro- 
duce what  he  calls  "cash-flow  return  on 
investment."  He  says  this  is  useful  in 
judging  whether  a  company  is  spend- 
ing capital  wisely.  Smith  also  figures 
what  a  company  is  worth  from  a  pres- 
ent-value analysis  of  cash  flow  from  ex- 
isting assets  and  future  investments. 
Right  now.  this  is  telling  him  that 
Ericsson,  the  big  Swedish  phone-equip- 
ment maker,  should  be  valued  at  about 
a  fifth  of  its  alreadv  bombed-out  share 


I  -■: 

:•■: 


by    publish 

caustic  note 

prospects  c 

clays  PLC  wj 

was  working 

investment-h 

subsidiary,  bzw. 

as  fired  i 

securities  arm 

old   Union  B 

Switzerland  i 

when  he  refusi 

halt  publication 

book  he  wrote 

Accounting  for 

that  used  some 

clients  as  examples  of  how  comparf 

manipulate  their  numbers.  He  startej 

Collins  Stewart  in  1992  and  became « 

in  2000.  Last  year,  Collins  Stewart  m 

$53  million  in  operating  profits  on  l 

enues  of  $154  million. 

Smith  remains  pessimistic  about 
markets,  saying  they  remind  him 
early  1970s'  He  thinks  the  Stand 
Poor's  500-stock  index  may  fall  I 
more,  while  London's  benchmark  F 
100  index  may  have  10%  to  15% 
ther  to  drop.  He  does  have  buy 
on  some  stocks,  but  he  thinks 
small  investors  should  stay  out  of 
ties  unless  they  have  a  very  long-U 
view.  "We  had  excesses  in  the 
so  we  will  have  excesses  on  the  di 
side  as  well."  he  says.  But  as  sorro 
running  a  City  of  London  firm,  he 
mits  he  wouldn't  mind  being  wrong. 
By  Stanley  Reed  in  Loru 
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Why  the  World  Needs 


America  needs  to  get  its  groove  back.  In  this  era 

of  change-in  government,  the  markets,  corporate 

behavior,  and  the  management  of  information- 

here  are  25  ideas  to  help  set  us  on  the  right  path 


New 


Wt  W/  By  Bruc 

T  ▼    e  appear  ti 


By  Bruce  Nussbaum 

e  appear  to  be  waiting  to  ex- 
hale this  summer,  holding  our  breath,  uncertain  of  what 
comes  next.  As  a  nation,  we  seem  to  have  lost  our  confi- 
dence, our  usual  risk-taking  swagger.  What's  going  on? 

The  plain  truth  is  that  a  once-in-a-century  confluence  of 
events  is  turning  our  world  upside  down.  The  unexpected 
bursting  of  the  tech  bubble,  the  unnerving  terrorism  of 
September  11,  the  shocking  revelations  of  corporate  corrup- 
tion, and  the  dramatic  decline  in  equities  and  personal 
wealth  are  transforming  how  we  have  lived  for  the  past 
two  decades.  Not  one  but  many  institutions  are  changing 
before  our  eyes,  and  we  don't  yet  know  exactly  how  or 
what  final  form  they  will  take. 

In  these  tumultuous  times,  ideas  have  never  been  more 
needed  or  more  important.  In  the  '90s,  ideas  shaped  our 
worlds  of  entertainment,  communication,  and  finance.  In 
this  more  uncertain  period,  ideas  have  greater  gravitas.  We 
need  new  notions  on  how  to  enhance  security  while  pre- 
serving privacy  and  how  to  regain  investor  trust  without 
choking  off  markets  and  entrepreneurialism.  We  need  to 
think  differently  about  the  ethics  of  misusing  information 
when  so  much  of  our  children's  education  and  our  retire- 
ment depends  on  the  reliability  of  financial  data.  We  need 
ideas  on  how  to  get  back  on  a  path  to  prosperity. 

The  best  ideas  will  come  from  those  who  understand 
how  our  institutions  are  changing.  Take  the  shifting  role  of 
our  federal  government.  Since  the  election  of  Ronald  Rea- 
gan as  President  in  1980,  government  has  increasingly  been 
seen  as  a  problem,  not  a  solution,  an  obstack    not  a  facilita- 
tor, a  bureaucracy  that  intruded  into  our  pers  rial  and  eco- 
nomic lives.  Yet  in  the  blink  of  an  eye,  all  that  has  changed. 
Government,  and  our  relationship  to  it,  have  been 
transformed.  Terrorism  from  abroad  and  home- 
grown corporate  crime  are  renewing  Wash- 
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ington's  role  as  protector  of  the  people  and  watchdog 
the  economy. 

We  need  new  ideas  on  deciding  just  how  big  gov- 
ernment should  get  and  how  intrusive  it  should  be. 
What  should  be  the  trade-off  between  retaining  our 
precious  liberties  and  securing  our  country  against 
foreign  threats?  Silicon  Valley  entrepreneurs  and 
product  designers  are  rushing  out  innovations  that 
will  allow  smooth  travel  through  airports,  safe  ship- 
ping of  goods  through  harbors,  and  thorough 
screening  of  terrorists  and  terror  threats.  If  these 
new  ideas  are  successful,  Americans  may  be  able 
to  protect  their  civil  liberties  and  keep 
their  economy  open  while  making 
the  country  safer.  If  they  fail, 
we  may  enter  a  darker  era. 
One  Orwellian  plan  pro- 
posed by  the  Justice 
Dept.,  called  tips,  would 
enlist  millions  of 
Americans  to  spy  on 
their  neighbors  and 
tip  off  the  govern- 
ment on  potential 
terrorists — a  dis- 
turbing concept. 

Corporate  Ameri- 
ca is  also  undergoing 
major  changes  that 
will  require  new- 
ideas  to  ensure  suc- 
cess. How  can  compa- 
nies, led  by  celebrity 
ceos  who  are  paid 
huge  sums  to  focus  on 
stock  price,  morph 
into  institutions 
that  emphasize 
trust,  integrity,  and 
accountability?  One 
idea:  have 


of 


Thinking 


CEOs  remake  their  companies  into  paragons  of 
corporate  responsibility,  luring  investors  via  their 
virtue.  Indeed,  the  idea  of  making  a  reputation  for 
rate  responsibility  an  investable  theme  is  one  of  the 
new  ideas  in  Corporate  America  today. 

need  new  ideas  on  how  to  reshape  corporate  struc- 
as  well.  Many  CEOs  have  long  appointed  cronies  to 
boards.  Today,  the  New  York  Stock  Exchange  and 
sdaq  are  proposing  that  independent  directors  take 
charge  of  boards.  How  will  ceos  learn  to  negotiate 


at  arm's  length  with  independent  directors  when  they're 
used  to  controlling  them?  What  happens  when  the  jobs  of 
ceo  and  chairman  are  separated,  as  now  seems  possible,  and 
the  two  have  a  more  adversarial  relationship? 

The  stock  market  is  undergoing  major  change  as  well. 
Americans  feel  betrayed  by  the  market  precisely  because 
they  believed  in  it  so  much  over  the  past  two  decades. 
Many  accepted  the  idea  that  regulation  was,  by  and  large, 
bad.  Competition  and  self-policing  would  produce  the  best 
results,  right?  In  the  end,  they  didn't.  Loose  accounting 
procedures  were  bent  beyond  belief,  and  self-policing 
turned  into  self-interest  and  self-aggrandizement.  Investors 
lost  confidence  in  the  credibility  of  an  entire  generation  of 
corporate  leaders  and  the  accounting,  legal,  and  Wall  Street 
professionals  who  were  supposed  to  protect  shareholders. 
We  now  look  to  government  to  step  in,  punish  wrongdoers, 
and  reregulate  the  markets  to  ensure  transparency,  fair- 
ness, and  integrity. 

We  need  to  decide  how  far  to  go.  The  danger  is  that  in 
trying  to  restore  confidence  to  investors,  the  country 
chokes  off  its  capitalist  "animal  spirits."  Just  as  we  need 
new  ideas  on  rebalancing  privacy  and  security  to  maintain 
our  liberty,  we  need  to  think  about  how  best  to  rebalance 
oversight  and  market  openness  to  maximize  economic 
growth.  These  are  immense  issues. 

Fortunately,  Americans  like  new  ideas,  and  they  like  to 
innovate.  This  attitude  will  carry  us  through  these  troubled 
times.  We  can  reinvent  our  hospitals  for  better  care.  We 
can  remake  our  schools  to  get  3-  and  4-year-old  inner-city 
kids  into  catch-up  programs.  And  we  can  revalue  immi- 
grants, welcoming  them  as  others  do  not,  as  economic 
benefactors. 

We  need  new  ideas  to  calm  us,  guide  us,  and  restore  us. 
We  need  to  become  comfortable  taking  risks  again.  We 
need  to  get  back  our  optimism,  even  a  little  swagger.  Here 
are  25  insightful  and  provocative  ideas  that  go  a  long  way 
toward  that  goal.  Read  them  and  be  inspired.  ■ 
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Following  the 
abuses  of  the  '90s, 
executives  are 
learning  that  trust, 
integrity,  and 
fairness  do  matter 
-and  are  crucial  to 
the  bottom  line 


Illustrations  by 
Brian  Cronin 


By  John  A.  Byrne 


very  summer  for  the 
past  10  years,  Jack  Stack  has  been  going  to 
Massachusetts  Institute  of  Technology's  Sloan 
School  of  Management  to  speak  with  young 
chief  executives  about  the  ideals  and  values  of 
the  engine  manufacturing  company  he  helped  to 
make  a  management  paragon.  In  the  late  1980s, 
Stack's  Springfield  ReManufacturing  Corp. 
emerged  as  a  model  for  how  management  and 
labor  could  successfully  work  together  in  a  cul- 
ture of  trust  and  ownership.  Thousands  of  man- 
agers flocked  to  his  company  to  hear  his  ideas 
while  others  gathered  to  hear  him  during  his 
annual  trek  to  MIT  for  its  Birthing  of  Giants 
program  for  new  ceos. 

But  as  the  dot-com  era  took  hold  in  the  late 
1990s,  Stack  saw  a  change  in  the  attitudes  of 
the  business  leaders  who  showed  up  at  MIT. 
They  seemed  far  more  ambitious  for  themselves 
than  for  their  companies.  They  were  building 
organizations  to  flip,  not  to  last.  They  were 
more  interested  in  the  value  of  their  stock- 
holdings than  the  profits  of  their  companies. 
They  told  him  his  ideas  for  tapping  into  the 
enthusiasm,  intelligence,  and  creativity  of  work- 
ing people  were  antiquated.  And  they  said  he 
was  out  of  touch. 

Stack  says  that  even  he  began  to 
think  of  himself  as  a  dinosaur.  "So 
many  young  CEOs  were  mesmerized 
by  getting  a  $1  million  or  $2  million 
pop,  selling  out,  and  then  getting  out 
of  town,"  he  says.  "They  forgot  that 
business  is  all  about  values." 

Suddenly,  leaders  like  Stack — peo- 


ple who  take  concepts  like  ethics  and  fairm 
seriously — are  back  in  vogue  in  a  big  wafl 
the  post-Enron,  post-bubble  world,  theiB 
yearning  for  corporate  values  that  reach  nig 
er  than  the  size  of  the  chief  executive's  ■ 
check  or  even  the  latest  stock  price.  TrusM 
tegrity,  and  fairness  do  matter,  and  theyB 
crucial  to  the  bottom  line.  The  corporate  ■ 
ers  and  entrepreneurs  who  somehow  forg 
that  are  now  paying  the  price  in  a  down™ 
market  roiled  by  a  loss  of  investor  confidM 
"The  chasm  that  separates  individuals! 
organizations  is  marked  by  frustration,  m 
trust,  disappointment,  and  even  rage,"  si 
Shoshana  Zuboff,  a  Harvard  Business  Scl 
professor  and  co-author  of  a  new  book  cfl 
The  Support  Economy. 

The  realization  that  many  companies  play 
fast  and  loose  with  accounting  rules  and  etfl 
standards  in  the  1990s  is  leading  to  a  reevB 
tion  of  corporate  goals  and  purpose.  Zuboff  a 
many  other  business  observers  are  optima 
that  the  abuses  now  dominating  the  head™ 
may  result  in  healthy  changes  in  the  post-EB 
modern  corporation.  What's  emerging  is  a| 
model  of  the  ideal  corporation. 

Business  leaders  say  corporations  will  lilt 
become  far  more  transparent — not  only  fafl 
vestors,  but  also  for  employees,  customers,* 
suppliers.  The  single-minded  focus  on  "sfl 
holder  value,"  which  measured  performancT 
the  sole  basis  of  stock  price,  will  diminish* 
stead,  companies  will  elevate  the  interest 
employees,  customers,  and  their  communS 
Executive  pay,  which  clearly  soared  out  on 
trol  in  the  past  two  decades,  is  alrfl 
undergoing  a  reassessment  and  will  like 


TRUST  Giving  employees  art 
ownership  stake  can  build  ai 
unusual  level  of  mutual  respj 


. 
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TRANSPARENCY  Making  the  inner 
workings  visible  to  all  will  put  pressure 
on  companies  to  clean  up  their  acts 


formance  and  values.  You  can't  have 
without  the  other." 

This  and  other  changes  will  be  dri 
less  by  the  threat  of  government  ini 
vention  and  more  by  the  stigma  of  b 
branded  an  unethical  enterprise.  Th; 
why  the  government's  newfound  zeal 
indict  individuals  and  even  companies  | 
ries  such  power,  regardless  of  how 
cases  are  resolved.  "Social  sanctions 
eclipse  the  law  in  imposing  penalties 
misconduct  and  mischief,"  says  Rich 
T.  Pascale,  a  management  authority  : 
author  of  Surfing  the  Edge  of  Chaos.  ur. 
corporation  of  the  future  has  to  th 
about  this  new  development  as  an 
creasingly  formidable  factor  to  be 
oned  with." 

That's  a  change  from  the  1990s,  w] 
pressure  from  Wall  Street  and  the  dot- 
mania  led  to  much  of  the  corporate  ex 
During  those  years,  when  Stack  found 
ideas  decidedly  out  of  favor,  he  stuck  mi 
the  "open-book  management"  culture  fc 
had  made  him  something  of  a  celeb: 
years  earlier.  By  sharing  all  of  the  co: 
ny^  financials  with  all  employees  and  gi 
them  an  ownership  stake  in  the  comp 
Stack  had  built  a  level  of  mutual  trust 
respect  unusual  in  business. 

There  were  other  organizations 
clung  to  similar  beliefs,  from  South 
Airlines  Co.  to  Harley-Davidson.  "We 
stayed  close  together  because  we 
the  dot-com  model  didn't  have  legs,"  & 
Stack.  "But  many  of  us  wondered  if 
world  would  get  back  to  companies 
real  values."  Right  now,  Stack's  id 
about  leadership  and  management  are  1 
onating  with  many  who  feel  disillusio 
about  business. 

If  there's  one  change  that  nearly  eve 
one  foresees  today,  it's  a  move  to  m; 
the  corporation  far  more  transpare 


fall  back  in  an  effort  to  create  a  sense  of  fair- 
ness. And  corporate  cultures  will  change  in  a 
way  that  puts  greater  emphasis  on  integrity 
and  trust. 

The  new  agenda,  say  management  observers, 
will  require  greater  investment  in  financial  sys- 
tems, ethics  training,  and  corporate  governance. 
It  may  also  demand  a  resetting  of  expectations 
so  that  investors  are  more  realistic  about  the  re- 
turns a  company  can  legitimately  and  consis- 
tently achieve  in  highly  competitive  markets. 
Growth  rates  of  20%  and  up,  even  in  techno- 
logically-driven industries,  are  likely  to  be  a 
thing  of  the  past. 

In  the  anything-goes  1990s,  too  many  com- 
panies allowed  performance  to  be  disconnected 
from  meaningful  corporate  values.  "A  lot  of 
companies  simply  looked  at  performance  in  as- 
sessing their  leaders,"  says  Larry  Johnston, 
ceo  of  Albertson's  Inc.,  the  food  retailer.  "There 
have  to  be  two  dimensions  to  leadership:  per- 


That's  obvious  when  it  comes  to  investc 
who  are  demanding  truth  in  the  numbers 
clarity  in  disclosure.  But  it's  also  important 
employees  if  they're  to  have  a  true  sense 
ownership  in  their  company's  affairs.  At  Sta< 
company,  there  are  weekly  huddles  with  wc 
ers  and  managers,  prominent  scorecards 
factory  walls  charting  work  progress,  and 
going  emphasis  by  managers  on  building  a  ct 
pany  and  not  just  a  product.  Workers  unde 
training  so  they  can  understand  the  numb 
on  a  balance  sheet  and  an  income  statemen 
That  need  to  make  the  inner  workings 
the  corporation  visible  to  all  constituencies 
expected  to  drive  lots  of  change.  "In  s 
sense,  there  aren't  going  to  be  many  secrets 
business  anymore,"  believes  consultant  James 
Champy,  chairman  of  Perot  Systems  Cor 
consulting  practice.  "Even  customers  are  call 
for  it  today.  Wal-Mart  Stores  Inc.  wants 
know  what  the  costs  of  its  suppliers  are." 
end  result:  It  will  put  greater  pressure  on  C( 
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When  software  lets  you  connect  with  customers  when  and  where  they  want,  that's 
business  with  .NET.  The  more  ways  you  can  connect  with  your  customers,  the  more  opportunities 
you  have  to  build  effective  relationships  with  them.  .NET  connected  software  from  Microsoft 
lets  you  connect  with  customers  on  any  device,  whether  it's  a  PC,  cell  phone,  handheld,  or 
store  kiosk.  So  you  can  provide  higher  levels  of  responsiveness  and  personalization  that  bring 

you  even  closer  to  each  customer.  That's  one  degree  of  separation.  That's  business  with  .NET. 

t 

Find  out  how  .NET  connected  software  can  help  you  connect  with  customers  in  new  ways. 
Go  to  microsoft.com/enterprise   Software  for  the  Agile  Business. 


Trans  World  Entertainment  Corporation's  FYE  brand,  a  worldwide  leader  in  music  and 
video  retailing,  uses  .NET  connected  software  to  deliver  a  personalized  entertainment 
experience  at  every  customer  touch-point  in  their  700  stores  and  at  fye.com.  As  a  result, 
they've  strengthened  customer  relationships  and  further  extended  the  value  of  their  brand. 


Microsoft 


32  Microsoft  Corporation.  All  rights  reserved.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names 
ual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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M  ACCOUNTABILITY  An  open  culture  will 


* 


enable  employees  to  more  easily  repori 
ethical  lapses  and  unfair  practices 


panies  to  clean  up  their 
management  processes  and 
become  more  efficient,  and 
it  will  cause  yet  another  re- 
examination of  less-prof- 
itable businesses. 

Corporate  cultures, 
which  in  many  cases  veered 
out  of  control  in  the  1990s 
by  emphasizing  profit  at 
any  cost,  are  also  in  for  an 
overhaul.  More  than  any- 
thing else,  those  beliefs  and 
attitudes  are  set  by  the  top 
execs.  The  values  they  es- 
pouse, the  incentives  they 
put  in  place,  and  their  own 
behavior  provide  the  cues  for  the  rest  of  the 
organization.  "The  ceo  sets  the  tone  for  an  or- 
ganization's culture,"  says  Alfred  P.  West  Jr., 
founder  and  ceo  of  financial-services  firm  sei 
Investments  Co.,  which  operates  the  back-office 
services  for  mutual  funds  and  bank  trust 
departments. 

Like  Stack,  West  is  a  rather  uncommon  ceo. 
As  the  company's  founder,  he  does  not  take  stock 
options  and  pays  himself  a  sober  $660,000  a  year. 
Rather  than  a  spacious  corner  office,  he  has  the 
same  open-plan  office  space  and  desk  as  any- 
one else  at  company  headquarters  in  Oaks,  Pa., 
and  he  shuns  the  perks  that  are  commonly  de- 
manded in  the  executive  contract.  Why?  "If  you 
separate  yourself  from  everybody  else  with  cor- 
porate aircraft  and  enormous  stock  options,  your 
employees  are  going  to  get  the  wrong  message," 
says  West. 

To  make  sure  they  get  the  right  message, 
West  spends  a  lot  of  time  banging  home  his  vi- 
sion of  the  company  to  the  people  who  work 
there.  His  goal  of  building  an  open  culture  of  in- 
tegrity, ownership,  and  accountability  is  a  har- 
binger for  what  organizations  will  look  like  in  the 
future.  "We  tell  our  employees  a  lot  about  wiiere 
the  company  is  going.  We  overcommunicate  the 
vision  and  the  strategy  and  continually  reinforce 
the  culture."  Companies  are  also  using  that  kind 
of  openness  to  make  it  easier  for  their  employees 
to  report  ethical  lapses  and  unfair  practices  with 
whistle-blower  hotlines  and  open  procedures  for 


PAY  Executive  compensation,  clearly 
out  of  control,  is  likely  to  fall  back  in 
an  effort  to  create  a  sense  of  fairness 


airing  grievances.  And  to  give  employees  ar 
centive  to  use  all  that  newiy  available  infor 
tion,  many  companies  will  help  them  acq 
stakes  through  discounted  stock  plans.  And 
stock  options  are  in  for  a  revamping— 
longer  vesting  periods  and  perhaps  manda 
holding  periods  as  well. 

Through  the  current  dark  period,  there's 
son  for  optimism.  Harvard's  Zuboff  notes 
capitalism  has  avoided  devastating  crises 
cause  it  is   a  robust   economic  system  | 
changes  and  adapts.  The  unprecedented 
nomic  expansion  of  the  1990s  was  widely  see 
the  triumph  of  managerial  capitalism.  Hi£ 
motivated  business  people  used  public  capite 
bring  to  life  creative  ideas  and  concepts  for 
companies  and  products.  Corporate  owner: 
was  dispersed  among  many  shareholders 
control  and  the  lion's  share  of  rewards 
concentrated  at  the  top  of  the  managerial 
archy — whether  the  company  was  a  startu 
an  incumbent. 

The  next  stage,  believes  Zuboff,  will  be  so 
thing  she  calls  "distributed  capitalism,"  in  W. 
ownership  will  be  more  widely  spread  and 
ganizations  will  be  as  responsive  to  their 
ployees  and  communities  as  they  have  bee: 
their  shareholders  in  the  past  decade. 

Wishful  thinking?  Perhaps.  But  the  first  t 
of  the  post-Enron  corporation  is  to  acknowL 
that  a  company's  viability  now^  depends  le 
making  the  numbers  at  any  cost  and  mo 
the  integrity  and  trustworthiness  of  its 
tices.  In  the  future,  leadership  that  prea 
this  new  ethos  and  reinforces  it  through  v 
driven  cultures  will  be  far  more  likely  to 
the  rewrards  of  the  changing  marketplace. 


I 
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The  instinctive  reaction  of  executives 
in  times  of  scandal  is  to  deny,  deny, 
deny-then  clam  up.  In  many  cases,  the 
smarter  response  is  a  heartfelt  apology 


By  Mike  France 


nvestors  have  lost  trillions,  popular 
sr  at  Big  Business  is  at  the  highest  level 
the  Great  Depression,  and  foreigners  are 
stioning  the  vitality  of  American  capitalism, 
vhat  do  the  executives  who  got  us  into  this 
s  have  to  say  for  themselves? 
ffrey  K.  Skilling  is  "immensely  proud"  of 
I  he  accomplished  at  Enron.  Marc  Shapiro, 
-chairman  of  J.  P.  Morgan  Chase,  insists  his 
k's  transactions  with  the  Houston 
rgy  giant  were   en- 


ly    "appropri- 
Duke  Ener- 
round-trip 
'er  trades  were 
11  within  market 
says     ceo 


.wdgest' 


*-• 


es  Donnell,  while 

•tha  Stewart  calls 

ier-trading  allega- 
"ridiculous"  and 

)s  lettuce. 

/ith  corporate  credi- 

y    sinking   to    new 
managers  in  the 

light  are  stonewalling, 
ying,  and  taking  the 

i.  Hardly  any  of  them 

admitted  they  did  any- 

g  wrong  or  expressed 

mote  of  remorse.  And 

t's  only  making  things 

■se.  If  the  people  in  the  corner  office  don't  ac- 

responsibility  for  their  misdeeds,  there's  little 

on  to  believe  the  deeds  won't  be  repeated. 
Vhy  are  so  many  execs  acting  like  corpo- 
villains  from  central  casting?  Probably  be- 
se  lawyers  are  telling  them  to  do  so.  Apolo- 
are  the  functional  equivalent  of  guilty 
— giant,  wrapped  gifts  for  opposing  prose- 
ors,  regulators,  and  plaintiffs'  attorneys.  So 
ense  counselors  have  traditionally  advised 
)s  in  hot  water  to  play  legal  hardball;  think 

Tobacco  or  Exxon  Valdez.  "The  first  reac- 

in  many  companies  when  there's  a  big  legal 


feeding  frenzy  is  to  hunker  down  and  fight," 
says  New  York  litigator  Philip  K.  Howard,  au- 
thor of  the  best-selling  The  Death  of  Common 
Sense.  "A  lot  of  times,  that  just  gets  them  into 
a  bigger  mess." 

Is  there  a  way  out  of  this  trap?  Do  companies 
always  have  to  look  unrepentant  when  scandal 
breaks?  Maybe  not.  A  growing  number  of  de- 
fense attorneys,  law  professors,  and  PR  pros  ar- 
gue that  ceos  should  try  a  different  approach 
when  scandal  breaks:  going  down  on  bended 
knee  and  saying  that  they  are  sorry.  New  aca- 
demic research  indicates  that  the  goodwill  gen- 
erated by  mea  culpas  could  more  than  make  up 
for  their  legals  costs.  State  legislatures,  mean- 
while, are  quietly  passing  laws  that  encourage 
contrition  by  making  apologies  inadmissible  as 
evidence  against  those  making  them. 

Nobody  keeps  statistics  on  whether  the  level  of 
corporate  remorse  is  rising 
or  falling.  But  there  have 
been  several  high-profile 
mea    culpas    in    recent 
months.    After    embar- 
rassing e-mail  messages 
came  to  light  indicating 


omejow 


esrroHE. 


«*c 


Merrill  Lynch  analysts 
had  told  investors  to 
buy  stocks  that  they 
privately    viewed    as 
dogs,  the  firm  issued 
a  public  apology  in 
May.  And  both  Ford 
and   Firestone   last 
year  offered  expres- 
sions of  sympathy 
to  rollover  victim 
Donna  Bailey. 

Apologies  can 
have  surprising 
power  when  they  are 
delivered  well.  On  July  12,  for  in- 
stance, Joette  Schmidt,  vice-president  for  cus- 
tomer service  at  America  West  Airlines  Inc., 
went  on  the  Today  Show  to  ask  the  forgiveness 
of  Sheryl  Cole,  a  passenger  who  had  been 
thrown  off  a  flight  for  joking  about  the 
company's  recent  drunken-pilot  episode.  Ignor- 
ing interviewer  Matt  Lauer's  invitation  to 
defend  the  airline's  conduct,  Schmidt  declared: 
"I'm  here  primarily  to  apologize  to  Ms.  Cole. 
We  overreacted."  The  victim,  who  had  spent 
the  first  minute  of  the  segment  tearing  into 
America  West,  was  caught  off  guard.  "I  ap- 
preciate the  apology,"  Cole  responded. 
"I'm    sympathetic    to    America    West    right 
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64  To  be  sure, 
this  has  been 
a  tragedy 
yet  your  valiant 
resolve,  your 
spirit  and  your 
quiet  dignity  are 
an  inspiration 
to  us  all  W 

EXCERPT  FROM  A 
LETTER  TO  ROLLOVER 
VICTIM  DONNA  BAILEY 
FROM  BRIDGESTONE/ 
FIRESTONE  CEO 
JOHN  T.  LAMPE 
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now.  I  know  they're  going  through  a  tough  time." 
Of  course,  it  isn't  always  so  easy.  Kenneth  L. 
Lay  can't  simply  pull  up  a  seat  beside  Oprah, 
offer  up  a  confession,  and  make  investors,  reg- 
ulators, and  prosecutors  suddenly  forget  about 
the  Enron  disaster.  But  in  many  situations,  in 
which  essentially  law-abiding  companies  have 
made  out-of-character  blunders,  apology  has 
great  underutilized  potential  to  help  win  public 
forgiveness.  At  a  time  when 
Corporate  America  is 
desperate  to  regain  in- 
vestor trust,  it  could  be 
a  valuable  tool. 

One  insight  offered 
by  the  new  academic 
research  is  that  com- 
panies may  be  overes- 
timating the  costs  of 
apologies  and  under- 
estimating their  bene- 
fits. For  one  thing,  ju- 
ries weigh  the  fact  that 
a  company  has  faced 
up  to  its  problems 
when  assessing  puni- 
tive damages.  More  im- 
portant, apologies  can 
defuse  victims'  anger. 
Some  evidence  sug- 
gests that  people  may 
be  just  as  interested  in 

apologies  as  they  are  in  money.  In  one  1994 
study  of  British  medical  malpractice  patients, 
37%  said  they  wouldn't  have  brought  suit  had 
the  doctor  provided  them  with  an  explanation 
and  an  apology. 

And  ever  since  1987,  the  Veterans  Affairs 
Medical  Center  in  Lexington,  Ky.,  has  had  a 
policy  of  apologizing  to  malpractice  victims — re- 
gardless of  the  legal  consequences.  The  medical 


C6  I'm  here  primarily  to  apologize 
to  Ms.  Cole.  We  overreacted  W 

AMERICA  WEST  V-P  JOETTE  SCHMIDT  (LEFT) 
ON  NATIONAL  TV,  TO  A  PASSENGER  THROWN 
OFF  A  FLIGHT  FOR  CRACKING  A  JOKE 


The  Hardest  Thing  to  Do 

After  companies  mess  up,  one  way  to  win  public  forgiveness  is  with 
an  apology.  But  it  can  be  perilous  and  it's  hard  to  do  right.  Here's 
how  mea  culpas  should  be  delivered: 

QUICKLY  The  longer  a  company  delays  in  acknowledging  wrong- 
doing, the  less  sincere  the  apology  seems.  Say  it  soon-before  the 
words  seem  too  calculated. 

AUTHORITATIVELY  Don't  delegate  this  critical  task  to  a  faceless 
public-relations  manager.  The  apology  should  come  from  the  top: 
the  CEO  or  the  chairman  of  the  board. 

CLEARLY  State  the  law  or  regulation  or  ethical  guideline  that  the 
company  has  breached  in  clear  terms-and  affirm  its  continued 
importance. 

BRAVELY  Don't  weigh  down  the  apology  with  legalese,  loopholes, 
contingencies,  and  clauses.  Speak  in  plain,  honest  English  and 
accept  the  conseguences. 

Data:  BusinessWeek 


profession  hasn't  rushed  to  follow  this  ex; 
But  a  1999  follow-up  study  found  that  the 
pital  was  in  the  lowest  quartile  in  claims 
ments  among  36  comparable  institutions. 

These  examples  might  not  be  enough  to 
suade  a  ceo  with  plaintiffs'  lawyers  on  his 
issue  an  apology.  But  one  development  that 
make  a  difference  is  the  new  crop  of  laws 
ing  mea  culpas  inadmissible  in  court.  Te: 
passed  such  legislation 

1999,  California  did  sc 

2000,  and  Florida  1 
lowed  suit  last  yt 
Similar  bills  are  pe: 
ing  in  eight  states. 

The  details  difl 
but  the  laws  genen 
prevent  expressi<  ins 
sympathy  from  be, 
used  as  evidence 
fault  after  an  accide 
They  do  not,  howev 
apply  to  expressions 
fault.  So  the  staten* 
"I'm  sorry  your  i 
died  in  the  car  eras 
would  not  be  admissi 
to  a  jury,  while  "I 
sorry  your  son  died  1 
cause  of  our  car's  def 
tive  brakes,"  would  \ 
One  criticism  of  th< 
laws  is  that  they  encourage  wimpy  apologi 
While  an  expression  of  sympathy  is  nice, 
means  much  more  when  it's  accompanied  byi 
acknowledgment  of  fault.  In  fact,  a  compa 
that  merely  offers  condolences  without  ai 
ting  that  it  has  done  anything  wrong  can  coi 
across  as  insincere.  This  problem  already  pi 
many  attempts  at  public  contrition.  Consi 
Merrill.  On  close  examination,  the  company  < 
pressed  only  "regret  that  there  were  instances 
which  certain  of  our  Internet-sector  rese 
analysts  expressed  views  that  at  certain  poii 
may  have  appeared  inconsistent  with  Me 
Lynch's  published  recommendations."  In  otl 
words,  Merrill  apologized  for  its  analysts'  cad 
e-mail — not  its  own  less-than-candid  stock  ri| 
ommendations.  The  company  declined  to  co 
ment  on  its  apology. 

This  trick  may  have  helped  reduce  the  finj 
legal  liability,  but  it  did  little  to  win  over  t 
public.  Unlike  America  West's  apology,  Merri 
mea  culpa  won  almost  no  goodwill.  And  tl 
wasn't  the  only  problem.  The  most  imports 
audience  for  apologies,  in  many  cases,  isn't  ji 
the  outside  world.  It  is  also  a  company's  o1 
employees.  There's  no  better  way  for  ceos 
tell  underlings  they  are  serious  about  changin] 
company's  culture  than  with  a  sincere  apology 
one  indicating  that  top  execs  understand  t 
rules  they  broke  and  that  they  intend  to  abide 
them  in  the  future.  Merrill's  mea  culpa  sent  ji 
the  opposite  message:  that  the  company  is  talki 
one  game  but  playing  another.  That's  the 
signal  to  be  sending  these  days. 


78  BusinessWeek  /  August  26,  2002 


hether  it's  a  blanket  that  feels  a  touch  warmer  or  a  meal  that  arrives  a  little  hotter,  AN  A's  meticulously  attentive 
>anese  service  will  make  your  flight  as  comfortable  as  possible.  Even  if  you're  not  awake  to  appreciate  it. 

ENJOYED  DAILY  TO  JAPAN  AND  ASIA. 


ANA. 


A  STAR  ALLIANCE  MEMBER    ^>' 

1-800-2-FLY-ANA   I    WWW.FLY-ANA.COM 


■1 


m 


IDEAS 


FOR 


Crimes 

Against  the 

Information 


In  this  era, 
the  price  of  bad 
data  can  be 
disaster.  When  a 
company  lies  or 
inflates  its 
numbers,  everyone 
suffers:  Investors, 
the  financial 
markets,  and 
even  competitors 


By  Michael 
J.  Mandel 

ere's  a  simple 
observation:  Many  of  the  leading  figures  in  to- 
day's corporate  scandals,  such  as  Kenneth  Lay 
and  Jeffrey  Skilling  of  Enron,  Bernard  Ebbers  of 
WorldCom,  and  Gary  Winnick  of  Global  Crossing, 
may  never  be  convicted  of  a  single  crime.  They 
got  approval  from  their  boards  of  directors  and 
accountants  for  most  of  their  actions.  And  while 
their  financing  and  accounting  techniques  were 
aggressive  to  an  extreme,  they  may  not  rise  to 
the  level  needed  to  put  the  executives  in  jail. 

But  that's  no  solace  to  investors,  who  discov- 
ered all  too  late  that  those  companies  and  a 
slew  of  others  were  far  weaker  than  they  be- 
lieved: Debt  levels  were  higher,  true  revenues 
were  lower,  and  prospects  for  future  growth  far 
less  optimistic  than  the  executives  had  made 
them  seem  at  the  time. 

It  may  turn  out  that  these  executives  were 
not  guilty  legally.  Nevertheless,  they  commit- 
ted serious  offenses  against  today's  Information 
Economy.  Just  as  a  plane  can't  fly  without  fuel, 
this  economy  simply  can't  perform  well  without 
accurate  data.  By  misleading  investors  and  con- 
cealing important  facts,  these  executives  have 
caused  pervasive  harm.  The  result:  wasted  re- 
sources and  a  long-term  drag  on  the  economy. 

The  damage  is  especially  deep  because  of  the 
rapid  pace  of  change  over  the  last  few  years.  In- 
vestors need  something  rigorous  to  go  by  if 
they're  going  to  shift  their  money  quickly  to 
the  best-performing  companies  and  sectors.  Man- 
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agers  have  to  have  accurate  data  about  their 
competitors,  so  they  can  identify  and  emulate 
the  most  successful  ones.  And  companies  de- 
pend on  truthful  reports  about  their  own  per- 
formance, so  that  they  know  when  major  re- 
structuring and  personnel  changes  are  essential. 

Start  with  the  financial  markets,  which  lie  at 
the  heart  of  the  U.  S.  economy.  The  trend  over 
the  last  20  years  has  been  to  rely  increasingly  on 
the  equity  and  debt  markets,  rather  than  on 
banks  or  the  government,  to  allocate  capital. 
When  the  financial  markets  are  working  well, 
the  U.  S.  has  a  big  competitive  edge  over  Europe 
and  Asia.  U.S.  capital  markets  can  funnel  money 
rapidly  to  new  technologies,  and  then  adjust 
quickly  if  new  ventures  don't  pan  out. 

Misrepresentations  by  top  executives  can  jeop- 
ardize the  efficiency  of  the  financial  markets.  In 
particular,  the  accounting  misrepresentations  at 
companies  such  as  WorldCom  and  Qwest  Com- 
munications kept  far  too  much  capital  flowing 
for  too  long  into  the  telecom  sector — perhaps 
as  much  as  $30  billion,  much  of  that  in  bonds 
which  will  never  be  paid  back.  That's  money 
that  could  have  been  used  much  more  profitably 
and  productively  elsewhere. 

The  financial  markets  are  not  the  only  ones  to 
suffer  when  a  company  provides  bad  information. 
Competitors  in  the  same  industry  are  hurt,  too. 
They're  keenly  aware  of  how  their  rivals  are 
doing,  especially  in  a  sector  with  rapid  techno- 
logical change.  If  one  company  seems  to  be  far- 
ing exceptionally  well,  everyone  else  tries  to 
figure  out  why  and  copy  it.  That's  how  innova- 
tions diffuse  through  an  economy. 

That  process  doesn't  work  right  if  one  com- 
pany is  lying  about  its  performance.  When  Enron 
Corp.  reported  revenue  growth  of  70%  annually 
from  1997  to  2000,  and  operating  profit  growth  of 
35%  a  year,  that  drew  other  electric  and  gas 
utility  companies  into  energy  trading.  The  fact 
that  Enron  achieved  much  of  its  gains  by  moving 
debt  off  the  books  and  using  other  accounting 
tricks  was  not  obvious  at  the  time.  Similarly,  in 
1999  and  2000  WorldCom  Inc.  reported  operating 
profits  equal  to  21.4%  of  sales,  compared  to 
15.4%  at  Sprint  and  11.8%  at  AT&T,  its  two  main 
competitors.  If  WorldCom's  profits  were  in  part 
bogus,  that  meant  Sprint  and  AT&T  were  getting 
the  wrong  signals:  They  weren't  doing  as  badly 
compared  to  WorldCom  as  it  appeared. 

Finally,  companies  that  provide  bad  informa- 
tion to  outsiders  end  up  hurting  themselves.  In- 
ternal financial  reports  are  supposed  to  help  ex- 
ecutives determine  which  parts  of  their  company 
need  improvement.  But  the  accounting  at  com- 
panies like  Enron  and  WorldCom  hid  rather 
than  illuminated,  and  these  troubled  companies 
didn't  make  the  changes  they  needed  to  sur- 
vive. The  result:  two  major  bankruptcies,  lead- 
ing to  economy-wide  disruptions. 

Nobody  would  seriously  consider  instituting  a 
new  class  of  felony  consisting  of  "crimes  against 
the  economy."  But  the  damage  that  these  exec- 
utives have  done  is  measured  in  billions — and  we 
are  all  going  to  pay.  ■ 


When 
one  outfit 
does  well, 
others 
copy  it. 
That's  how 
innovation 
spreads. 
But  the 
process 
can't  work 
if  the 
company 
in  question 
is  lying 
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AfterGreens 


Memo  To.-  The  President 
From:  Clay  Johnson 

White  House  Personnel 
Re:  Next  Federal  Reserve  Chairman 

Mr.  President: 

talking  to  people  inside  and  outside  fhf  J^™"*-  ^ 

nation  of  ^t^"^  ** the  faintest  incli 
mmble  as  an  intern.  MusU* fe1*  ?6'  but  he's  as 
that  keeps  him  younf  cl.n  3t  market  volatility 

about  what  he  wanTto  do  hTk  5*  Sa^  mu<*  y 
Larry  Lindsey  and ToX^st °^  ^T™^  guru 
he  would  like  to  stay  oVnas?^      ^  Hubbard  reckon 
June,  2004.  If  so  eveiwon^i      6?d  °fhis  term  in 
thinks  we  should  olZ°^^ 'he  V^p  on  down- 
Greenspan  likes  to  prfachTbo^t  m    W  Ec°n°my  that 
out  to  be  real.  But  L^J^?  °f  »V  "*  turn 
the  second-guessing  thatenf flii«  t   Chjef'  ^  all 

we  don't  need  when  ^SS^Sl^  ^  °n  ^ef 
One  reglme  change  in  your,p^fa-^S,ttto- 

^"IFrT" Stih\  it's  never  too  early  to 

Plan  First  off,  we're  gZ  £ 

caenedor  ^S^  » 
nnnd  V  ?  p  d  P°Utical  master- 
ftt  R°rVe'  ^  blow  a 
ruse.  I  know,  I  can  just  hear 
you  saying:  "Duh."  But  there 

-- actually  some  folks  0ut 
there  who  think  this  appoint- 

?u2:S0:h°Ve  POlitics  A"  fo- 
cusing on  prospects  with  gop 

such  people  as  New  York  Fri?**  T*™  mlinS  out 
nough  and  Fed  Vice-Chair  P     Pre*ldent  William  McDo- 
of  Greenspan's  mT»  SS^nT/^P-on,  a  favorite 

politics.  We  can  add  a  toEn^^  ,?Ut  hey'  that's 
the  press.  n  Uem  to  the  list  we  leak  to 

We  have  to  be  carpfiil  »«*  * 

«•  J 'candidate  ^^Z*',0Jt--«,d  ™d  UP 
though.  That's  because  v™„T  r  doct™aire, 

muster  with  a  Demoera &"'  have  to  pass 
even  help  if  he  were  a  hit  S  Senate-  "  might 

-V.  he'd  have  to  look  ££ fee t  "T^'  ™at 

I  know  you  asked  about  a  tan  h  advice' 

Bu    the  record  of  corpome  ,eaL^  "tf"13"  for  'he  job. 
seat  ls  mixed.  RemenSir  i  ?  m  the  chairman's 

William  Miller'  TOa^  J  h^'  Carter"s  Pjck  G 
bmlding  afte/ro^maV  Mar^efE  ^  T"  nan*d  * 

"—  -  « that  ZSS&SO?^ 


any  tune  Thpn  ™^  u  restated  dow„, 

sainted  Bob  Rubin  is  gettW  S^lf ^  ^  «**»  tl 
fon  Corp.  and  for  cTtiSouof  w?*  *"" lobb^  H 
know-it  warms  the  5^^  ^ 
So  reluctantly.  IVp  ™™.  ♦„?/  neart>.too.) 


mist 


So  re^nUyfveTm:  ?o2  T*'  **> 
•st  may  be  your  b^t  bet  Yes  t  ^  that  « 
eggheads.  Larry  is  practfcallv  fL  ,W  y°U  don>t  * 
to  without  sprintingPf0r  tne l^L°^  °^  y°U  can 
your  instincts  are  rieht  Th~  i  faster.  And  as  us 
ivory-tower  academ^f  weSed  To  £"*  ^  Want  h 
how  the  economy  work?  °me  apcane  theoi 

and^e&tr^  ST"*  Wh°  i§  Seen  -  a  «*** 
mind  and  .^fc^oT  T  ^  3  ^bihtv^ 
world  anecdotaSrtV3TherVhe  data  "^ 
^divorced  iCt«XSS^ 

^  S^^r*  who  - 

»bout  the  growing  ^St^^Uent  So™thmF 
mowing  stability  g0f  the  efL     ^  T"^  and  the 
end,  is  all  to  u/^T^J^  how  this,  in  the 

easy  for  him  to  say-  AH  his  L  eah'  nght-  that's 

Which  brines  un  *™?ti?      Ty  ls  In  ^easury  bills 
must  be  ab^fo  exoounH    r  qUaliiication.  The  F?d  cWef 
out  actually  s^uTch  0^"^  S»h^~^ 
graph  future  moves  Both  P« ^         g   hat  m«ht  tele- 
Paul  Volcker  are  masters  ofTh?^  ^  hJS  P^decessoJ 
end  of  the  spectrun ^Xl  O^NeTuT^  ^  °ther 
says  exactly  what's  on  lus  mmd    flJ  k    ^^  Ahn^ 
real  is  doMTi  the  toilet  and  bm^0'  the  Brazihan 

parent  as  possible.  ButTheret  »  S"1?  SLhouJd  be  M  trans- 
being  Fed  chairman  Af4rr  fh^the  W™*  of  02  to 
one  lousy  interest  ratfyet  G^n  Fed,real]v  ^ntrols  just 
convince  the  public  and  rinhS        1Pan  haS  mana&ed  to 
ond^^  is  the  sec- 

Larry  is  too  political^  Gill      ?  glaTmg  Problems. 
Feldstein  of  SarvaS'  XSS  but      Tr0-.uMarty 
his  way  out  of  a  job  as  ReaS    u    ^ombustible  (yakked 
Taylor-he's  the  vJ^^L^^^^  John 
ber?-started  out  as  our  sentW  ,     3Veasurv-  ^mem- 
style  hasn't  wowed  the^Stv31  faVe'  but  m's  stohd 
economist,  Stanford's  M^^ *fio  t    ^  dad'S  toP  ^-bouse 
goods.  And  while  Phil  &Li  ^Sf fms  "**  dated 

Senate  career,  he  SSd^TSbtS'  ^  ^ 
by  his  lonesome  Sg        double-dip  recession  all 

Oh  weU,  I  guess  it's  back  to  the  drawing  board.  . 
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ND  THIS  IS  WHAT  YOU'LL  GET. 


Most  supply  chain  management  companies 
try  to  sell  their  customers  otf-the-shelf 
solutions.  But  at  Menlo  Worldwide,  we  prefer 
a  more  creative  approach.  By  combining 
the  most  inventive  logistics  minds  in  the 
business  with  leading  technology,  global 
reach  and  consistent  execution,  we're  finding 
more  intelligent  ways  for  companies  to 
source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We 
call  it  perpetual  innovation:  continually 
creating  new  —  and  often  unique  — 
opportunities  to  generate  value  from  our 
customers'  supply  chains.  Think  better 
visibility.  Think  decreased  cycle  times. 
Think  lower  overall  cost.  That's  what 
happens  when  you  think  creatively.  Visit 
menloworldwide.com  to  find  out  more. 
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When  Business 

is  Scared 
Stagnant 


Fear  is  on  the 
march.  And  this 
could  make 
Americans  retreat 
so  much  from 
taking  chances 
that  economic 
growth  stalls 


fter 
living  through  the  past  year, 
Americans  have  some  legit- 
imate reasons  to  be  scared. 
We     have     learned     that 
there  are  terrorists  who 
want  to  destroy  this  coun- 
try. People  can  be  killed 
by  opening  envelopes  con- 
taining  anthrax.    In   the 
business  world,  some  re- 
spected  executives   have 
turned  out  to  be  brazen 
cheaters.   And   the   stock 
market   has   become   far 
less  reliable  than   most 
people  were  counting  on. 
The  bear  market  is  both 
a  symptom  of  the  fears 
and  a  cause  of  them. 

But  there  is  a  chance 
that     the     pendulum 
swinging  too  far,  right  past 
prudence  into  the  realm  of  un- 
reasoning fear.  There  is  a  dan- 
ger that  America  could  scare  itself 
into  stagnation — retreating  so  much 
that  economic  growth  stalls. 

Increased  caution  is  already  hurting  the 
economy  by  crimping  the  potential  for  growth 
and  innovation.  Investors  have  been  shunning 
initial  public  offerings,  depriving  young  com- 
panies of  the  money  they  need  to  grow.  Ven- 
ture capitalists  are  shutting  down  other  prom- 
ising startups  before  the  businesses  have  a 
chance  to  get  going.  And  companies  in  general 
are  extremely  tentative  about  resuming  their 


is 


investment  in  structures,  equipment,  and  so 
ware — prerequisites    for   new   business   i 
growth. 

At  the  extreme,  excessive  risk  aversion 
investors  and  corporations  could  lead  to  a 
peat  performance  of  the  stagnant  1970s.  Jc 
Lerner,  a  professor  at  Harvard  Business  Schc 
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Novell  acquires 
SilverStream. 


It's  the  biggest 

news  in  Web 

Services  since 


We've  acquired  SilverStream,  bringing  the 
power  of  Web  Services  to  your  business. 

Now  you  can  transform  the  potential  of  Web  Services  into  a  bottom-line  business  advantage  for  your  company.  With  the 
acquisition  of  SilverStream,  Novell  can  offer  your  organization  the  ability  to  quickly  develop  business  applications  that 
exploit  the  latest  Web  technologies  while  leveraging  your  existing  IT  investments.  It's  a  fast,  flexible  solution  for  deploying 
a  variety  of  advanced  Web  applications,  from  improving  business  services  to  securing  your  network.  Give  your  business 
the  power  of  Web  Services  with  one  Net  Business  Solutions  from  Novell.  Visit  www.novelI.com  today. 

Novell 

©  Copyright  2002  Novell.  Inc.  All  nghts  reserved.  Novell  is  a  registered  trademark  of  Novell.  Inc.  in  the  United  Stales  and  other  countries.  SilverStream  is  a  registered  trademark  of  SilverStream  Software,  Inc. 
Spider-Man  is  a  registered  trademark  used  with  permission. 
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Developer  productivity 


300% 


1400% 


Lies,  damn  lies  and  statistics,  you  say?  Some  of  our  customers  used  to  be  cynical,  too.  Before  they  were  customers. 
But  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations.  Cutting  test  time,  decreasing  development  cycles  and  reducing  bugs 
Freeing  their  teams  from  the  obstacles  that  hinder  software  development  Need  more  evidence?  There's  plenty 
available  at  www.rational.com/customersuccess4. 
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the    venture-capital    business 

ped  so  much  during  that  decade 

in  one  year,  1975,  not  a  single  ven- 

fund  was  raised.  Some  academics 
culate    that    the    venture-capital 

ght  of  the  '70s  delayed  the  intro- 
;ion  of  personal  computers  and  of- 

data  networking.  Says  Lerner: 
th  venture  funds  sitting  on  billions 
ninvested  capital,  it's  hard  to  feel 

we're  quite  [back  to  the  '70s]  yet. 

that's  the  ultimate  thing  to  worry 
at." 

'his  time  around,  a  retreat  of  in- 
tors  from  risk-taking  could  have 

der  impact.  Start  with  infrastruc- 

.  Cut  off  from  access  to  capital, 
ne  and  cable  companies  are  be- 

forced  to  scale  back  the  de- 
ment of  broadband  communi- 
ons networks,  which  potentially 
d  have  enormous  payoffs  but 
lire  perhaps  an  additional  $200 
on  to  build  out  nationwide, 
[any  new  products  will 
er  get  their  shot  at  suc- 

i  as  companies  strug- 

to  find  the  capital 
jssary  to  roll  them 

on  a  large  scale. 

example,  Pluris      ¥-y- 

,  a  Cupertino 
lif.)  network- 
lipment  com- 
ly,  was  forced 
'old  in  May  in 
middle  of  de- 


I 


Maxwell,  an  executive  recruiter  in 
Boston  for  Russell  Reynolds  Associ- 
ates. Now,  seasoned  managers  would 
rather  sit  tight.  "There  is  more  risk 
aversion  than  at  any  time  during  the 
past  several  years,"  says  James  W. 
Breyer,  managing  partner  of  venture 
capitalist  Accel  Partners  in  Palo  Alto, 
Calif. 

One  of  the  less  recognized  advances 
of  the  boom  years  was  financial  inno- 
vation— and  now  that's  under  assault. 
Investment  banks  had  engineered  new 
ways  for  companies  to  hedge  or  specu- 
.^  late.  Today,  understand- 
ably, many  CEOs  don't 
want  the  words  "cre- 
ative" and  "finance"  to 
appear  within  five  miles 
of  each  other.  But 
clamping  down  on  the 
legitimate  use  of  finan- 
cial tools  could  make 
companies  less  efficient 
and  more  unstable. 
For  instance,  off-bal- 
ance-sheet special-purpose 
entities,  while  abused  by 
Enron  Corp.  and  others, 
are  legitimately  used  by 
pharmaceutical  companies  for 
ventures  with  biotech  outfits, 
and  by  manufacturers  to  fi- 
nance customer  purchases. 
Likewise,  it  would  be  a  big 
mistake  to  crack  down  too 
hard  on  over-the-counter 


Cut  off  from  access  to  capital, 
phone  and  cable  companies  are 
forced  to  delay  broadband 


ling  a  $1  million  Internet  router  for 
h-speed  networks — all  because  its 
ential  customers  were  in  financial 
uble,  even  though  the  test  results 

the  new  product  were  good.  An 
rsion  to  risk-taking  could  also  force 
npanies  to  skimp  on  research 
development — delaying  the 
roduction  of  as-yet-unimagined 
ducts  in  a  variety  of  fields  ranging 
m   software   to   biotechnology   to 

cells. 

t's  not  just  about  money,  either.  In- 
ative  companies  are  having  a  hard- 
time  getting  and  retaining  workers, 

"Three  years  ago,  we  had  people 
nding  in  line  wanting  to  go  to  early- 
ge  companies  because  they  thought 
re  would  be  a  windfall,"  says  Steve 


1 


derivatives.  These  instruments  shield 
companies  against  destabilizing  interest- 
rate  or  currency  shocks.  As  Federal 
Reserve  Chairman  Alan  Greenspan  tes- 
tified to  Congress  earlier  this  year,  de- 
rivatives "are  a  major  contributor  to 
the  flexibility  and  resiliency  of  our  fi- 
nancial system." 

It  would  be  especially  troubling  if 
risk  becomes  a  dirty  word.  The  trick  is 
to  have  a  clear-eyed  view  of  the  trade- 
offs between  risks  and  rewards.  "Risk 
is  a  choice,  rather  than  a  fate,"  writes 
investment  adviser  Peter  L.  Bernstein 
in  his  book  Against  the  Gods:  The  Re- 
markable Story  of  Risk.  A  sensible 
level  of  confidence — neither  the  eupho- 
ria of  the  '90s  nor  the  fear  of  the  '00s — 
would  benefit  just  about  everyone.     ■ 


ADVERTISEMENT 


RATIONAL  RESULTS 


Consider  what  a  billion-dollar 
human  resources  company  recently 
accomplished  thanks  to  Rational's 
software  engineering  best  practices, 
integrated  tools  and  services. 

Outperformed  72%  of  all  enterprise 
application  development  projects 
by  delivering  a  new  business 
application  under  budget  and 
ahead  of  schedule. 

Reduced  implementation  and 
development  time  by  generating 
90%  of  their  project  code 
automatically  from  design  models. 

Minimized  project  risk  by  delivering 
functionality  incrementally  over 
125  builds,  including  a  complete 
history  and  documentation  of  each 
build's  contents. 

As  a  result,  processing  180  million 
paychecks  and  direct  deposits  every 
year  is  smoother  than  ever. 

At  Rational,  results  are  what  it's  all 
about.  Need  more  evidence?  The 
details  for  this  and  many  other 
success  stories  are  available  at 
www.rational.com/roisuccess 


Rational 

the  software  development  company 
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The  Rich 

Get  Richer 

And  That's  O.  K. 


FLAUNTING  IT: 

The  19th  century! 
brought  a  huge 
rise  in  inequality 


In  the  1990s,  the 
gap  between  rich 
and  poor  widened. 
But  poverty  rates 
fell  to  record  lows 


By  Michael  J.  Mandel 


.merican  culture  is  fun- 
damentally egalitarian.  Wide  gaps  between  rich 
and  poor  make  most  people  uncomfortable.  So 
when  ceos  take  home  huge  pay  packages  com- 
pared with  the  wages  for  ordinary  workers,  the 
norms  of  fairness  and  social  justice  seem  to  be 
violated. 

Income  inequality  has  long  been  worrisome 


on  economic  groui 
as  well.  In  most 
the  postwar  era, 
riods  with  a  wid 
ing  gap  between 
top  and  bottom, 
the  income  seal* 
such  as  the 
decades  from  11 
to  1993— have  b 
marked  by  wt 
economic  grov 
and  rising  pove 
rates.  By  contra 
periods  of  narrow 
inequality — say,  1 
1960s  and  the  ea 
1970s— have  be 
accompanied 
strong  growth  a 
falling  poverty  rat 
But  let's  conte 
plate  a  heretical  i 
tion:  Maybe  inequ 
ity  is  getting  a  b 
rap,  at  least  fro 
the  economic  point  of  view.  Since  1993,  a  \vid< 
ing  gap  between  high-  and  low-income  work* 
has  coexisted  with  strong  growth  and  plumm 
ing  poverty.  During  the  New  Economy  boc 
every  measure  of  income  inequality  clearly  j 
worse.  In  particular,  wage  gains  for  manag« 
and  professionals  far  outstripped  those  of  bli 
collar  and  service  workers,  and  the  top  fifth 
households  collected  a  bigger  share  of  incomt 
But  unlike  other  periods  during  the  past 
years  when  the  gap  has  widened,  the  econoi 
prospered,  and  the  poor  did  well,  too.  From  If 
to  2000,  the  latest  numbers  available,  the  p 
centage  of  people  in  poor  families  plunged  fr» 
13.6%  to  9.6%,  the  lowest  level  on  record.  1 
poverty  rate  for  2001,  when  it  is  released  in  t 
fall,  is  likely  to  be  nearly  as  low,  because  fi 
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You  already  know  us  better  than  you  think. 

With  20  of  the  top  50  Fortune  500  companies  using  our  networks  and  services  in  over  100  countries  worldwide, 
it  is  likely  you  will  have  come  across  BT  at  some  point.  We  have  been  managing  international  networks  for  over  20  years 
and  our  1,700  staff  in  the  US  are  part  of  the  team  that  made  the  Dow  Jones  recognise  BT  as  'the  sustainability  leader 
of  the  telecommunications  industry.'  To  see  how  you  can  benefit  from  getting  to  know  us  better,  call  800-331-4568. 
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wage  gains  for  low-income  workers  stayed  strong 
that  year.  Blue-collar  wages,  adjusted  for  infla- 
tion, rose  by  2.4%  in  2001,  their  largest  increase 
in  years,  with  an  even  bigger  jump  for  service 
occupations.  s 

This  combination  of  rising  inequality  and 
falling  poverty  could  well  be  an  enduring  feature 
of  the  New  Economy.  In  the  past,  periods  of 
rapid  technological  innovation  have  created  great 
fortunes  while  substantially  improving  the  wages 


trated,  and  the  wage  premium  for  skilled  worj 
ers,  such  as  engineers  and  machinists,  widen/ 
sharply  compared  with  less  skilled  workers.  DJ 
spite  the  increasing  inequality,  living  standan| 
rose  at  the  bottom  as  well.  From  1865  to  1£ 
real  wages  for  employed  urban  unskilled  worke| 
increased  at  a  1.8%  annual  rate. 

A  critical  factor  that  heightens  inequalitl 
but  decreases  poverty  is  the  growing  role 
education.  In  the  past  10  years,  the  percentad 


of  Americans   age 

It's  better  to  have  a  wide  income  gap  T^V*  IS 

<  r  -,       .  ,  from  23%  to  29%1 

but  few  people  in  poverty  than  greater 


equality  and  a  high  poverty  rate 

and  quality  of  life  for  the  people  at  the  bottom. 
In  addition,  the  continuing  shift  to  a  better-edu- 
cated society  is  leading  to  less  poverty  but  more 
inequality,  since  people  with  college  degrees  have 
a  wide  spread  of  incomes.  And  the  massive  influx 
of  immigrants  into  the  U.  S,  so  essential  to  fuel- 
ing growth,  has  contributed  to  a  bigger  income 
gap.  The  reason:  The  new  entrants  tend  to  have 
greater  differences  in  levels  of  education  and 
income  than  native-born  Americans. 

Should  this  distress  us?  Income  inequality  is 
troubling,  but  poverty  is  criminal.  Ultimately, 
an  economy  should  be  judged  on  how  well  it 
treats  its  poorest  members.  A  country  with  more 
income  inequality,  faster  growth,  and  less  pover- 
ty is  far  more  desirable  than  one  with  a  more 
equal  distribution  of  income,  but  higher  poverty. 

Past  periods  of  technological  change  have  had 
faster  growth  yet  higher  wage  discrepancies.  In 
early  and  middle  19th  centu- 
ry Britain,  as  the  Industrial 
Revolution  got  into  full 
swing,  there  was  a  sharp  in- 
crease in  inequality,  as  skilled 
and  educated  workers  did 
very  well.  At  the  same  time, 
however,  working-class  in- 
comes also  rose  at  a  rapid 
rate.  According  to  research 
by  Harvard  University  econ- 
omist Jeffrey  Williamson,  real 
wages  for  blue-collar  adult 
males  nearly  doubled  be- 
tween 1819  and  1851,  rising 
at  about  a  1.8%  annual  rate. 
Moreover,  there's  evidence 
that  the  percentage  of  the 
population  who  were  ex- 
tremely poor — "paupers,"  as 
they  were  called— dropped 
during  this  period. 

Similarly,  the  post-Civil 
War  U.S.  had  an  economic 
boom  resulting  from  i-uch 
factors  as  the  dramatic  ex- 
pansion of  the  railroads. 
Wealth  was  highly  concen- 
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The  Boom  Years:  More 
Money  to  the  Well  Off. 
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higher  education  ha 
a  big  payoff.  TB 
poverty  rate  I | 
people  with  a  colli 
education  is  3.2%,  compared  with  9.2%  for  th 
with  a  high  school  diploma. 

But,  surprisingly,  as  Americans  move  up  tl) 
education  ladder,  inequality  actually  incre 
How  so?  Among  a  group  of  college-educated 
pie,  there  will  be  a  much  wider  spread  of  ii 
comes  than  among  a  group  of  workers  with 
high  school  education.  That's  because  there's 
fairly  clear  limit  on  the  maximum  amount  of  ean 
ings  for  those  with  a  high  school  diploma.  Only  V. 
of  high-school-educated  workers  earn  ov« 
$100,000  annually  By  comparison,  13%  of  colle 
educated  workers  earn  six  figures  or  mon 
an  equal  number  earns  less  than  $25,000  anni 
The  result  is  that  the  trend  toward  an  increa 
ingly  educated  population  actually  increases  tl 
amount  of  inequality  in  the  economy. 

Then  there's  immigration,  which  also  spui 
inequality.  In  recent  years,  the  new  entrant 
have  varied  greatly  in  tern 
of  education  and  income.  0 
the  one  hand,  immigrant 
are  more  likely  to  have 
college  degree  than  are  a* 
erage  Americans.  Meanwhil 
about  30%  of  workers  wit! 
out  a  high  school  diplonc 
are  immigrants,  far  out  < 
proportion  to  their  share  < 
the  population.  Without  in 
migrants,  inequality  woul 
be  less — but  so  woul 
growth. 

Still,  the  gap  between  ric 
and  poor  can  have  perniciot 
effects.  Often,  societies  wit 
a  rich  elite  suffer  from  a 
undesirable  concentration  « 
political  powder.  And  the  U.l 
can  certainly  take  steps  t 
mitigate  the  impact  of  ii 
equality  by  providing  bettt 
medical  care  and  educatio 
for  the  poor.  But  as  long  i 
growth  is  strong  and  povei 
ty  is  low,  a  little  inequality 
a  small  price  to  pay. 


_ 
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The 


Copycat 

Economy 


Once,  a  hot  new 
idea  spelled  years 
of  fat  profits.  But 
these  days,  rivals 
are  moving  into 
markets  before  you 
can  say  "clone" 


By  Pete  Engardio  and 
Faith  Keenan 


cenes  from  the  corporate  battle- 


field: 

■  For  a  decade,  the  refrigerator-size  Symmetrix 
unit  was  the  Goliath  of  the  data-storage  industry. 
Costing  up  to  $3  million,  it  enabled  its  maker, 
emc  Corp.,  to  reap  fat  profit  margins.  Then,  in 
2001,  IBM  and  Hitachi  Data  Systems  launched 
similar  boxes.  Prices  plunged  60%  last  year,  and 
are  down  about  35%  this  year. 

■  Kyocera  Corp.'s  qcp  6035  Smartphone,  a  com- 


bination personal  digital  assistant  and  Web-rea 
phone  priced  at  $500,  looked  like  a  winner  wh 
it  appeared  in  early  2001 — until  Samsung  El 
tronics  Co.  launched  a  smaller  PDA-phone  wit! 
color  screen  months  later.  The  Smartphone  n> 
retails  for  $150. 

■  Last  fall,  Procter  &  Gamble  Co.  thought 
$50  Swiff er  WetJet  mop,  which  sprays  water 
floors,  would  be  the  killer  app  of  housecleanii 
But  then  Clorox  Co.'s  ReadyMop  forced  p&g 
cut  its  price  by  half  in  seven  months. 

Competition  is  the  essence  of  a  market  ecoi 
my.  But  rarely  has  it  been  this  brutal.  In  r 
merous  industries,  companies  are  finding  it  : 
creasingly  hard  to  maintain  a  unique  advanta 
long  enough  to  make  good  profits  on  an  inno> 
tion.  Time  was,  companies  could  milk  a  no^ 
product  for  years  before  cut-rate  clones  arrive 
Now,  new  TV's,  packaged  foods,  telecom  route: 
e-commerce  concepts,  and  wireless  services  a 
barely  out  the  door  before  rivals  are  on  th< 
tails,  bludgeoning  prices. 

Call  it  the  copycat  economy.  And  it  rais 
some  critical  questions:  How  do  you  make  mon 
in  such  an  environment,  especially  when  dema 
is  flat?  Already,  the  lack  of  pricing  power  pari 
explains  why  productivity  gains  of  3%  to  4 
aren't  always  translating  into  higher  corpora 
profits.  Longer  term,  it  suggests  companies  m 
find  it  harder  to  sustain  strong  growth. 

Many  factors  are  at  work.  In  pharmaceutica 
where  drugmakers  are  hyping  derivatives  of  c 
blockbusters  like  Claritin  as  their  patents  expi 
and  generics  swarm  in,  there's  a  paucity  of  tec 
nology  breakthroughs.  In  electronics,  digitizati 
makes  hardware  easier  to  copy,  since  change 
propelled  by  constant  semiconductor  and  so 
ware  advances.  There  has  been  an  explosion 
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worthwhile  I  adjective  2: 
being  of  monetary  value 
for  the  time  or  effort 
expended. 
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low-cost  Asian  rivals.  And  the  rise  of  contract 
manufacturing  and  design  has  lowered  the  entry 
barrier  for  new  players  who  lack  factories  and  big 
labs.  As  a  result,  says  ceo  Michael  E.  Marks  of 
contract  manufacturer  Flextronics  Corp.,  keeping 
a  product  from  becoming  a  commodity  "will  just 
get  harder  and  harder." 

Even  many  innovative  productivity-boosting 
strategies  of  the  '90s  are  commonplace.  Nearly 
everyone  now  boasts  of  near-zero-defect  quality, 
efficient  supply  chains,  and  virtual  design.  Often, 
they  use  the  same  contractors,  consultants,  and 
software.  The  shift  of  business  to  the  Net  also 
quickens  the  spread  of  management  processes. 
"Everyone  has  the  same  capabilities,"  says  Allen 
J.  Delattre,  head  of  Accenture 
Ltd.'s  supply-chain  consulting  prac- 
tice for  electronics.  "Even  speed 
and  quality  are  commodities." 

For  consumers  and  the  U.S. 
economy,  this  dog-eat-dog  battle  is 
terrific.  The  rapid  dissemination  of 
innovation  has  helped  spur  Ameri- 
ca's productivity  gains.  It  also 
means  lower  prices  and  greater 
choice.  When  color  TV  appeared  in 
1956,  it  took  two  decades  before 
the  price  dropped  in  half.  It  took  a 
decade  for  VCR  prices  to  halve.  In 
contrast,  prices  for  DVD  players, 

Remember  DEC  and  Wang?  They 
lingered  at  the  top  of  the  tech  world 
compared  with  today  s  flameouts 


launched  in  1997  for  $700,  halved  in  about  two 
years,  and  now  they  sell  for  $153  on  average, 
says  market  researcher  NPDTechworld.  Deflation 
has  accelerated  in  other  sectors.  Since  1997,  retail 
prices  for  women's  apparel  are  down  8%  on  av- 
erage, reports  the  Bureau  of  Labor  Statistics. 
Television  prices  are  down  30%  in  the  U.S.; 
monthly  cell-phone  service,  32%. 

For  companies,  though,  benefits  can  be  fleeting. 
A  Mercer  Management  Consulting  Inc.  study 
suggests  tech  leaders  are  flaming  out  at  a  faster 
rate.  In  the  1980s,  five  years  lapsed  from  the 
time  the  stocks  of  Digital  Equipment,  Wang 
Labs.  Control  Data  Systems,  and  other  highfliers 
went  from  50%  of  their  peak  value,  hit  their 
highs,  then  dropped  again  by  50%.  By  then,  rivals 
had  saturated  their  markets  or  offered  better 
technologies.  In  the  early  '90s,  Cray,  Sybase,  and 
Lotus  blasted  off  and  fell  in  four  years.  In  the 
late  '90s,  Lucent,  Palm,  Cisco  Systems,  Novell, 
and  others  peaked  and  stumbled  in  less  than 
three.  Their  revenues  followed  similar  curves. 
Mercer's  Richard  Wise  thinks  the  shrinking  half- 
life  of  tech  leaders  points  to  a  critical  issue.  "A  lot 
of  companies  are  hitting  a  growth  and  value-cre- 
ation wall,"  Wise  says.  Less  tolerance  for  ac- 
counting tricks  exacerbates  the  task. 


Some  companies  are  special.  Dell  Comj 
and  Wal-Mart  Stores  are  so  good  at  execut 
that  they  always  seem  to  be  two  steps  ahej 
the  pack.  Some  winners  control  an  industry 
dard,  like  Microsoft's  Windows  operating 
tern.  But  it's  getting  harder  for  companies| 
establish  such  standards,  Wise  notes.  Custor 
and  rivals  have  ganged  up  to  keep  Nokia, 
ica  Online,  Gemstar,  and  others  from  becor 
the_  Microsofts  of  their  industries. 

There  are  ways  to  avoid  the  trap.  For  ej 
pie,  more  companies  view  their  hardware  I 
platforms  for  pushing  upgrades,  spare  parts,  J 
software.  That's  how  General  Electric  Co. 
Sony  Corp.  make  most  of  their  money  on 

engines  and  game  players, 
hopes  software  and  services 
banks,  airlines,  and  others  us> 
its  data-storage  gear  will  dr 
future  profits.  Other  compan 
constantly  pump  out  cutting-eo 
products    that    fetch    premh 
prices,  however  fleeting.  To  si 
ceed  in  this  game,  companies 
ten  must  get  costs  down  to  ma  - 
production  levels  as  soon  as 
new  product  hits  the  market  P 
rather  than  months  later.  "O*  i 
erwise,  you'll  never  make  m«  f 
ey,"  says  Dellatre.  That's  d  | 
reason  behind  Samsung's  sum  i 
in  new  cell  phones. 

Another  gambit  is  to  twe  ) 
existing  formulas  and  desig  c 
constantly.  Thus,  Colgate  m; 
kets  some  10  variations  of  tool  * 
paste.  Spanish  clothing  comj  fc 
ny    Zara    takes    this    to    t  E 
extreme.  It  can  modify  a  gf  ? 
ment  sold  in  its  retail  stores  in  two  wee! 
based  on  customer  feedback  from  salespeoj 
taking  notes  on  handheld  pes. 

Some  companies  are  doing  the  opposite.  Th 
focus  their  research  on  fewer  products,  tec 
ciously  defend  patents,  and  back  well-establish 
brands  with  heavy  marketing.  A  $500  million  a 
nual  ad  budget  helps  Gillette  Co.  charge  $30  f 
its  new7  Mach3Turbo  razor  and  12  replaceme 
cartridges — wiiile  disposable  razors  go  for  $3.29 
dozen.  As  part  of  its  goal  to  double  profit  margi  '  ■ 
in  five  years,  Unilever  Group  has  whittled  i 
brands  from  1,600  to  400.  "It  is  increasingly  dj 
ficult  to  develop  consumer  products  that  are  trj 
ly  breakthroughs,"  says  Randy  Quinn,  senij 
\ice-president  for  brand  development.  Inst 
Unilever  slaps  its  best  brands  on  more  produ 
Dove  now  appears  on  shower  gel,  deodorant, 
skin  cleanser. 

But  how  long  can  such  strategies  produ' 
growth?  And  as  imitators  try  the  same  tactic 
who  is  generating  new7  demand?  Or  is  everyoi 
just  cannibalizing  each  other?  Eventually,  coi 
panies  must  intensify7  the  search  for  technolo| 
breakthroughs  and  new7  business  models  that  d 
liver  sustainable  advantages.  Until  then,  it  will  1 
hard  to  escape  the  copycat  jungle. 
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!!  PRQMISE  TD  EXPLAIN  THE  WONDERS  OF  OUR  SYSTEM-DN-CHIP  RESEARCH 
!  AND  HDW  SCOTLAND  IS  SHAPING  THE  FUTURE  OF  ELECTRONIC  DESIGN. 

I  BUT  FIRST  WE  NEED  TD  GET  PAST  THE  KILT  THING. 
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he  reality  is  you'll  find  more  Scots  donning  lab  coats  than  kilts  these  days. 

n  electronic  design,  our  innovative  Alba  Centre  is  leading  the  world's  R&D  in  System  Level  Integration  technology,  as  well  as 

•moting  enormously  successful  collaborations  between  top  universities  and  private  sector  partners.  And  of  course,  there's  Dolly, 

■  now  famous  sheep  who  became  the  first  mammal  cloned  from  an  adult  cell— a  direct  result  of  Scotland's  thriving  and  inventive 

tech  industry. 

bday,  the  question  progressive  companies  are  asking  us  has  little  to  do  with  matters  such  as  why  we  wear  kilts— and  has 

:rything  to  do  with  how  to  gain  access  to  the  kind  of  vast  knowledge  base  Scotland  offers. 

cottish  Development  International  is  a  government-funded  organisation  that  has  a  network  of  offices  around  the  world  that  can 

p  your  business  tap  into  Scotland's  key  strengths  in  knowledge,  high-level  skills,  technology  and  innovation. 

Global  companies  are  always  looking  for  ways  to  gain  a  competitive 
>>a^BH|  b  WBl         advantage.  Scottish  Development  International  will  help  you  find  that 

""  expertise  in  Scotland.  Find  out  more  about  bringing  your  business  to 

Scotland.  Or  Scotland  to  your  business. 

Visit  www.scottishdevelopmentinternational.org  for  more  information. 
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Firepower 


for  Financial 


Cops 


Nothing  less  than 
an  overhaul  of 
the  SEC  is  due. 
Its  job  would  be 
the  same- 
protecting 
investors-but  its 
cops  would  be  out 
to  bust  criminals, 
not  just  sue  them 


By  Joseph  Weber 


f  the  Securities  &  Exchange  Com- 
mission didn't  exist,  we  would  have  to  invent  it. 
So,  let's  imagine  that  we're  starting  from 
scratch.  What  should  the  sec  look  like  in  the 
wake  of  the  corporate  scandals  and  the  bear 
market  that  have  ravaged  the  country  for 
months?  Would  a  redesigned,  recast  sec  oversee 
Corporate  America  and  Wall  Street  differently? 
What  powers  would  it  have?  Could  it  prevent 
another  Enron  or  WorldCom? 

There's  certainly  lots  of  room  for  improve- 
ment. Yet  except  for  providing  more  money — up 
to  $766  million,  a  66%  increase,  next  year — and 
more  staff,  Washington  is  behaving  as  though 
the  sec  ain't  broke  and  doesn't  need  fixing.  True, 
after  years  of  caving  to  the  accounting  lobby, 
Congress  and  the  Administration  have  finally 
mandated  tougher  policing  of  accountants  and 
auditors.  But  the  reforms  are  hardly  the  product 
of  deep,  long  thought  on  how  to  prevent  future 
scandals.  For  the  most  part,  they're  plucked 
from  a  dusty  grab  bag  of  rejected  proposals 
made  by  sec  officials  over  the  years. 

The  remodeled  agency's  core  mission  would 
remain  what  it  has  been  since  its  creation  in 
1934  during  the  Great  Depression:  to  protect 
investors  and  maintain  the  integrity  of  the  se- 
curities markets.  But  because  corporate  chi- 
canery has  become  so  much  more  sophisticated 
since  then,  the  sec's  tools  for  combating  wrong- 
doing should  be  sharper  and  more  effective.  To- 
day's corporate  crooks  make  the  pre-1929  pur- 
veyors of  worthless  stock  look  like  pikers. 

To  begin  with,  the  ability  to  bring  criminal 
proceedings,  with  the  threat  of  hard  time, 


against  financial  miscre- 
ants would  command  a 
lot  of  attention.  Today, 
the   sec   launches   only 
civil  cases  against  wrong- 
doers, either  before  in- 
house  administrative  law 
judges  or  in  public  court 
proceedings.    Low-level 
workers   are   sometimes 
barred  from  employment 
in  the  securities  industry; 
occasionally,  substantial 
fines  are  levied  on  broker- 
age houses  and  banks.  For 
example,  Credit  Suisse  First 
Boston  paid  $100  million  in 
fines  in  January  to  settle  allega- 
tions, which  it  didn't  admit  or  deny, 
that  it  had  received  bloated  com- 
missions in  exchange  for  allocating 
shares  in  hot  initial  public  offerings 
to  some  clients.  Large  as  they  are, 
though,  the  penalties  have  come  to 
be  regarded  as  part  of  the  cost  of 
doing  business  in  a  tough  market- 
place rather  than  punishment.  That's 
especially  true  since  most  sec  cases, 
such  as  csfb's,  are  resolved  with- 
out any  admission  of  wrongdoing. 

Even  after  the  latest  reforms,  the 
SEC  will  still  have  to  turn  to  the  Jus- 
tice Dept.  on  criminal  matters.  That 
cumbersome    process   can    lead    to 
wasteful  turf  battles.  What's  more, 
the  tough-as-nails  prosecutors  at  Jus- 
tice can  independently  choose  to  take 
up  corporate  cases — sometimes  in 
conflict  with  the  sec  staff — as  they 
did   in   the   prosecution   of  auditor 
Arthur  Andersen  LLP.  It  would  make 
more  sense  for  a  crew  of  elite  sec 
prosecutors  who  have  worked  up  crim- 
inal cases  to  handle  them  on  their 
own.  And  in  enforcing  new  mandates 
for   prison   time   for   ceos   who 


i 
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break  trust  with  shareholders,  sec  lawyers, 
schooled  in  the  subtleties  of  corporate 
crime,  surely  would  have  a  leg  up  on  their 
peers  at  Justice. 

Assembling  such  a  team  of  bloodhounds 
at  the  sec  would  offer  other  pluses.  For  one, 
they  could  use  tools  now  denied  to  sec  in- 
vestigators, such  as  wiretapping  and  broad 
(rather  than  narrowly  targeted) 
searches.  Here,  it  would  be  as  if 
the  sec  borrowed  some  of  the 
power  of  the  FBI.  "If  I  were 
to  make  one  change,  it  would 
be  to  give  criminal-enforce- 
ment power  to  the  sec,"  says 
David  S.  Ruder,  a  former 
commission  chairman  who 
teaches  law  at  Northwestern 
University.  "With  criminal- 
enforcement  power,  you 
would  have  much  broader  in- 
vestigative power,"  Ruder 
adds. 

With  just  four  large  ac- 
counting firms  left  after 
the  withering  of  Ander- 
sen, the  sec  should  also 
have  the  power  to  bust 
up  overly  concentrated 
firms  in  the  future.  An 
antitrust-review  mech- 
anism,   coupled    with 
routine   policing, 
might    be    just    the 
right  amount  of  pow- 
er  for   the    recently 
mandated  accounting- 
oversight  board  that  will 
work  under  sec  auspices. 
Taking  a  page  from  the 
Internal  Revenue  Service, 
the  oversight  board  also 
should  be  able  to  launch 
random  audits  of  companies 
and  not  just  their  auditors, 
which  the  regulatory  team 
can  now  review  under  the 
new  board's  mandate.  "To 
have  a  group  at  the  sec  that 
occasionally  goes  in  and  au- 
dits the  auditors,  or  does 
some  kind  of  audit  of  major  public 
companies,  would  not  be  such  a 
bad    thing,"    says    Roberta    S. 
Karmel,  a  professor  at  Brooklyn 
Law  School  who  served  as  an  sec 
commissioner  from  1977  until  1980. 


Like  any  crackerjack  police  force — and,  es- 
sentially, the  agency  is  a  police  force  to  protect 
investors — the  ideal  sec  would  not  wait  for  law- 
breakers to  come  to  light.  Instead,  the  ideal 
agency  would  act  more  like  the  one  headed  by 
former  Chairman  Arthur  Levitt  Jr.  In  2000, 
when  he  was  worried  about  Wall  Street  get- 
ting information  ahead  of  ordinary  investors, 
for  instance,  Levitt  championed  Regulation  FD 
(for  "fair  disclosure"),  forcing  companies  to  stop 
playing  favorites  among  analysts  for  news  leaks. 
The  result  has  been  extraordinary  disclosure, 
aided  by  the  Internet  and  its  ability  to  let  com- 
panies instantly  Webcast  their  news.  As  cur- 
rent Chairman  Harvey  L.  Pitt  now  argues,  the 
sec  should  champion  even  more  frequent  re- 
leases of  information,  scrapping  the  habit  of 
companies  withholding  important  news  until  the 
end  of  a  quarter. 

Sure,  such  far-reaching  changes  might  alarm 
small-government  advocates.  Folks  whose  anti- 


A  Better  SEC 

The  securities  cops  are  getting  more  money 
and  staff.  Here's  what  they  also  need: 

POWER  to  break  up  overly  concentrated  accounting  firms 
RIGHT  to  launch  criminal  cases  against  wrongdoers 
ABILITY  to  use  tools  such  as  wiretaps  in  probes 
AUTHORITY  to  make  random  audits  of  company  financials 


government  views  have  held  sway  since  the 
days  of  President  Ronald  Reagan  would  be 
troubled  by  an  sec  that  could  work  better  and 
move  on  more  fronts.  "If  government  could 
ever  get  itself  to  be  more  efficient,  we'd  all  be 
in  danger,"  argues  Edward  H.  Fleischman,  a 
former  sec  commissioner  appointed  by  Reagan 
who  now  is  a  senior  counsel  at  the  Linklaters 
law  firm.  But  even  Fleischman  is  weary  of  con- 
stantly seeing  fresh  scandals  in  areas  where 
the  commission  is  supposed  to  be  on  the  case, 
such  as  in  auditing.  "In  retrospect,  [the  sec] 
should  have  been  harsher  and  probed  further" 
into  the  likes  of  Andersen,  he  concedes. 

Would  a  thorough  overhaul  of  the  sec  threat- 
en fundamental  liberties  that  businesses  now 
enjoy?  No.  The  laws  are  already  in  place  for 
reining  in  miscreants.  What's  missing  is  better 
policing.  With  the  scandal-a-day  environment 
rapidly  turning  those  now  infamous  "few  bad  ap- 
ples" into  a  full  orchard,  a  few  far-reaching 
changes  would  be  just  the  right  move.  ■ 


Washington  is  behaving  as  though 

the  SEC  ain't  broke  and  doesn't  need  fixing 

beyond  some  minor  tinkering 
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Downside 

of  Disclosure 


Too  much  data 
can  be  a  bad  thing. 
It's  quality  of 
information  that 
counts,  not  quantity 


By  Nanette  Byrnes 

ibboney  Huske  is  a  pro 
when  it  comes  to  sifting  through  corporate  re- 
ports. As  an  analyst  at  Credit  Suisse  First 
Boston,  she  covers  11  companies  in  the  imaging 
industry  and  is  regularh  recognized  as  one  of  the 
top  interpreters  of  the  field.  She's  a  certified  fi- 
nancial analyst,  has  a  staff  who  works  with  her, 


and  has  access  to  state-of-the-art  technology.] 
if  anyone  was  up  to  tackling  the  1,000-page 
rox  Corp.  annual  report  issued  on  June  28.  it 
Huske.  Yet,  two  weeks  later,  having  worll 
both  weekends,  Huske  and  her  staff  were  :| 
analyzing  the  massive  document. 

If  a  professional  stock  analyst  has  that  iwj 
trouble  getting  her  arms  around  a  company's! 
nancials,  what  hope  is  there  for  the  average 
vestor?   True,   Xerox   had   an   extraordin4 
amount  to  explain — including  a  restatement 
five  years  of  numbers  required  by  the  Securil| 
&  Exchange  Commission.  But  almost  every7 
pany  is  putting  out  longer,  more  complicated 
ports  these  days.  Even  those  with  far  1 
complex  finances  are  weighing  in  with  a  mi 
bending  500  pages  plus. 

Driving  this  corporate  loquaciousness  is  a  I 
ing  demand  for  increased  disclosure  follow  *U 
this  year's  string  of  corporate  frauds  and 
counting  misbehavior.  Everyone  from  the  £ 
to  President  George  W.  Bush  has  demanded  t 
investors  be  given  more  information.  And  fasi 
The  sec  has  proposed  cutting  the  time  allott  - 
for  filing  quarterly  reports  to  30  days  after  1 
end  of  the  period  from  45.  Annual  reports  \ 
have  to  be  mailed  in  60  days,  down  from 
But  while  outraged  politicians  and  regulati 
demand  more,  one  vital  point  goes  ignored, 
vestors  don't  just  want  more  information — tb 
want  better  information.  "I  thought  in  this 


. 
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I  hear  we've  got  wireless  access 
to  the  company  network. 
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I  hear  we've  got  real-time 
financial  data,  from  anywhere. 


**f* 


I  hear  they've  got  a  machine 
that  makes  coffee. 
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WIRELESS 

BUSINESS   SOLUTIONS 


jtel  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
3  if..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
'eal-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business, 
ime.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
nal  wireless  network  designed  specifically  to  carry  both  voice  and  data.  Call  toll  free 
7-NEXTELC,  or  visit  nextel. corrVWBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


S2002  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 

All  other  product  names  and  services  are  the  property  of  their  respective  owners. 
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mate  companies  would  be  bending  over  back- 
wards to  do  the  right  thing,"  says  Charles  L. 
Hill,  director  of  research  at  Thomson  Financial/ 
First  Call,  which  tracks  Wall  Street  earnings 
estimates.  "But  of  the  900  pages  of  a  filing,vprob- 
ably  899  of  them  are  ginned  up  by  the 
lawyers  to  cover  their  butt." 

Too  much  disclosure  may  in- 
deed prove  to  be  a  very  bad 
thing,  if  the  ton  of  chaff 
makes  it  impossible  to  find 
the  kernels  of  truth.  The 
best  hope  for  investors  is 
that  the  current  uproar 
will  provide  fuel  for  a  sec- 
ond phase  of  reform,  one 
in  which  disclosure  is  fun- 
damentally restructured  to 
make  it  more  useful. 
Since  communicating  a  com- 
pany's relevant  information  to  in- 
vestors is  the  whole  idea  behind  fil- 
ing quarterly  and  annual  reports,  it's  a 
serious  problem  that  these  documents  are  be- 
coming nearly  impenetrable.  It's  particularly 
troubling  because  there's  some  early  evidence 
that  companies  are  not  interested  in  improving 
the  quality  of  their  reports.  Case  in  point:  the 
sec's  demand  in  December  that  companies  pro- 
vide a  clear  explanation  of  how  pro-forma  earn- 
ings numbers  were  calculated  and  how  they  re- 
late to  earnings  as  calculated 
under  generally  accepted  ac- 
counting principles  (GAAP). 
Sadly,  little  has  improved 
since.  Companies  like  Solec- 
tron Corp.,  which  immedi- 
ately vowed  to  stop  issuing 
pro-forma  figures,  are  back 
at  it.  And  that  reconciliation 
of  GAAP  with  pro  forma? 
Very  hard  to  find. 

Overwhelmed  by  this 
flood  of  useless  data,  in- 
vestors are  increasingly  re- 
lying on  intermediaries  to 
interpret  what  it  all 
means — an  ironic  turn,  given 
that  the  ethics  and  veracity 
of  Wall  Street  analysts  are 
under  fire.  "Without  spend- 
ing literally  hours  studying 
the  financials,  the  notes  to 
the  financials,  the  management  discussion  and 
analysis,  it's  increasingly  impossible  to  analyze  a 
company,"  says  Steven  M.  H.  Wallman,  founder  of 
FolioFn  Inc.,  a  Web-based  investing  service,  and 
a  former  sec  commissioner. 

If  that  cry  gains  enough  momentum,  there  is 
hope  that  real  change  can  still  come.  Samuel  A. 
DiPiazza  Jr.,  chairman  of  PricewaterhouseCoop- 
ers,  proposes  a  three-step  reform  in  a  book  he 
co-authored,  Building  Public  Trust:  The  Future 
of  Corporate  Reporting.  He  advocates  using  a 
less  technical  approach  to  auditing  similar  to 
the  current  European  system,  rather  than  the 


detailed  rules  of  the  GAAP.  The  hope  is  that 
would  make  management  both  responsible 
accountable  for  choosing  the  accounting  metl 
that  best  reflects  the  economics  of  the  bus: 
rather  than  hiding  behind  detailed  rules. 

He  wants  disclosure  of  half  a  dozen  o 
benchmarks  that  can  be  used  to  measure 
cial  and  nonfinancial  performance  in  each  s 
ic  industry,  with  all  such  companies  follow 
the  same  rules.  And  he  would  include  a  dis 
sion  about  issues  of  great  importance  to 
specific  company.  "That's  much  better  dis 
sure,"  says  DiPiazza,  "because  it  would  ti 
help  investors  make  better  judgments." 

Even  without  such  fundamental  change,  ti 
are  steps  that  could  be  taken  to  greatly  imp 
the  usefulness  of  corporate  information.  One  i 
that  has  gained  momentum  in  the  past  two  y 
with  Nasdaq,  as  well  as  the  International 
counting  Standards  Board  and  major  corps 
tions  such  as  Microsoft  Corp.,  is  to  creat 
technical  standard  that  wrould  be  used  to  "t 
basic  categories  of  financial  information  in  c 
porate  reports.  The  same  standard  would  then 
embedded  in  software  programs  used  by 
vestors  and  regulators.  Advocates  say  that  ] 
tensible  Business  Reporting  Language  (XB 
would  make  it  much  easier  for  almost  anyone 
wade  through  voluminous  disclosures,  via  c( 
puter,  for  the  numbers  they  need  to  analyz 
company's  performance. 


Data,  Data  Everywhere 

Here  are  some  of  the  demands  for  more  corporate  informatio 

CONGRESS  Recent  legislation  requires  that  companies  in- 
clude material  off-balance-sheet  transactions  in  quarterly' 
and  annual  reports,  file  stock  ownership  by  officers  and  m 
jor  stockholders  faster,  and  issue  a  management  assessme 
of  internal  financial  controls. 


SEC  Rule  changes  would  require  disclosure  of  critical  ac- 
counting policies,  employee  stock  ownership  lock-out  peri 
ods,  and  rating  agency  decisions.  Also,  CEOs  and  CFOs  mu 
certify  all  quarterly  and  annual  reports. 


NEW  YORK  STOCK  EXCHANGE  New  rules  say  CEOs  must 
attest  to  completeness  and  understandability  of  investor  id 
formation,  and  publish  corporate  governance  guidelines  a 
a  code  of  business  ethics. 


The  bust-up  of  the  go-go  '90s  has  exacted  1 
enormous  price — in  the  markets,  in  the  rej 
tion  of  executives,  and  in  the  trust  in 
Street  analysts  and  corporate  auditors.  One 
eficial  legacy  of  such  an  era  of  pain  would 
corporations  could  give  us  a  clearer  picture  I 
their  performance.  But  for  disclosure  to  be  vaj 
able,  it  has  to  be  aimed  at  informing  invest*! 
on  the  issues  they  truly  care  about  and  pil 
sented  in  a  way  they  can  understand.  If  regul 
tors  lose  sight  of  that  in  their  push  for  chanfj 
they  may  have  missed  their  best  shot  at  II 
long-term  reform. 
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>u  get  daily  updates 
'our  business  health? 

Help  departments  set 
well-defined  objectives? 

And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  your 
enterprise — one  that  brings  together  Finance,  HR 
and  other  business  units  to  meet  strategic  goals. 
So  you  can  keep  stakeholders  happy,  employees 
productive  and  competitors  on  the  defensive.  To 
find  out  how  leading  companies  are  reaping  the 
rewards  of  SAS  enterprise  intelligence,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  to  Known 


er  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration, 
stitute  Inc.  AH  rights  reserved.    51076US.0502 
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Abolish 


Paper 


Money 


O.K.,  O.K.-not 
all  paper  money, 
but  certainly 
bills  over  $50. 
They'll  be 
mourned  only 
by  tax  cheats, 
drug  dealers, 
and  other 
criminals 


^L  I  By  Lewis  Braham 

^^^^■^■^^^^  resham's  Law  holds  that 
bad  money  tends  to  drive  out  good.  These  days, 
though,  cash  itself — loot,  moolah,  clams,  bread, 
the  dear  old  greenback,  in  short — is  getting 
whacked.  Go  to  the  movies,  shop  for  groceries, 
and  the  cashier  is  delighted  to  run  a  debit  card 
through  a  terminal  that  zaps  payment  straight 
to  the  vendor's  account.  On  many  highways,  an 
electronic  pass  pays  the  toll.  And  when  you 
write  a  check,  the  money  is  switched  from  your 
account  to  the  recipient's  electronically. 

So,  is  the  much-forecast  day  of  the  cashless 
society  upon  us?  There's  no  question  that  con- 
sumers love  the  convenience  of  electronic  mon- 
ey. Last  year,  they  paid  just  19%  of  their  $5.4 
trillion  worth  of  transactions  in  cash,  vs.  25%  of 
payments  totaling  $2.3  trillion  in  1990,  according 
to  The  Nilson  Report.  By  2020,  figures  Nilson 
publisher  David  Robertson,  little  more  than 
10%  of  payments  will  be  in  cash.  "The  tech- 
nology now  exists  for  a  paperless  society,"  he 
says. 

But  cash  isn't  about  to  be  consigned  to  the 
museum.  Imagine  having  to  pay  for  such  items 
as  a  newspaper  or  a  delivery  tip  without  small 
bills  or  coins.  Besides,  the  cost  of  converting  bil- 
lions of  parking  meters  and 
vending  machines  to  accept 
electronic  payment  would  be 
astronomical. 

Although  consumers  are  us- 
ing a  lower  proportion  of  cash 
in  making  payments,  they  still 
hold  plenty.  The  Federal  Re- 
serve figures  there's  enough 
of  the  green  stuff  in  circula- 
tion for  evei-y  man,  woman, 
and  child  in  the  U.  S.  to  have 
$2,178  in  bills  stuffed  under 
the  mattress.  But,  says  the 
Fed,  the  average  adult  car- 
ries around  only  about  $100 
in  cash.  So  where V  the  rest? 
About     half    is     circulating 


Bye-Bye,  Greenback 

Increasingly,  consumers  prefer 

to  pay  with  cards,  checks,  and 

e-money  rather  than  cash 

12 


▲  TRILLIONS 


Data:  The  Nilson  Report 


abroad;  the  other  half  is  used  in  illicit  act 
ties,  such  as  tax  evasion  and  drug  peddling. 
Criminals  prefer  paper  currency  because 
largely  invisible  to  the  government.  All-c 
transactions  drive  a  thriving  underground  ec 
omy  of  businesses,  from  corner  stores  to  la 
dromats  and  restaurants,  that  don't  declare 
substantially  underreport  then-  income  to 
Internal  Revenue  Service.  According  to  the 
irs  estimate,  some  $278  billion  in  tax  revel 
was  lost  from  such  businesses  in  1998 — m 
than  15%  of  the  $1.8  trillion  taxes  paid. 

Police,  tax  collectors,  and  regulators  wo 
have  a  much  simpler  job  stomping  on  tax  e 
sion  and  crime  if  the  use  of  electronic  currei 
were  mandatory  The  electronic  trail  it  leaver 
easy  to  follow.  Even  checks  and  money  ord 
leave  electronic  traces  when  they're  cash 
Electronic  money  also  would  help  protect 
private  sector  against  criminal  activities.  I 
example,  First  Data  Corp.,  the  largest  U 
processor  of  electronic  transactions,  has  a  syst 
for  wire  transfers  that  raises  a  red  flag  a 
prevents  the  transaction  when  a  known  di 
dealer  tries  to  launder  money. 

Happily,  compulsion  may  not  be  necessary 
present  trends  continue,  cri 
inals  and  tax  bilkers 
eventually  be  the  only 
users  of  cash.  The  mere  p 
session  of  a  big  stash  of  t 
stuff  will  attract  the  attt 
tion  of  cops,  just  as  the 
ability  to  produce  a  satisfi 
tory  ID  does  now.  Rather  th 
ban  paper  money  altogeth 
let's  get  rid  of  the  large  bfi 
say  $50  and  up,  that  are  n* 
used  by  criminals.  Life  woi 
go  on  as  before.  After  all, 
New  York  City,  cab  drive 
can  refuse  anything  bigg 
than  a  $20  bill,  and  the 
still  works. 


I 
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intel.com 


Will  Moore's  Law  stand 
forever? 

In  1965,  Intel's  Gordon  Moore 

created  a  "law"  that  became 

shorthand  for  the  rapid  growth  of 

technology.  He  predicted  that  the 

number  of  transistors  on  a  chip 

would  grow  exponentially  every  year. 


Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 

It's  still  true  today.  Intel's  newest 

technologies  will  soon  allow 
us  to  squeeze  a  billion  transistors 

on  a  chip,  which  will  help 

companies  do  more  at  a  lower  cost, 

That's  not  just  serious  science. 

It's  serious  business. 


Sophisticated  tools  perform 

tests  to  ensure  the 
highest-quality  processor. 


Processor  production,  constantly 

monitored  by  smart 

machines  and  smart  people. 
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Corporate  t\lS 


Current  measures  of  a  company's  health 
-and  its  ability  to  handle  adversity-are 
inadequate.  Here's  what  we  need  to  know 


A 


By  Emily  Thornton 

11  hail  to  the  new  chief! 
The  chief  risk  officer,  that  is.  Roughly  half  have 
been  appointed  in  the  past  year,  making  the  job 
one  of  the  fastest-growing  in  the  upper  ranks  of 
Corporate  America.  The  timing  is  no  coincidence: 
Fiascos  such  as  Enron  Corp.  and  WorldCom  Inc. 
are  a  sharp  reminder  to  boards  and  CEOs  that 
handling  risk — to  a  company's  operations,  market, 
credit  standing,  and  reputation — is  a  top  priority 
that  can't  be  left  to  low-level  employees. 

What's  at  stake  is  a  company's  very  survival. 
In  a  changing  investment  climate,  capital  will 
flow  only  to  those  the  market  judges  to  be  the 
savviest  risk  managers.  The  rest  face  a  dim  fu- 
ture in  which  they  pay  much  more  for  credit 
and  their  stocks  trade  at  big  discounts. 

The  biggest  shock  awaiting  laggards  is  just 
how  much  information  they'll  have  to  disgorge  to 
get  favorable  treatment.  At  present,  most  com- 
panies divulge  little — or  nothing — about  how 
they  monitor  risk.  Some  won't  even  reveal 
whether  they  have  a  chief  risk  officer,  let  alone 
key  information  such  as  how  they  conduct  in- 
ternal audits  or  what  assumptions  they  make 
in  fixing  their  reserves  for  bad  debt.  "This  is  the 
next  wave  of  information  that  needs  to  be  dis- 
closed," says  Robert  Willens,  a  tax-and-account- 
ing  analyst  at  Lehman  Brothers  Inc. 

Some  of  this  information  will  be  a  more  thor- 
ough disclosure  of  a  company's  numbers,  such  as 
how  much  credit  in  all  forms  it  can  tap.  But  much 
will  be  less  tangible,  such  as  whether  company 
borrowings  have  triggers  that  could  force  early  re- 
payment or  how  much  a  company  is  exposed  to 
major  legal  claims.  And  yet,  other  information 
will  be  hard  to  quantify,  such  as  how  good  man- 
agement is.  Difficult,  but  not  impossible:  In  the 
fall,  ratings  agency  Standard  &  Poor's,  like  Busi- 
nessWeek a  unit  of  The  McGraw-Hill  Cos.,  will 
score  U.S.  companies  on  their  corporate-gover- 


nance and  disclosure  practices.  'There  needs 
a  different  kind  of  tool  to  measure  corporate  i 
management,"  says  Eugene  A.  Ludwig,  manag 
partner  for  financial  risk-management  consul^ 
Promontory  Financial  Group  LLC. 

Here  are  some  key  factors  that  should 
weighed  in  deciding  how  risky  any  business 
■  LIQUIDITY  TRAP  Even  if  a  company  j 
service  debt,  the  way  it  manages  its  final 
creates  a  set  of  separate  risks.  Moody's  Invesl 
Service  said  in  a  survey  published  in  July  t! 
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lauty  is  only  skin-deep.  "Best  Premium  Sports  Car  In  Initial  Quality"  is  to  the  bone. 

the  second  consecutive  year,  the  Chevrolet   Corvette'  has  shown  it's  more  than  just  another  pretty  face. That's  because  according  to 

IL 

Power  and  Associates,  Chevrolet  Corvette  has  been  ranked  the  "Best  Premium  Sports  Car  In  Initial  Quality  Two  Years  in  a  Row'  It's 


rt  of  our  comm'i 


»r  that  rivals  the  world's  best  in  performance,  handling  and  quality  engineering,  corvette.com 


hevrolet  Corvette  was  the  highest-ranked  Premium  Sports  Car  in  the  J  D  Power  and  Associates  2001-2002 

102  study  based  on  a  total  of  64,905  consumer  respoi  owner-reported  problems 
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771  investment-grade  U.S.  companies  had  dis- 
closed only  22.5%  of  their  triggers — some  of 
which  could  force  them  to  accept  much  worse 
terms  on  outstanding  loans  if  their  credit  rating 
falls.  Companies  should  disclose  such  potential 
time  bombs  and  report  how  much  credit  in  all 
forms  they  have  available.  Such  information 
might  have  saved  shareholders  of  Tyco  Inter- 
national Ltd.  some  of  the  $90  billion  they've  lost 
since  January.  If  Tyco  had  disclosed  its  borrowing 
capacity  and  its  covenants,  investors  could  have 
seen  that  the  company  needed  to  sell  assets  to 
service  debt.  And  they  could  have  bailed  out. 
"How  can  you  make  a  good  assessment  of  risk 
without  that  kind  of  in- 
formation?" says  Henry 
Kaufman,  who  runs  his 
own  consulting  firm, 
Henry  Kaufman  &  Co. 

Piles  of  off-balance- 
sheet  commitments  and 
potential  liabilities,  in- 
cluding lawsuits  and  en- 
vironmental obligations, 
can  come  back  to  haunt 
a  company.  In  this  year's 
second  quarter,  oil-ser- 
vices giant  Halliburton 
Co.  took  a  $483  million 
pre-tax  charge  for  as- 
bestos liabilities,  many  of 
which  landed  in  its  lap 
when  it  bought  Dresser 
Industries  in  1998. 
Though  the  claims  were 
in  Dresser's  accounts, 
the  company  believed  it 
was  indemnified.  "No 
one  could  have  predicted 
what  would  have  hap- 
pened," says  spokes- 
woman Wendy  Hall. 

■  GUESSTIMATE  GAME 
Much  of  what  is  pre- 
sented as  hard  information  in  financial  state- 
ments is  in  fact  a  guess  based  on  multiple — and 
often  unstated — assumptions.  Many  banks  and 
credit -card  companies,  for  example,  set  loan-loss 
reserves  without  revealing  the  assumptions  they 
use  to  calculate  them.  They  need  to  disclose 
such  information  and  warn  shareholders  how 
their  financial  picture  would  change  if  their  as- 
sumptions are  off  by,  say,  1%,  5%,  or  10%. 

Wildly  optimistic  assumptions  come  with  a 
high  price.  Companies  in  the  Standard  &  Poor's 
500-stock  index  may  end  up  as  much  as  $150 
billion  short  of  their  projected  pension  obliga- 
tions, mainly  because  they  bet  wrong  on  how 
stock  prices  and  interest  rates  would  move. 

■  COMPLIANCE  COMPLEX  Auditors  provide  so- 
called  Management  Letters,  which  assess  the 
quality  of  their  client's  internal  auditing.  Share- 
holders need  that  information,  but  they  don't  get 
it  because  companies  aren't  required  to  reveal  it. 

Companies  need  to  disclose  at  least  how  big 
their  internal  audit  staff  is  and  what  they  do. 


Risky  Business 


The  more  bad  points  a  company  has,  the  higher  its  score-and  the 
more  caution  an  investor  should  use 

POTENTIAL  SCORE 

GUESSTIMATE  GAME  Company  does  not  disclose  the 
assumptions  embedded  in  its  financial  statements-and  the 
consequences  if  they're  wrong.  30 

COMPLIANCE  COMPLEX  Company  refuses  to  discuss  the 
size  and  function  of  its  internal  audit  staff,  making  an 
investor  wonder  if  they  even  exist.  30 

LIQUIDITY  TRAP  Loads  of  off-balance-sheet  liabilities  are 
buried  in  footnotes,  and  company  remains  mum  about  exactly 
how  much  credit  it  has  available.  20 

PEER  PRESSURE  Company  is  racking  up  earnings  faster  than 
rivals.  But  its  management  team  has  no  experience  in  the 
fast-growing  new  business  that's  propelling  the  company.      10 

BOSS  FACTOR  A  management  team  has  never  managed 
through  an  economic  downturn  and  will  get  paid  megabucks 
whether  the  company  pulls  through  or  not.  10 


Data:  BusinessWeek 


How  often  do  they  meet?  How  much  time 
the  ceo  spend  with  the  team?  And  most  imjj 
tant,  has  the  company  ever  demoted  a  cor 
ance  officer  after  there  has  been  a  faih 
controls?  By  simply  disclosing  how  many  offi<j 
must  certify  capital  expenditures  above  a  cer 
amount,  for  example,  companies  could  reass| 
shareholders  that  their  cfo  isn't  like  WorldCc 
Scott  Sullivan,  who  allegedly  disguised  $3.8 
lion  in  expenses  as  capital  expenditures  to  pi 
up  the  company's  operating  profits. 
■  PEER  PRESSURE  Of  course,  some  informal| 
that  would  go  into  a  risk  scorecard  is  available 
ready.  It  just  hasn't  been  fully  utilized.  A  cor 

ny   that   is   growl 
fast  compared  with! 
peers  is  a  red  flad 
risk     mavens — es| 
daily  if  its  most 
business  is  new 
managed   by   exe| 
tives  with  little  en 
rience  in  it.  Just  1(| 
at  Enron,  which 
to    make    itself 
dominant  trader  of  | 
only    electricity 
also  commodities 
as  broadband  ba 
width,  water,  and 
airtime,  about  wr 
its  executives  prestj 
ably  knew  little. 
■  BOSS  FACTOR  II 
ecutives  have  to  kn| 
how  to  handle  a  si 
economic    downtu 
So  hip  youngsters  si 
financial-whiz  boss 
are  out  these  dai 
Experienced      ex<| 
with  backgrounds) 
Grand  Total:    :  compliance  and  le 

affairs  are  in. 
Bosses'  interests  need  to  be  aligned  with 
of  shareholders  so  they  can't  make  out  like 
while  driving  their  companies  into  the  groi 
"There  ought  to  be  more  discipline  in  the  ol 
stock  options,"  says  Carol  Bowie,  director  of  gt  ( 
ernance  research  at  Investor  Responsibility  I 
search  Center.  One  possibility:  compensation  pai 
ages  that  require  execs  to  keep  most,  if  not  all, 
their  option  shares  for  at  least  a  year  after  th 
leave.  That  would  have  probably  given  troubl 
Qwest  International's  former  ceo  Joseph  P.  N 
chio  pause.  He  collected  $248  million  on  sto 
sales  before  resigning  from  the  company.  HeraJ 
Schacht,  chairman  of  Lucent  Technologies  It  B 
would  even  revise  the  tax  system  to  underscc  . 
the  message.  "I  would  say  you  can  trade  [your  ( 
tions]  anytime  you  want,  but  if  you  trade  in  t 
first  60  days  of  receiving  them,  you  pay  a  90%  t 
The  longer  you  hold  it,  the  less  you  pay,"  he  sa; 
That  may  sound  drastic,  but  it  would  certair 
focus  top  execs  on  risk  and  the  need  to  mana 
it.  The  biggest  risk  is  not  taking  risk  seriously 
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STRUMENTS   FOR   PROFESSIONALS 

itling  has  a  single-minded  commitment  to  building 
•a-precise  and  ultra-reliable  wrist  instruments  intended 
the  most  demanding  professionals.  Our  obsession 
uality.  Our  goal  is  performance.  Day  after  day,  we 
^sistently  enhance  the  sturdiness  and  functionality  of 
chronographs.  And  we  submit  all  our  movements  to 
merciless  testing  procedures  of  the  Swiss  Official 
onometer  Testing  Institute  (COSC).  One  simply  does 
become  an  aviation  supplier  by  chance. 
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Brainpower  on  th 

Balance  Sheet. 


m 


FINANCE 


Intangibles  such 
as  brands  and 
intellectual  property 
comprise  well  over 
half  the  market 
value  of  public 
companies.  They 
should  get  toted  up 
like  other  assets. 
The  question  is, 
where  and  how? 


i 


1 10  Business 


By  Adam  Aston 


t  may  be  a  strange  time  to  say 
this,  just  when  the  world  is  clamoring  for  truth  in 
accounting.  But  what  companies  really  need  is 
greater  tolerance  of  uncertainty.  They  should  be 
allowed  to  assign  dollar  values  to  intangible  assets 
such  as  patents,  brands,  and  customer  lists.  With 
a  better  grasp  of  invisible  assets,  investors  can 
make  wiser  decisions — though  accounting  author- 
ities may  not  come  around  to  this  notion  for  an- 
other 20  years.  This  fictional  balance  sheet  (right) 
shows  one  possible  approach,  toting  up  intellectual 
property  alongside  plant  and  property. 

As  the  embodiment  of  ideas,  intangibles  are 
what  drive  growth  in  an  information  economy. 
Baruch  Lev,  an  accounting  professor  at  New  York 
University,  reckons  that  in  the  late  1990s,  busi- 
nesses invested  approximately  $1  trillion  per  year 
in  such  assets.  Taken  together,  intangibles  com- 
prise well  over  half  the  market  value  of  public 
companies.  Yet,  with  statements  prepared  under 
U.S.  generally  accepted  accounting  principles 
(GAAP),  investors  can  only  guess  at  their  value  or 
makeup.  Current  reporting  practices  "fail  to  pro- 
vide adequate  guidance  to  managers,  investors,  or 
public  policymakers,"  says  Lev — though  he  does 
not  expect  a  sea  change  any  time  soon. 

In  order  to  better  milk  their  patents  and 
brands,  some  companies  do  attempt  to  measure 
their  worth.  But  such  numbers  are  rarely  for  ex- 
ternal consumption.  Even  when  used  internally, 
they  can  cause  problems.  If  you  miscalculate  the 
future  income  from  a  patent,  you  may  commit 
to  building  a  new  plant  that  you  can't  afford. 
Fortunately,  measuring  tools  are  improving.  And 
as  a  result,  many  countries  are  becoming  com- 
fortable with  intangibles.  Already,  a  dozen  or  so 
nations,  including  Britain  and  France,  permit  the 
recognition  of  brands  as  assets  on  the  balance 
sheet.  Intellectual  property  could  be  next. 

Yet  for  most  U.  S.  companies,  the  risks  of 
such  disclosure  still  outweigh  the  benefits.  With 


GREEN  SCIENCE  INC. 

Consolidated  balance  sheets,  in  millions,  at  Decemb 
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Current  Assets 


Cash  and  equivalents 


Accounts  receivable 


Inventories 


Total  current  assets 


Investments,  net 


Plant  fc  property,  net 


Intangibles 


Brands 


Intellectual  property 


Process  &  systems 


Sustainability  &  environment 


Goodwill 


Total  Intangftl— 


TOTAL  ASSETS 


LIABILITIES  AND  STOCKHOLDERS'  EQUITY 


Current  Liabilities 


Notes  &  accounts  payable 


Debt  due  within  one  year 


Accrued  and  other  current  liabilities 


Total  current  liabilities 


Long-Term  Debt 


Other  Noncurrent  Liabilities 


Borrowings  on  intangibles 


Deferred  income  tax  liabilities,  noncurrent 


Pension  and  other  postretirement  benefits, 


Total  other  noncurrent  liabilities 


Stockholders'  Equity 


Common  stock 


Retained  earnings 


Intangible  capital 


Net  stockholders'  equity 


TOTAL  LIABILITIES  AND  STOCKHOLDERS'  EQUT1  1 
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intellectual  property,  for  example,  how  do  y< 
price  a  batch  of  freshly  minted  patents  that  ha' 
yet  to  produce  revenue?  "Companies  worry  th 
inaccurate  measurements  or  surprise  writedown 
[of  intangible  assets]  will  get  them  sued,"  saj 
Halsey  Bullen,  senior  manager  of  a  project 
study  intangibles  at  the  Financial  Accountii 
Standards  Board,  fasb  agrees  that  greater  di 
closure  is  the  way  forward.  Just  where  to  recoi 
intangibles  is  another  question.  "Maybe  in  tl 
footnotes,"  Bullen  offers.  Okay,  that's  a  start.  1 
small  print  or  large,  these  assets  deserve  to  s< 
the  light. 
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2021 


220 
2,044 
1,342 


1,805 

4,311 

4,373 

3,087 

615 


Brands 


3,875 
101 
719 


2,106 


1,916 

1,330 

1,015 

1 4,261 


781 
4,036 


In  mergers  and  acquisitions,  companies  ask 
consultants  to  help  determine  the  value  of  any 
acquired  brands.  But  few  companies  ever  record 
the  value  of  these  intangible  assets  in  their 
annual  reports.  That's  surprising  when  you  con- 
sider that  for  consumer-goods  makers,  brands 
can  make  up  the  bulk  of  their  total  capitaliza- 
tion. This  became  obvious  in  the  merger  wave 
of  the  1980s,  when  such  brands  as  Nabisco  and 
Kraft  were  in  play.  But  until  recently,  brands 
were  lumped  into  aggregate  goodwill-even 
though  goodwill  always  depreciated,  while 
brands  may  not  have.  Now  FASB  allows  compa- 
nies to  break  out  the  value  of  acquired  brands. 
Beyond  the  U.S.,  a  dozen  or  so  countries  permit 
corporations  to  recognize  the  value  of  both 
their  homegrown  and  acquired  brands  on  their 
balance  sheets. 
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Process 


"Organizational  capital"  is  the  term  New  York 
University  professor  Baruch  Lev  uses  to 
describe  the  qualities  that  enable  General 
Electric  to  quickly  boost  efficiency  and  profits 
at  the  companies  it  acquires.  Organizational 
processes,  in  other  words,  can  be  important 
intangibles.  At  GE,  these  processes  range  from 
sweeping  Six  Sigma  quality  initiatives  down 
to  seemingly  trivial  rules  of  etiquette.  Lev 
calculates  the  value  of  processes  as  the  balance 
that  remains  once  all  the  other  forms  of 
identifiable  intangible  capital-such  as  intellectual 
property  and  brands-have  been  subtracted.  And 
he  hopes  to  put  a  dollar  sign  on  this  variable, 
suggesting  that  someday  an  overachiever  such 
as  GE  could  rely  on  the  intangible  value  of  its 
processes-as  well  as  a  good  reputation-to  boost 
its  share  price. 


Intellectual  Property 

Patents,  trademarks,  and  trade  secrets  are  at 
center  stage  in  most  discussions  of  intangible 
assets.  Without  them,  the  ideas  at  the  heart  of 
computer  software,  music,  and  games,  not  to 
mention  all  forms  of  industrial  innovation,  would 
be  unprotected  from  piracy.  Yet  intellectual 
property  remains  largely  unrecorded  as  an  asset 
anywhere  in  the  world.  On  its  income  statement, 
IBM  itemizes  more  than  $1  billion  in  earnings 
each  year  from  its  intellectual  property  portfolio 
but  doesn't  recognize  the  underlying  patents  as 
assets  on  its  balance  sheet.  There  are  many 
reasons  this  state  of  affairs  should  change,  says 
Kevin  Rivette,  author  of  Rembrandts  in  the  Attic. 
Once  patents  and  trademarks  are  recorded  as 
assets  by  owners  of  large  intellectual  property 
portfolios,  managers  would  be  able  to  borrow 
against  the  value  of  these  assets. 


& 


Environment 


What  does  ecology  have  to  do  with  financial 
performance?  Plenty.  More  than  300  companies, 
including  Dow,  DuPont,  IBM,  Intel,  Nike,  Shell,  and 
Timberland,  publish  environmental  supplements 
to  their  financial  reports.  And  as  intangible 
assets,  green  commitments  are  more  than  just 
good  PR  The  U.S.  and  other  countries,  for 
example,  permit  trading  in  sulfur  dioxide 
emission  credits.  These  can  be  a  means  to  cap 
waste  and  make  polluters  pay  for  indirect  costs 
of  pollution,  such  as  health  care  and  cleanups. 
Green  companies  face  lower  overall  risks  as  well, 
says  Thomas  Streiff,  group  head  of  sustainability 
at  Swiss  Re,  a  Zurich-based  insurer.  That  means 
lower  insurance  premiums,  and  over  the  long 
run,  lower  costs  of  capital.  "There's  a  link 
between  soft  green  practices  and  overall 
business  performance,"  he  adds. 
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Small 

Is  Profitable 

LI  By  Manjeet 
J  Kripalani  and 
/  Pete  Engardio 
shaben  Patel,  a  37-year- 
old  housewife  from  Navali  village  in  India's  Gu- 
jarat state,  awakens  at  5  a.m.  each  day  to  milk 
her  cow.  A  half-hour  later,  she  is  at  the  village 
milk  cooperative  center.  There,  her  seven  liters 
of  milk  are  measured  and  tested.  She  repeats  the 
routine  in  the  afternoon.  Her  daily  take:  $2.80. 
The  money  goes  a  long  way.  It  helps  pay  for 
necessities  and  her  two  sons'  schooling.  In  fact, 
the  cooperative's  impact  is  visible  throughout 
Navali.  In  all,  932  of  the  6,000  villagers  are 
members,  and  they  have  earned  enough  to  help 
build  a  new  road  and  housing  for  schoolteachers. 
Last  year,  they  even  sent  money  to  help  earth- 
quake victims  elsewhere  in  Gujarat. 

A  heartwarming  antipoverty  project?  Hardly. 
The  cooperative  in  Navali  is  one  of  175  involving 
2  million  people  in  villages  across  India  affiliated 
with  the  country's  biggest  dairy-products  com- 
pany, Anand  Milk  Union  Ltd.,  better  known  as 
Amul.  The  village  collection  points  are  just  the 
beginning  of  a  supply  chain  that  otherwise  re- 
sembles that  of  any  sophisticated  corporation. 
Amul's  processing  plants  and  packaging  are  first- 
rate.  Because  it  has  its  own  low-cost  sources  of 
raw  milk,  Amul's  cheese,  ice  cream,  and  choco- 
lates are  seizing  market  share  from  the  likes  of 
Nestle  and  Unilever  Group.  With  sales  of  $612 
million — growing  25%  annually — Amul  also  has 
lofty  ambitions.  It  views  itself  as  a  budding 
multinational,  and  already  exports  to  the  U.S., 
the  Middle  East,  and  Africa. 

The  late  E.F.  Schumacher  would  approve. 
In  1973,  the  English  economist-philosopher 
wrote  Small  Is  Beautiful:  Economics  as  if  Peo- 
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What  will  work  in 
the  developing 
world  is  a  focus 
on  inexpensive, 
downsized, 
simple-to-use 
products 
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THE  ROAD  IS 
PAVED  WITH  MILK: 

The  Navali  coopera- 
tive is  one  of 
175  across  India 
affiliated  with  a 
dairy  conglomerate 
with  annual  sales  of 
$612  million 


pie  Mattered.  Rather  than  being  forced  into 
the  industrialized  world's  rat  race,  Schumacher 
thought  people  in  developing  nations  should  be 
able  to  get  ahead  by  means  of  traditional 
lifestyles.  Rather  than  megaprojects,  industries 
should  be  "human  scale."  Rather  than  believe 
science  will  solve  all  life's  problems,  there 
should  be  "appropriate  technologies"  that  aver- 
age people  can  use  without  poisoning  the  plan- 
et. This  ideal  was  a  hit  on  college  campuses,  but 
widely  viewed  as  an  impractical  model  for  eco- 
nomic development. 

But  if  Schumacher  were  alive  to  write  a  se- 
quel, it  might  be  called  Small  Is  Profitable. 
And  not  just  Utopians  would  be  treating  him  as 
a  guru.  Companies  such  as  Unilever,  Philips, 
Coca-Cola,  and  Motorola  are  finding  that  a  focus 
on  low  prices,  miniature  sizes,  and  simple-to-use 
products  may  be  the  secrets  to  business  success 
in  developing  nations,  where  most  of  the  world's 
population  dwells.  In  finance,  banks  specializing 
in  micro-loans  of  as  little  as  $100  are  the  rage 
as  a  means  of  spurring  sustainable,  grass-roots 
development.  The  approach  is  drawing  praise 
from  U.S.  Treasury  Secretary  Paul  O'Neill  and 
the  World  Bank,  and  is  starting  to  win  the  at- 
tention of  heavyweights  such  as  Citibank  and 
Standard  Chartered  Bank.  Engineers  in  re- 
search labs  from  Bangalore  to  Boston  are 
scrambling  to  develop  cheap  wireless  phones 
and  computers  simple  enough  to  be  used  by 
illiterates. 

All  these  efforts  are  aimed  at  what  could  well 
be  the  biggest  source  of  economic  growth  in  the 
coming  decades:  the  two-thirds  of  the  global 
population  now  making  $1,500  or  less  annually. 
Companies  like  Amul  hope  to  prove  it  is  eco- 
nomically viable  to  employ  the  rural  poor  in  a 
multinational  enterprise  without  destroying  their 
traditional  lifestyles.  Others  see  the  "bottom  of 
the  pyramid"  of  the  global  population  as  future 
consumers.  "Low-income  people  are  a  very  im- 
portant market  for  us,"  says  Antonio  Leon  de  la 
Barra,  global  marketing  manager  for  skin-care 
products  for  Unilever.  The  company  expects  de- 
veloping nations  to  account  for  half  its  global 
sales  by  2010,  compared  with  32%  now.  "There 
are  billions  of  people  who  aspire  to  better 
brands,  but  can't  afford  them  yet." 

For  Unilever,  the  poor  already  are  a  huge 
market.  The  $50  billion  Anglo-Dutch  consumer- 
goods  giant  has  made  an  art  of  selling  its  prod- 
ucts in  tiny  packages  costing  a  few  cents  each. 
The  conglomerate's  Indian  subsidiary,  Hindustan 
Lever  Ltd.,  adopted  the  concept  in  1987.  It  began 
selling  single-use  sachets  of  Sunsilk  shampoo  for 
20  to  40.  Now,  mini-packages  account  for  half  of 
Hindustan  Lever's  $2.4  billion  in  sales  in  India. 
And  the  strategy  has  gone  global.  Unilever's 
Rexona  brand  deodorant  sticks  sell  for  160  and 
up.  They  are  big  hits  in  India,  the  Philippines,  Bo- 
livia, and  Peru — where  Unilever  has  grabbed 
60%  of  the  deodorant  market.  A  nickel-size  Vase- 
line package  and  a  tube  containing  enough  Close 
Up  toothpaste  for  20  brushings  sell  for  about  80 
each.  In  Nigeria,  Unilever  sells  3-inch-square 
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packets  of  margarine  that  don't  need  refrigeration. 

Unilever's  success  is  inspiring  companies  that 
aim  to  meet  the  basic  needs  of  the  poor.  A 
good  example  is  Brooklyn  (N.Y.)-based  Scojo 
Vision.  Co-founder  Jordan  Kassalow,  an  op- 
tometrist who  ran  a  river-blindness-prevention 
program  in  Africa  and  other  regions,  noticed  a 
huge  need  for  simple,  nonprescription  glasses — 
but  many  people  can't  even  afford  $30  to  visit 
an  eye  doctor  for  a  check-up  and  to  buy  regular 
glasses.  "There  are  hundreds  of  millions  of  peo- 
ple who  have  no  access  to  this  very  simple 
product,"  says  Kassalow. 

So  in  March  Scojo  began  selling  nonprescrip- 
tion glasses  in  El  Salvador,  India,  Haiti,  and 
Guatemala  for  as  little  as  $2  a  pair.  The  glasses 
come  in  just  three  strengths.  For  distribution, 
Scojo  is  training  dozens  of  small  entrepreneurs 
and  providing  them  with  loans  of  about  $75  so 
they  can  buy  a  kit  of  eye  charts,  brochures,  and 
a  stock  of  glasses.  Scojo  has  sold  several  thou- 
sand pairs  so  far  and  figures  it  needs  to  sell 
100,000  a  year  to  become  profitable. 

Technology  companies  also 
are  learning  to  reach  low-in- 
come   people.    London's 
Freeplay    Energy 
Group,  for  example, 
has    helped    pioneer 
the  windup  radio.  In 


The  Mantra: 

Keep  It 
Affordable 


WIND-UP  RADIO 

Manufacturer  Philips 
Electronics 
Where  sold  India 
Market  People  who 
lack  reliable  access  to 
electricity  or  can't  af- 
ford batteries 
Price  $20 


1996,  Freeplay  designed  its  first  radio  charged 
by  cranking  a  handle  so  that  Africans  could 
listen  to  public-service  broadcasts  of  health  and 
agriculture  information  and  school  lessons.  Only 
30%  of  sub-Saharan  Africa  homes  have  elec- 
tricity, and  since  per  capita  incomes  are  $100  to 
$300  a  year,  many  cannot  afford  to  regularly 
buy  batteries. 

Since  then,  Freeplay  has  sold  3  million  ra- 
dios. In  the  West,  where  they  sell  for  up  to 
$100,  they  are  popular  among  campers.  But 
they're  sold  at  a  discount  to  aid  agencies  and 
governments  in  poor  nations.  In  Rwanda, 
Freeplay  's  radios  went  to  65,000  teenagers  who 
are  heads  of  their  households  because  their  par- 
ents died  in  civil  strife.  By  expanding  unit  sales, 
Freeplay  hopes  to  drive  production  costs  down 
dramatically.  It  also  has  launched  windup  charg- 
ers for  Coleman  Co.  flashlights  and  Motorola 
Inc.  cell  phones,  and  hopes  to  do  the  same  for 
medical  testing  equipment.  A  private  compair. . 
Freeplay  says  its  radio  business  is  profitable. 

Big  consumer-electronics  companies  are  joining 


MINIATURE  PACKAGES 
OF  TOILETRIES 

Manufacturer  Unilever 
Market  Consumers  who 
want  quality  brands 
but  can  afford  them 
only  occasionally 
Where  sold  Philippines, 
India,  Indonesia, 
South  America 
Prices:  20-310 


READING  GLASSES 

Manufacturer  Scojo 

Where  sold  Guatemala, 

India,  El  Salvador 

Market  People  who 

can't  afford  eye 

doctors 

Price  $2  and  up 


the  fray,  too.  Royal  Philips  Electronics  retoo 
windup  radio  for  mountaineers  and  in  Marc! 
gan  selling  simple  versions  for  $20  in  I 
Philips  has  sold  nearly  3,000  windups  and  h 
to  sell  100,000  by  yearend.  "This  will  help  F 
be  a  market  leader  here,"  says  Rajeev  Ka 
Philips'  India  ceo. 

Affordability  and  simplicity  are  the  ma: 
driving  technicians  who  are  searching  for  c 
ways  to  deliver  wireless  telephony  and 
services  to  remote  villages.  "People  are 
bubbling  up  with  ideas  all  over  the  plac 
this,"  says  MIT  Media  Laboratory  scierl 
Michael  L.  Best,  who  heads  several  tech  co 
orations  in  Asia. 

With  its  army  of  engineers  and  enormous 
ulation  of  rural  poor,  India  is  a  hotbed  of  su 
novation.  In  Madras,  a  startup  called  N-L 
has  commercially  deployed  a  system  for  t] 
mitting  wireless  services  to  Internet  kiosks 
phone  centers  in  15,000  villages  across  I 
Each  line  costs  $300,  compared  to  $1,000  f< 
conventional  fixed  phone  line.  Although  co: 
tions  aren't  as  fast  as  with  state-of-the-art 
nologies,  they  offer  Internet  service  for  jus 
an  hour  and  are  good  enough  to  provide  vii 
conferencing  for  hospitals  and  colleges.  Am 
August,  Encore  Software  Ltd.  will  role  out 
Simputer — a  handheld  device  starting  at 
with  easy-to-use  software  interfaces  that  t: 
late  several  Indian  languages  from  speec 
text  and  vice-versa.  A  team  from  the  Indian 
stitute  of  Science  in  Bangalore  has  desi; 
Simputer  software  that  even  an  illiterate 
can  use,  says  Chairman  Vinay  Deshpande 
device  will  also  access  a  Global  Positioning 
tern,  enabling  farm  cooperatives  to  obtain 
produce  prices  and  traveling  paramedics  to 
patient  data  to  hospitals. 

Some  futurists  predict  that  the  small-is-] 
itable  movement  will  bring  about  a  new  bn 
multinationals.  Already,  Unilever  and  Amul 
"fundamentally  rethought  the  nature  of  the 
enterprise — as  well  as  the  small  enterp 
says  University  of  Michigan  management 
C.  K.  Prahalad.  Successful  multinationals  of 
future,  Prahalad  predicts,  will  have  sophisti 
global  management  of  marketing  and  su] 
chains.  But  they'll  also  have  roots  firmly  pi; 
at  the  village  level.  "The  challenge  will  be 
create  large,  virtual  organizations  in  develo] 
economies  that  have  the  benefits  of  scale,  but 
uniqueness  of  small  size,"  he  says. 

Amrita  Patel,  chairman  of  India's  Nati 
Dairy  Development  Board,  agrees.  She  m 
that  Amul  is  owned  by  a  network  of  village 
cooperatives.  In  fact,  last  year,  Amul  dispe 
half  of  its  $12  million  in  earnings  to  fa: 
who  are  shareholders.  Such  a  model  could 
other  rural  cooperatives  producing  eve: 
from  fruits  to  flowers  to  sell  their  prod 
around  the  world. 

Village  cooperatives.  Alternative  technoloj 
They  may  sound  like  a  blast  from  an  ide 
past.  But  small  is  beautiful  could  well  be 
wave  of  the  future. 
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IDEAS         FOR         A         CHANGING         WORL 

Lessons  fromThe  FaSteSt- 

Growing  Nation: 


GDP  in  the  diamond- 
rich  economy 
has  skyrocketed 
thanks  to  free- 
market  principles 
and  prudent 
management.  And 
its  AIDS  offensive 
is  showing  Africa 
the  way 


one  lump  or  two?  Botswana  offers  an  economic  model  for  the  developing  world 


a  landlocked  nation  in  southern  Africa  tha 
two-thirds  desert.  Its  economy  has  expanded 
average  of  7%  a  year  since  it  won  indepei 
ence  from  Britain  that  year,  according  to  t 
World  Bank.  And  it  continues  to  expand — grov 
is  projected  at  5%  this  year — despite  a  ramps 
aids  epidemic  that  is  now  the  country's  bigg< 
challenge.  On  a  continent  where  virtually  eve 
country  is  worse  off  than  it  was  at  independen 
Botswana  offers  some  lessons  in  economic  nd 
agement  for  its  neighbors. 

What  accounts  for  Botswana's  sterling  achie* 
ment?  The  easy  answer  would  be  diamonds,  d 
covered  under  the  desert  in  1967.  And  diamo 
mining  is  indeed  the  keystone  of  the  econon 
But  odd  as  it  may  seem,  natural  resources  li 
diamonds,  gold,  or  oil  are  often  more  of  a  cur 
than  a  blessing.  Examples  are  chronically 
stable  Venezuela  (oil)  and  the  war-torn  form 


By  John  Koppisch 

uick — name  the  country 
that's  grown  the  fastest 
over  the  last  few 
decades.  It's  not  any  of  the  four  Asian  Tigers, 
though  they  come  close.  It's  not  China — its  econ- 
omy didn't  get  going  until  the  1980s.  Surely  it 
wouldn't  be  any  country  in  Africa,  where  every 
decade  is  a  lost  decade. 

Wrong.  The  country  posting  the  highest  gross- 
domestic-product  growth  since  1966  is  Botswana, 
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othing  gets  your  heart  racing  like  commercial  wholesale 
coffee  distribution.  Especially  with  customers  in  45  cities 
the  world.  Which  is  why  Elisabeth  turned  to 
Nortel  Networks™  Voice  over  IP  to  integrate  telephony 
into  heT  worldwide  online  customer  management 
system.  Now  even  if  her  regional  representatives  are  out 
on  a  sales  call,  her  call  centers  respond  to  customers 
seamlessly  with  voice  and  data  features  that  keep 
business  buzzing.  Instant  access  to  customer  information 
is  triggered  when  a  call  comes  in,  and  then  shows  up  as  a 
screen  pop  to  also  identify  the  caller's  location.  And  with 
scalable,  broadband  access  from  her  service  provider, 
Elisabeth's  network  can  cost-effectively  evolve  into  IP 
technology  and  grow  as  her  company  grows.  And  it's 
just  one  more  way  Nortel  Networks  is  making  the 
Internet  what  you  need  it  to  be.  To  learn  more,  visit 
nortelnetworks.com/voip. 


tro  &  Enterprise  Networks  Optical  Long  Haul  Networks  Wireless  Networks 

'}  Networks,  the  Nortel  Networks  logo  and  the  Globematk  are  trademarks  of  Nortel  Networks.  ©2002  Nortel  Networks.  All  rights  reserved. 


NORTEL 

NETWORKS 

nortelnetworks.com 


'HOW  do  I 
know  when  it's 
time  to  SELL?" 


The  best  time  to  sell  a  stock 

is  when  it's  on  the  way  up  and  still 
making  a  strong  advance.  Climax  tops, 
adverse  volume,  and  other  weak  action 
are  all  signs  of  a  stock  topping— and 
your  opportunity  to  sell  well. 

It's  just  one  of  the  investment  tech- 
niques you'll  find  in  the  new  and 
just  released  edition  of  Hott  to  Make 
Money  in  Stocks  by  William  J.  O'Neil, 
the  founder  of  Investor's  Business  Daily. 

Based  on  an  unprecedented   study  of 
the  greatest  stock  market  winners  since 
1953,  this  updated  edition  arms  you 
with  important  chart-reading  skills, 
tips  for  avoiding  the  19  most  common 
investor  mistakes,  and  a  powerful 
7-step  investment  system  for  finding 
stocks  that  are  poised  to  perform. 

Isn't  it  time  you 
Anally  understood... 

How  to  Make 
Money  in  Stocks? 


Available  Everywhere 
Books  Are  Sold 


The  McGraw-Hill  Companies 
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Zaire  (gold  and  dia- 
monds). The  better  an- 
swer is  that  this  peaceful 
democracy  has  largely 
stuck  to  free-market v 
principles,  even  when  its 
vast  diamond  wealth 
could  have  led  it  astray. 
Botswana  keeps  taxes 
low.  It  respects  property 
rights  and  hasn't  nation- 
alized any  businesses.  It 
avoids  the  corruption 
that  easy  money  encour- 
ages, and  doesn't  waste  much  money 
on  grandiose  air  forces  or  white-ele- 
phant industrial  projects.  Indeed, 
Botswana  is  rated  Africa's  freest  econo- 
my by  the  Washington-based  Cato  In- 
stitute in  its  annual  report,  Economic 
Freedom  of  the  World. 

Back  in  1966,  Botswana  wasn't  a 
model  for  anything.  It  boasted  just 
three-and-a-half  miles  of  paved  roads 
and  only  three  high  schools  in  a  country 
of  550,000  people.  The  per-capita  income 
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was  $80  a  year.  Water  was  so  scarce, 
and  valuable,  that  the  currency  would 
later  be  named  the  pula,  meaning  rain. 

Today  Botswana  is  one  of  Africa's 
few  enclaves  of  prosperity.  Per-capita 
income  has  jumped  to  $6,600.  In  a  con- 
tinent of  weak  currencies,  the  pula  is 
strong,  backed  by  one  of  the  world's 
highest  per-capita  reserves  ($6.2  billion). 
Budget  surpluses  are  the  norm,  and 
Moody's  Investors  Service  rates 
Botswana's  government  bonds  higher 
than  Japan's.  Botswana's  world-class 
game  parks  are  so  free  of  poachers  that 
they  must  cull  their  elephant  herds.  As 
a  result  the  government  is  a  leader  in 
the  fight  to  expand  legal  ivory  trading. 

Any  developing  country  could  have 
adopted  Botswana's  sensible  policies. 
But  in  Africa,  most  newly  independent 
nations  pursued  the  fashion  of  the  day — 
socialist  or  nationalist  agendas  that 


called  for  a  strong 
the  head  of  a  one-p< 
state,  state-owned  in  i 
tries,  barriers  to  forJ 
investment   and   trJ 
and,  inevitably,  lot:) 
debt.  But  Botswana 
so  poor  there  was  n| 
ing  to  nationalize  an( 
foreign    investment | 
block.  And  not  1^ 
any  money  meant  k<| 
ing   strict   controls  i 
government     spend] 
When  diamonds  were  discovered,  a 
ture  of  prudent  management  was 
ready  in  place,  so  the  money  didn't 
up    in    Swiss    bank    accounts.    "' 
Botswana  people  frown  on  proflig 
spending,"  says  Alfred  Dube,  the 
tion's  permanent  representative  to 
U.  N.  "The  one  man  every  civil  serv 
fears  is  the  auditor-general." 

Can  Botswana  keep  it  up?  That 
pends  on  how  well  it  meets  two  cl 
lenges.  First,  the  government  has 
come  far  too  big,  critics  say,  consum 
half  of  the  country's  GDP,  up  from  j 
21%  in  1970.  So  while  Botswana  n 
have  the  freest  economy  in  Africa 
ranks  only  38th  overall  in  Cato's  sti 
on  a  par  with  famously  overregula 
France  and  South  Korea.  "More 
more  of  the  diamond  money  is  go 
into  expanding  the  government,"  & 
Eustace  Davie,  director  of  the  Joh 
nesburg-based  Free  Market  Foundati 
"I'm  very  concerned  that  in  the  1< 
run,  Botswana  won't  be  able  to  av 
the  curse-of-resources  problem,  as  m< 
and  more  politicians,  bureaucrats,  i 
businessmen  hold  out  their  hands 
government  money."  Ambassador  Di 
worries,  too.  "I  honestly  pray  we  ne* 
succumb  to  that  temptation;  if  we 
the  legacy  for  our  children  is  gone." 
That  problem,  however,  pales  in  co 
parison  to  the  catastrophe  of  aids.  F 
ly  38.5%  of  the  country's  15-to-40-ye 
olds  are  HIV-positive,  aids  is  killing 
many  young  people  that  the  avera 
life  expectancy  dropped  from  65  in  It 
to  just  39  last  year.  But  here  aga 
Botswana's  culture  of  prudent  mana§ 
ment  is  crucial.  It's  mounting  perha 
the  most  aggressive  counterattack 
the  developing  world,  including  a  m: 
sive  education  campaign  and  a  era 
program  of  upgrading  and  building  cl 
ics  and  hospitals.  Already  the  infecti 
rate  for  15-18-year-olds  is  starting 
decline.  The  goal  is  to  "get  the  probk 
fully  under  control  by  2016,"  says  Dul 
As  in  economics,  Botswana's  aids  offe 
sive  is  a  model  for  Africa.  If  only  t 
rest  of  Africa  would  take  note. 
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Who's  Hu? 


Don't  know  much 
about  China's  Vice- 
President?  You 
might  want  to  take 
a  peek  at  the  guy 
who's  next  in  line 
for  the  top  spot 


By  Dexter  Roberts 


t's  Aug.  31,  2002 — the  end  of  a  long, 
hard  month  for  Hu  Jintao.  The  Vice-President 
of  China  has  just  returned  to  the  capital  from 
Beidaihe,  the  seaside  resort  where  leaders  of 
the  Chnie.se  Communist  Party  hold  their  an- 
nual retreat.  Things  have  become  a  lot  more 
complicate!  Van  he  expected.  Hu,  ensconced 
once  more  w  the  official  leadership  compound 
of  Zhongnun  iews  events.  Back  in  the 

spring,  Hu  wai  the  unofficial,  all-but-designat- 
ed successor  to  President  Jiang  Zemin,  76, 


and  would  assume  the  leadersh 
of  the  party  from  Jiang  as  weli 
Sure,  Jiang  would  probably  hoi 
on  to  his  third  job  running  the 
Central  Military  Commission. 
But  for  Hu,  the  road  to  the  top 
was  clear.  At  Beidaihe,  official 
would  start  to  pay  him  court, 
the  Party  Congress  in  the  fall, 
succession  wmdd  be  confirmed-^ 
and  he  would  take  over  as  part 
secretary.  By  March,  he  would 
President. 

Then  came  Jiangs  speech  to 
Central  Party  School  in  May. 
propaganda  machine  started 
pumping  out  even  more  praise 
than  usual  for  Jiang's  theories 
communist  rule.  No  political 
novice  himself,  Hu  knew  what 
was  up.  After  all,  this  media 
rage  was  so  loud  that  even  the 
lowliest  cadre  would  get  the  pox 
Jiang  wants  more  time  runn 
the  show.  Not  as  President,  but 
party  secretary — still  a  positi 
such  power  in  China  that  it 
shadows  every  other  office  in  th 
nation.  And  Hu?  Tlie  Vice-Pres 
dent  knows  the  job  his  boss  has 
mind  for  him:  President  in  cha 
of  visiting  flood  victims  and 
ing  heads  of  state — an  official 
with  no  policy  clout. 

Hu  still  hopes  the  party  el 

can  get  Jiang  to  back  down — 

maybe  by  guaranteeing  slots  f 

the  President's  acolytes  on  the 

seven-member  Politburo  Standi 

Committee.  Regardless,  Hu's  not  ready  to  git 

up.  Of  course,  he  can  confide  his  thoughts  on 

to  his  diary.  You  can't  be  too  careful  when  a 

trol  of  Asia's  most  powerful  state  is  at  stake. 

Dear  Diary: 

Well,  Beidaihe  was  certainly  no  walk  on  t 
beach  this  year.  Comrade  Jiang — he  had  pier 
of  tricks  up  his  sleeve.  And  as  for  figuring  < 
everyone  else's  agenda — that  was  practicall) 
full-time  job.  For  starters,  what's  up  with 
Peng?  Isn't  he  supposed  to  step  down  from  n 
ning  the  National  People's  Congress  and  q 
politics  completely?  Now  it  looks  as  if  he's  pis 
ning  to  retire  in  name  only  even  though  he  is 
Li  wants  his  guys  on  the  Standing  Committee 
just  like  Jiang.  Everyone  knows  the  nasty  r 
Li  played  at  Tiananmen  Square.  Then  there  t 
all  those  questions  about  his  relatives'  busin< 
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dealings.  I  would  want  to  make  sure  my  men 
were  there  to  stand  up  for  me,  too,  if  I  were  in 
Li's  shoes.  But  is  Li  backing  Jiang's  new  bid 
for  influence?  Or  is  he  neutral?  I  just  can't  vtell. 
Meanwhile,  the  Taiwanese  sure  picked  an 
ideal  time  to  mouth  off  about  independence. 
They  may  even  unwittingly  help  Jiang  hold  on 
to  his  job.  Some  of  those  older  cadres  who 
think  I'm  a  milquetoast  may  not  want  to  switch 
bosses  in  the  middle  of  a  new  Strait  crisis. 


PARTY  LINE: 

Jiang  may  wish 
to  retain  power, 
with  Hu  acting 
as  a  figurehead 


My  elderly  crit- 
ics are  not  the 
only  ones  who 
doubt  me.  Even 
the  Western  me- 
dia has  called  me 
a  "cipher."  Doesn't 
anyone  think  that 
the  fourth  genera- 
tion has  the  stam- 
ina to  run  a  place 
like  China?  The 
twentysomethings 
in  the  cities — who 
are  drifting  away 
from  the  party  in 
any  case — don't 
want  to  be  ruled 
forever  by  the 
same  old  bunch. 

Besides,    have 
Jiang     and     his 
crowd  forgotten 
everything  they  know  about  me?  Deng  Xiaoping 
himself  anointed  me  to  follow  in  Jiang's  foot- 
steps. Old  Deng  liked  the  way  I  handled  myself 
in  the  provinces.  And  when  the  party  needed 
new  blood,  Deng  appointed  me  to  the  Standing 
Committee — at  49,  the  youngest  member  then  by 
a  long  shot.  And  Comrade 
Deng    was    on    the    Long 
March!   You   want   creden- 
tials? I  have  the  same  alma 
mater,  Qinghua  University, 
as  Premier  Zhu  Rongji.  Our 
polytechnics  don't  get  any 
better  than  that. 

I  know,  I  know.  I've  never 
had  an  economics  portfolio  or  run  a  big  city  the 
way  Jiang  did  in  Shanghai — one  of  the  biggest 
power  bases  for  any  politician  in  China.  They 
also  think  that  at  59,  I'm  absurdly  young  for 
the  job. 

Well,  I  have  hidden  strengths  too.  For  one, 
anyone  who  knows  modern  Chinese  history  re- 
alizes that  leaders-in-waiting  and  even  just-ap- 
pointed leaders  have  to  keep  their  mouths  shut 
until  they're  fully  in  command.  You  open  up  too 
soon,  you  take  the  fall.  That's  what  happened  to 


Liu  Shaoqi  under  Mao — and  Hu  Yaobang 
Zhao  Ziyang  under  Deng.  I'm  going  to  keep 
head  down  and  stay  out  of  the  fray. 

Besides,  I  know  how  to  be  tough  and  keep 
cool.  When  I  ran  the  show  in  Tibet,  I  impo 
martial  law.  Called  in  the  troops  and  bas 
some  heads,  too.  I  didn't  enjoy  it — but  I  did  it 
the  cadres  think  I  will  sit  by  and  let  anyo 
outside  or  inside  China,  tamper  with  the  p 
they  should  just  review  my  record  in  Tibet 

And  I've  built  up  quite  the  roster  of  frier 
and  allies  after  decades  of  party  work.  I  hi 
plenty  of  the  up-and-coming  talent  in  my  c 
Running  the  Chinese  Communist  Youth  Lea] 
gave  me  the  chance  to  spot  the  best  politi 
operators  going.  Now  I  have  Ling  Jihua — w 
used  to  manage  my  private  office — as  depi 
director  of  the  general  office  of  the  party.  0 
45  years  old,  but  Ling  knows  what  he's  do: 
He's  overseeing  day-to-day  operations  of 
party  organizations — which  gives  him  an  insi 
look  at  all  the  machinations.  Quite  a  useful  frie 
to  have.  And  what  about  my  older  friend  fr< 
the  Youth  League,  62-year-old  Zhang  Fuse 
He's  Justice  Minister.  With  all  the  corrupti 
investigations  being  carried  out,  it's  nice  to  thi 
he's  on  my  side.  And  let's  not  forget  Song  De 
another  Communist  Youth  alumnus.  If  he  clea 
up  that  cesspool  of  corruption  in  Fujian,  wht 
he's  party  secretary,  he'll  get  lots  of  credit 
extension,  so  will  I. 

Heading  the  party  school  since  1992 
helped  me  fill  out  my  Rolodex,  too.  I've  gott 
close  to  officials  who  have  studied  there,  year 
and  year  out.  Even  the  Western  press  has  not 
how  I  prodded  the  school  into  studying  how 
reform  the  party — and  even  introduce  sor 
grassroots  democracy  Not  too  much,  mind  you 
just  enough  to  give  the  system  a  little  flexibili 

Jiang  and  his  followers  may  be  forgetting  o 
more  base  of  support  for  me.  While  Jiang  w 
building  his  power  in  several  big  cities,  I  w 
working  in  some  of  the  poorest  rural  provinces 
Guizhou  and  Gansu.  I  know  what  an  enormo 
challenge  it  will  be  to  keep  the  peasants  loyal 
the  party,  especially  with  grain  tariffs  ready 

Think  he's  soft?  In  Tibet,  Hu 
imposed  martial  law  and 
called  in  the  troops 


drop.  Keeping  the  lid  on  rural  China  is  the 
to  keeping  the  party  in  power.  The  Politb 
had  better  think  of  that  wThen  they  figure  o 
whether  to  support  Comrade  Jiang — and  h< 
much  real  power  to  give  me. 

Hmm.  Maybe  things  will  turn  out  tough 
for  Jiang  after  all.  By  the  time  the  Party  Co 
gress  rolls  around,  I  may  have  some  more  su 
port  myself.  Of  course,  I'll  be  doing  it  quiej 
That's  how  future  leaders  in  China  are  s 
posed  to  behave. 


; 
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High  Techs 

Future 


is  in 


Chest 


By  Arlene  Weintraub 

n  a  war-ravaged  village,  an  Army 
lieutenant  sets  off  on  a  spy  mission.  As  he  navi- 
gates a  dank  tunnel  on  his  way  to  the  enemy's 
hideout,  rats  scurry  around  his  feet  and  bats 
flutter  overhead.  The  bone-jarring  rumble  of  a 
passing  enemy  vehicle  shakes  rocks  lose  from  the 
bloodstained  walls.  Watchdogs  soon  spot  him 
and  bark  furiously,  causing  his  heart  to  race. 

Luckily,  the  scenario  isn't  real.  It's  DarkCon,  a 
virtual-reality  video  game  being  developed  by 
the  U.S.  Army-backed  Institute  for  Creative 
Technologies  (in)  at  the  University  of  Southern 
California,  which  aims  to  create  total-immersion 
military  training  tools.  The  bats,  rats,  enemy 
soldiers,  and  even  the  heartbeats  are  digitally 
rendered.  But  not  the  trainee's  emotions:  fear, 
doubt,  revulsion.  "That's  what  we  have  to  cap- 
ture to  make  a  game  that  teaches  something 
useful,"  says  ict  creative  director  Jim  Korris. 

Why  did  the  Army  back  ict — an  eclectic 
group  of  video  game  makers,  tech  PhDs.  and 
Hollywood  producers — to  develop  the  next  gen- 
eration of  military  training  tools?  Because  they 
realized  that  the  cutting  edge  for  such  technolo- 
gy exists  not  in  the  labs  of  Silicon  Valley  but  in 
the  electronic  games  and  toys  strewn  about  the 
rooms  of  10-year-olds  everywhere.  "They've  em- 
bedded Newtonian  physics  into  most  of  the  [new 
games],  so  when  a  weapon  drops  to  the  ground, 
it  bounces  and  slides  properly,"  notes  Greg  E. 


Toymakers  are 
pushing  the 
boundaries  in 
artificial 
intelligence, 
wireless 

communications, 
and  virtual  reality. 
And  the  benefits 
are  flowing  to 
other  industries  as 
well 


Blonder,  a  venture  capitalist  at  Morgentl 
Ventures.    "That's    really    impressive. 
Michael  Hawley,  director  of  special  projec 
Massachusetts  Institute  of  Technology:  ' 
are  sparkplugs  for  the  imagination.  They'll 
technology  development  into  the  future." 

Indeed,  toy  inventors  are  pushing  the  boil 
aries  of  artificial  intelligence,  speech  syntB 
wireless  communications,  and  networked  virt  < 
reality.  What's  more,  they  are  figuring  out  he 
cram  huge  chunks  of  realistic  graphics,  dialo 
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sensory  cues  onto  tiny,  inexpensive  comput- 
hips.  That's  what  enables  the  toy  steering 
el  for  the  video  game  Grand  Turismo  3  to 
p  when  an  on-screen  race  car  jumps  an  ob- 
it's what  allows  Fisher-Price's  robot  Kasey 
Kinderbot  to  do  the  hokeypokey,  with  dex- 
,y  some  factory  robots  might  envy, 
obotics  provides  some  of  the  best  examples 
ow  the  military  has  tapped  into  the  creativ- 
)ehind  toys.  In  July,  the  Defense  Advanced 
;arch  Projects  Agency  (darpa)  handed  a  $5.5 


E-VOLUTION:  Robo 
pets  can  interact  "in 
ways  that  appear  in- 
telligent," says  one 
VC.  Someday  they'll 
work  together,  not 
just  as  toys  but  in 
factories  and  offices 


million  grant  to  Carnegie  Mellon  scientists  who 
are  designing  a  robotic  Humvee — inspired  by  a 
toy  car — that  can  climb  on  top  of  obstacles  and 
other  vehicles,  and  right  itself  if  it  flips  over. 
"We're  trying  to  extend  the  idea  to  a  large  ve- 
hicle," says  John  E.  Bares,  director  of  Carnegie 
Mellon's  National  Robotics  Engineering  Consor- 
tium, who  submitted  a  video  of  his  son's  Tyco  Su- 
per Rebound  in  his  darpa  grant  application. 

Other  industries  are  benefitting  from  innova- 
tions in  toys.  The  technology  that  adds  sensory 
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effects  such  as  bumps  and  rumbles  to  games, 
for  example,  has  been  built  into  machines  that 
train  medical  students.  Sony  Corp.'s  robotic  dog, 
Aibo,  is  poised  to  evolve  from  a  toy-like  play- 
mate to  a  bona  fide  home-office  assistant.  The 
latest  models  can  film  streaming  video  or  down- 
load their  masters'  e-mail  tirelessly  from  their 
PCs.  Eventually,  such  robots  may  work  in  teams, 
Blonder  observes.  "You  can  nowT  have  groups  of 
[toy]  robots  that  interact  amongst  themselves 
in  ways  that  appear  intelligent,"  he  says.  "That 
kind  of  collective  behavior  is  going  to  be  used  for 
tasks,  as  opposed  to  entertainment.  These  are 
still  the  early  days." 

Toymakers  are  sought-after  industrial  part- 
ners because  they  speed  the  development  of 
new  technology  and  do  so  affordably.  Americans 
spent  more  than  $11  billion  on  video  games,  con- 
soles, and  electronic  toys  last  year,  according  to 
industry  researcher  npd  Funworld.  But  most 
moms  won't  shell  out  thousands 
of  dollars  for  a  plaything.  So  at 
Fisher-Price,  the  inventors  of 
Kasey  the  robot  used  specialized 
speech-compression  techniques 
to  increase  the  content  on  a 
standard  audio  processor  nearly 
a  hundredfold.  The  $75  robot  can 
lead  preschoolers  through  more 
than  80  hours  of  songs,  games,  and  lessons. 

Game  consoles,  meanwhile,  pack  the  latest  ad- 
vances in  fast  data  transfer,  graphics,  and  audio 
processing  into  boxes  that  cost  just  $200.  The  in- 
ternal hard  drive  on  Microsoft  Corp.'s  Xbox,  for 
instance,  can  store  parts  of  a  game  as  it's  playing 
out,  then  regurgitate  it  for  special  effects,  such 
as  instant  replay,  complete  with  personalized 
commentary.  "You  can  go  back  and  see  all  the 
shots  you  made  and  missed,"  raves  13-year-old 
Clayton  Schoeny  as  he  plays  NBA  Live  2002  on 
his  Xbox  in  Redondo  Beach,  Calif.  "You  can  see 
the  entire  game  in  slow  motion.  It's  crazy." 

Consumer  demand  fuels  ever  more  innova- 
tion. Gamers  weren't  content  to  sit  alone  in  their 
dens  hunting  dragons  or  creating  fictional  cities. 
So  publishers  started  building  entire  fantasy 
worlds  in  cyberspace  and  hosting  thousands  of 
players  in  so-called  "massively  multiplayer" 
games.  Building  a  network  backbone  robust 
enough  to  support  these  cyberworlds  has  forced 
the  world's  top  tech  companies  back  to  the  draw- 
ing board.  IBM,  for  example,  is  devising  a  novel 
class  of  computer  chips  that  can  manipulate  data 
and  produce  images  on  the  fly.  based  on  the 
commands  of  thousands  of  online  gamers  simul- 
taneously. "We  started  with  a  totally  new  way  of 
thinking,"  says  Bijan  Davari,  vice-president  of 
semiconductor  research  and  development  for  IBM. 

The  advances  in  silicon  for  toys  can  produce 
startling  results,  prefiguring  future  applications 
for  offices  and  factories.  Consider  Electronic 
Arts'  upcoming  The  Sims  Online — the  Internet 
version  of  the  video  game  that  allows  players  to 
construct  fictional  suburban  lives.  Players  will 
interact  with  one  another  rather  than  with  the 
drab  computer-generated  people  in  the  offline 
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version.  Each  region  of  the  game,  which 
appear  this  fall,  will  be  able  to  support  2, 
players  at  a  time.  They'll  work  together  thro 
their  on-screen  Sims  counterparts  to  start  b 
nesses,  build  bridges,  and  perhaps  even  fi 
love.  Real-wrorld  applications  are  likely  to 
low — starting  with  the  military,  which  is  look 
at  similar  technology  to  conduct  online  team 
ercises  involving  troops  all  over  the  world, 
yirtual  sensations  are  another  important  s 
off  from  toys.  Video  games  were  some  of 
first  commercial  products  to  incorporate  so-cal 
force  feedback — the  use  of  \ibrations  and  ot 
sensory  cues  to  simulate  the  feeling  of,  sa; 
machine  gun  recoiling  or  a  tennis  ball  hitting 
sweet  spot  of  a  racket.  Immersion  Corp.  in 
Francisco,  which  licenses  such  technology  to  o 
ers,  is  finding  a  growing  market  outside  the  ga 
industry.  In  medical  training  applications,  b 
chines  can  replicate  the  sensation  of  pushing 


Video  games  were  among  the  first  product 
to  use  vibrations  to  simulate  a  gun's  recoi 
or  a  tennis  ball  hitting  the  sweet  spot 


needle  against  the  arterial  wall,  using  sound  a 
motion  to  create  different  scenarios — a  wail: 
baby,  perhaps,  or  a  patient  in  pain.  It's  a  far  ( 
from  old  techniques,  like  sticking  needles  ii 
plastic  arms  and  oranges.  "The  neat  thing  is  tk 
you  feel  the  give  and  take,"  says  Adam  Levi 
assistant  professor  at  Mt.  Sinai  School  of  Medic 
in  New  York,  which  uses  Immersion's  simulate 
"It's  as  if  you  were  piercing  through  real  hum 
tissue."  With  sound,  sight,  and  touch  accounted  J 
the  next  big  frontier  may  be  virtual  smell, 

Ultimately,  technology  from  toys  could  trai 
form  the  way  business  is  conducted  in  evei«^ 
dustry.  Companies  that  use  virtual  reality 
training  today  may  one  day  employ  game-lil  li» 
shared  simulations  hosting  thousands  of  workt  l, 
simultaneously.  And  robots  could  assist  the  si [' 
or  elderly.  Last  year,  a  dozen  robots  comb 
the  wTeckage  of  the  World  Trade  Center  looki 
for  victims.  "This  proves  that  robots  can  be  us 
ful,"  says  Hiroaki  Kitano,  wTho  heads  a  govei 
ment-funded  robot  R&D  project  in  Japan. 
Children  growing  up  with  the  seeds  of  t) 
technology  constantly  push  it  forward.  At  t 
Carnegie  Mellon  Robotic  Autonomy  cour 
this  summer  in  Moffett  Field,  Calif.,  L 
Cabrales,  17,  built  SpongeBots,  a  sped 
that  runs,  wTalks,  and  dances.  "What  c 
robot  could  sense  and  feel,  as  we  dc  ^ 
she  asks.  It  could  help  the  disabk 
she  muses — and  better  yet,  it  mig 
actually  want  to.  As  a  youth  and  an  invent 
Cabrales  straddles  an  important  line 
morrow's  most  innovative  technology  M 
the  minds  of  children — and  the  creative  i 
ventors  who  continue  to  dream  up 
markable  ways  to  entertain  them. 
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Vaunted  Technologies 
That  Don't  Measure  Ui 


Financial  statements  signed  by  auditors 
aren't  the  only  things  that  don't  always  de- 
liver what  they  promise.  Our  society  is  awash 
in  technologies  that  arent  as  reliable  as  people 
tend  to  think.  Sure,  it  would  be  naive  to  de- 
mand that  our  innovations  perform  perfectly. 
But  consider  the  following.  In  courts,  finger- 
prints are  a  primary  tool  for  separating  the 
guilty  from  the  innocent — even  though  nobody 
knows  for  sure  how  accurate  fingerprints  really 
are.  On  computer  networks,  firewalls  are  sup- 


posed to  protect  us  from  evildoers.  But 
may  actually  increase  vulnerability  by 
stilling  a  sense  of  security  that  the  technol\ 
cant  remotely  guarantee.  The  predictic 
computer  models  can  be  way  off  target  A? 
ter  15  years  in  development,  mm'  is  still 
ture  that  never  comes.  We  should  know 
limits  of  current  technology  before  blindly 
bracing  such  next-generation  concepts  at 
tional  w  cards.  Here  are  examples  of 
nologies  that  merit  a  skeptical  review: 


STEALTH  AVIONICS 


T 


.0  hear  Northrop 
Grumman  Corp.  tell  it, 
the  B-2  Spirit  stealth 
bomber  is  nearly  invis- 
It's  "able  to  pene- 
hostile  space 
without  being  detect- 
ed," the  company 
boasts  on  its  Web  site. 


Further,  ii  s  not 

need  an  armada  of 
support  aire:  aft  to  ac- 
complish a  imssion." 
Why  not?  1  ilane's 
composite  :  ■••  trials 
and  bat-shape  iesdgn 
make  it  hard  ft  radar 
to  pick  up. 

So  why  were  ti 
billion  B-2s  flying 


the  Balkans  and 
Afghanistan  accompa- 
nied by  planes  stuffed 
with  electronics  for 
jamming  radar?  It 
turns  out  that 
"stealthy"  is  a  pretty 
relative  description — 
as  the  U.S.  Air  Force 
discovered  in  1999, 
when  an  F-117,  which 
also  has  a  stealthy 
shape  and  materials, 
vas  blasted  out  of  the 


sky  over  the  Balkans. 
Stealth  technology  is 
hardly  a  sham.  It 
shrinks  the  radar  "sig- 
nature" of  a  plane.  If  a 
conventional  aircraft 
makes  a  blip  on  radar 
screens  at  200  kilome- 
ters, a  stealthy  plane 
wouldn't  appear  until 
it  was  34  km  away. 
The  point  is,  radar 
does  eventually  detect 
the  plane,  as  do  in- 


frared devices — ai 
plain  eyes  and  ears. 
Weather  can  al 
present  a  problem.  T 
B-2's  materials  wo 
tested  at  Edwards 
Force  Base,  wh 
rarely  rains.  But 
the  high-tech  boml 
got  drenched 
missions  in  the 
the  tape  used 
seams  in  the  comfl 
ite   skin   often 
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loose.  That  enlarges 
the  radar  signature. 

So  for  now,  the 
American  military  has 
taken  to  escorting 
B-2s  with  planes 
armed  with  radar  jam- 
mers and  missiles  that 
can  take  out  enemy 
radar  sites.  The 
bombers  are  capable  of 
flying  some  of  their 
runs  alone — but  only 
after  radar  and  anti- 
aircraft weapons  have 
been  destroyed.  Trou- 
ble is,  both  sides  can 
play  at  stealth.  Serbian 
forces  were  careful  to 
use  radar  sporadically, 
effectively  hiding  it 
and  preventing  the 
U.S.  from  knocking 
out  all  the  listening 
posts — and     thereby 


curbing  solo  flights  of 
B-2s. 

All  of  this  raises 
questions  about  the 
Air  Force's  plan  to  re- 
place much  of  its  ex- 
isting fleet  with 
stealthy  aircraft  such 
as  the  F-22  fighter, 
whose  $99  million 
price  tag  is  twice  that 
of  a  conventional  F-15. 
That's  why  the  Navy 
rejected  a  stealth  de- 
sign for  its  new  F/A- 
18  fighter,  opting  in- 
stead to  rely  on 
jamming.  Less  re- 
liance on  stealthy  de- 
signs would  free  cash 
for  more  airborne  jam- 
mers. They  may  be 
older  and  less  sexy, 
but  they  still  get  the 
job  done.   Stan  Crock 


CHANGING 


NETWORK  FIREWALLS 


W    O    R    L 


F 

.A.   ir< 


irewalls  on  compj 
networks  are  like  river  dikes:  One  bad  breach  can  bring  catastrophe, 
networks  of  Citibank,  eBay,  the  Defense  Dept.,  and  other  organizations! 
scanned  thousands  of  times  a  day  by  hackers.  Firewalls  fend  off  9£ 
these  malicious  probes.  But  eventually,  a  few  get  through. 

So  if  a  firewall  is  the  only  protection  for  the  family  jewels,  they're  in  jl 
ardy.  In  some  cases,  "the  firewall  is  rendered  irrelevant,"  says  Bif 
Schneier,  founder  of  Counterpane  Internet  Security  Inc.  Skirting  it  ma^j 
as  simple  as  finding  an  unprotected  network  device  such  as  a  fax  mac! 
a  copier.  These  are  often  wired  to  exchange  messages  with  their  mani 
turers — and  manufacturers  can  be  impersonated.  Hackers  can  also  penet| 
the  network  of  a  tar- 
get company  by  wig- 
gling through  its  un- 
defended    Internet 
links  with  partners, 
suppliers,     or    cus- 
tomers. In  short,  the 
burden    is    on    the 
company  to  make  its 
entire  network  bul- 
letproof.  Too  many 
hackers  these  days 
pack  machine  guns. 

Roger  O.  Crockett 


FINGERPRINT  ANALYSIS 


A 


defendant's  fin- 
gerprints match  those 
found  at  a  crime  scene. 
His  goose  is  cooked, 
right?  After  all,  no  two 
people  have  the  same 
fingerprints. 

Or  do  they?  Nobody 
really  knows.  The  sta- 
tistical data  needed  to 
analyze  the  chances 
that  there  are  two 
identical  fingerprints 
haven't  been  collected. 
But  no  matter  how  as- 
tronomical the  odds 
turn  out  to  be,  finger- 
prints are  no  longer 
quite  the  courtroom 
clincher  that  they  used 
to  be. 

The  reason  stems 
from  two  court  cases 
on  opposite  sides  of 
the  Atlantic.  In  Scot- 
land, forensic  investi- 
gators in  the  late 
1990s  found  what  they 
said  was  a  police  offi- 
cer's thumbprint  in  the 
house  where  a  woman 
had  been  murdered. 
Subsequent    events 


showed  that  the  fin- 
gerprint was  neither 
from  the  officer  nor 
from  a  thumb  (it  was 


from  a  forefinger). 
While  everyone  ac- 
knowledges that 
crime-scene  prints  are 
typically  small, 
smudged,  and  hard  to 
identify,  the  Scotland 


fiasco  points  up  the 
fact  that  matches  are 
made  by  people — and 
people  sometimes 
make  mistakes. 

Partly  on  that  basis, 
federal  judge  Louis  H. 
Pollak  sent  shiv- 
ers through  the 
American  justice 
system  last  Janu- 
ary. In  U.S.  Dis- 
trict Court  in 
Philadelphia,  he 
ruled  that  ex- 
perts from  the 
FBI  wouldn't  be 
allowed  to  state 
unequivocally 
that  any  crime- 
scene  fingerprint 
belonged  to  one 
of  three  alleged 
drug  dealers  ac- 
cused of  being  in- 
volved in  four 
murders.  The 
feds  appealed,  of 
course,  and  per- 
suaded Judge 
Pollak  to  reverse 
himself  in  March. 
Still,  it's  now 
part  of  U.  S.  legal 
lore  that  the  cri- 
teria for  declaring 
two  prints  to  be  a 
match  vary  wide- 


ly.   As   Judge   Pc 
learned     during 
hearings,  Italy  der 
at  least  16  identical 
tures  or  patterns, 
Galton     points.      ■ 
France  requires 
12.    The    FBI    doed 
have  any  such   st| 
dard;  instead,  it 
on  two  or  more 
print  examiners 
agree  there's  a  mat 

In  persuading  Ju(J 
Pollak  to  reverse 
January  decision, 
FBI  insisted  that 
fingerprint-matcl 
procedure  has  neH 
incorrectly    nailed! 
suspect.      But      hi 
would  we  know?  Lsj 
enforcement  agencl 
were  just  as  confidj 
of  the  evidence  tl| 
convicted    scores 
people  who  were  lal 
exonerated  when  m| 
ern  dna  evidence 
came  available. 

Are  there  people 
prison  who  were  cl 
victed  on  the  basisl 
faulty  fingerprint  rl 
Could  be.  It's  an  i| 
certainty  we'll  have| 
live  with  for  a  WT 
longer.  Otis  iH 
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HDTV 


W. 


as  there  ever  a 
high-tech  policy  deba- 
cle like  high-definition 
TV?  When  it  works, 
the  technology  deliv- 
ers near-perfect  digi- 
tal pictures,  stunning 
six-channel  sound,  and 
a  host  of  interactive 
features.  But  the  war- 
ring interests  that 
want  a  piece  of  the 
new  market — or  see  it 
as     a     threat — have 


turned  America's  digi- 
tal makeover  and  its 
2006  deadline  into  a 
joke. 

Local  TV  stations 
say  HDTV  broadcast 
equipment  is  expen- 
sive, content  is  limit- 
ed, and  the  technology 
doesn't  work  well 
enough  to  reach  most 
homes  without  an  ex- 
tra antenna  or  cable  or 
satellite  gear.  Holly- 
wood studios  argue  it 
works  too  well,  that 
the  pristine  digital  con- 
tent will  prove  irre- 
sistible to  pirates.  TV 


and  set-top  box 
makers,  mean- 
while, say  the 
market  vis  al- 
ready being 
garroted  by  too 
many  costly  and 
ill-conceived 
copy-protection 
standards.  "If  I 
can't  figure  [all 
this]  out,  how 
can  the  average 
person?"  laments 
Chris  Cudina, 
senior  marketing 
manager  at  Samsung 
Electronics  Co.'s  digital 
set-top  box  division. 

Consumers  seem  at- 
tracted to  HDTV  sets  as 
an  enhancement  to 
their  DVD-equipped 
home  theater  systems. 
And  it's  true:  DVDs 
look  great,  but  real 
high-definition  should 
look  even  better.  Will 
we  ever  get  to  see  it? 
Do  consumers  care  if 
the  answer  is  no?  Ei- 
ther way,  the  2006 
deadline  is  bound  to 
get  lost  in  all  the 
noise.     Cliff  Edwards 


ENCRYPTION 


FACE  RECOGNITION 


T 


.he  scenario 
has  been  played  out  in  countless  action  movies:  Computer  geek  sits 
in  a  darkened  room  staring  at  a  screen.  He  gets  an  alert  that  a 
camera  nearby  has  matched  a  face  in  the  crowd  with  some  mis- 
creant in  his  database.  Next  scene:  FBI  agent  accosts  the  bad  guy. 
Is  it  any  wonder  we  think  technology  can  protect  us? 

Sadly,  Hollywood's  imagination  is  way  ahead  of  the  technology. 
While  some  airports  and  communities,  such  as  Virginia  Beach,  Va., 
and  several  British  cities  are  deploying  face-recognition  technology, 
public  tests  have  been  disappointing.  In  the  first  half  of  an  eight- 
week  test  in  Palm  Beach  International  Airport,  a  system  using 
software  from  Identix  Inc.  failed  53%  of  the  time.  In  a  90-day  test  at 
Boston's  Logan  International  Airport,  consulting  firm  Counter  Tech- 
nology Inc.  found  that  systems  from  Identix  and  others  produced  too 
many  alerts — many  of  them  false  alarms.  The  problem:  Differences  in 
lighting  and  angles  between  the  video  image  of  the  real  person  and 
photos  stored  in  a  database. 

Identix  blames  its  low  scores  on  faulty  installations.  If  the  system  is 
correctly  calibrated,  it  is  98%  accurate,  the  company  claims.  Vendors  also 
stress  that  the  technology  has  some  uses  that  few  experts  criticize.  It 
works  well  when  people  stay  still,  or  small  groups  are  herded  through  con- 
trol points,  says  Michael  Thieme.  director  of  special  projects  at  Interna- 
tional Biometric  Group,  which  completed  an  extensive  study  for  the  Trans- 
portation Security  Adi  inistration  in  June.  This  approach  may  be  suited  to 
casinos,  but  isn't  pract.  a]  for  high-traffic  airports  or  street  corners.  For 
such  fluid  environment..-,  he  technology  'Is  so  far  away  from  working,  it's 
hard  to  say  when  it  will  he  widely  deployed,"  Thieme  says.  But 
Hollywood  can  always  dream.  Heather  Green 

132  BusinessWeek  /  August  26,  2002 


M 


ovies 


on  dvd  were  I 
supposed  to  be 
copy-proof.  So 
why  are  illegal 
copies  getting 
stamped  out 
faster  than 
Halloween  se- 
quels? European  hackers  discovered  a  hoi 
the  costly  software  code  that  Hollywood  ban 
on  to  thwart  movie  pirates.  One  softwan 
censee  inadvertently  neglected  to  encrypt 
"key"  that  unlocks  DVD  movie  disks.  Now,  i 
key  is  easily  found  on  the  Internet — mear 
that  almost  any  PC  can  be  turned  into  a  p 
time  moviemaking  machine,  cranking  out  ] 
feet  digital  copies.  "That's  what  really  sea 
the  motion-picture  makers,"  says  P.J.  McNe 
a  research  director  with  information-techn 
gy  researcher  GartnerG2.  Properly  imj 
mented,  encryption  can  be  virtually  impe 
trable.  But  too  often,  human  frailties  gum 
the  works  by  leaving  unforeseen  breaches 
otherwise  secure  systems.  This  explains  wh} 
many  protection  schemes  get  "hacked 
matter  of  days,"  says  John  M.  Jordan,  a  te 
nology  expert  at  Cap  Gemini  Ernst  &  You 

Roger  O.  Civc, 
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COMPUTER  MODELS 


M 


.arch  weather 
is  notoriously  fickle. 
That's  why  weather 
forecasters  keep  an 
eye  peeled  for  por- 
tents of  snowstorms 
like  those  that  period- 
ically paralyze  the 
Coast — including 
1993's  "storm  of  the 
centur  which 

dumped  three  feet  of 
snow  on  some  stal 

In  early  March, 
2001,  weather  com- 
puters were  warning 
of  a  repeat  storm  of 
the  century,  with  even 
deeper  snow.  But  the 
fateful  day,  Mar.  6, 
came  and  went  with 
less  than  a  foot  of 
snow  in  urban  areas. 

What  went  wrong? 
Blame  it  partly  on 
"shortcuts"  in  com- 
puter models.  Today's 
supercomputers  can't 
crank  through  all  the 


calculations  required 
to  generate  better 
forecasts — at  least  not 
before  the  bad  weath- 
er hits. 

So  simulations  use 
clever  algorithms  that 
gloss  over  certain  de- 
tails. Avoiding  such 
shortcuts  "won't  hap- 
pen any  time  soon," 
says  Jimy  Dudhia,  a 
physicist  at  the  Na- 
tional Center  for  At- 
mospheric Research. 
Doubling  the  detail  in 
three-dimensional 
weather  models,  he 
explains,  would  take 
eight  times  more 
number- crunching 
power.  Even  then,  the 
model  would  be  too 
coarse  to  predict  tor- 
nados accurately. 

Many       computer 
models  used  in  I 
gy,     chemistry. 
physics  also  rely 
shortcuts.  Otherwisi 
answers    might    not 


pop  out  for  months  or 
even  years.  For  ex- 
ample, atom-scale  sim- 
ulations based  on  all 
the  gory  details  of 
quantum  physics  are 
impractical  for  more 
than  300  atoms. 
Michael  L.  Klein,  di- 
rector of  the  Univer- 
sity of  Pennsylvania's 
Center  for  Molecular 
Modeling,  struggles  to 
run  simulations  in- 
volving just  200  atoms 
because  even  a  few 
picoseconds'  worth  of 
a  routine  chemical  re- 
action take  an  hour  to 
model,  even  on  a  top 
supercomputer. 

So,  when  computer 
simulations  promise 
quick  and  faithful  imi- 
tations of  complex 
real-world  phenomena, 
experts  should  be 
sure  they  understand 
what's  built  into  the 
shortcuts.  Being  too 
trusting  could  lead  to 
fizzles  like  the  storm 
of  the  century  that 
wasn't.  Otis  Port 


NATIONAL  ID  CARDS 


T 

Jjie 


.he  feds  are  toying  with  schemes  for 
tech  national  ID  cards — as  if  this  will  separ 
the  good  guys  from  the  bad.  Wrong.  All  th  L 
cards  will  deliver  is  a  false  sense  of  secur 
You  can  stuff  them  with  chips  and  even  throv  pi 
thumbprints  or  digitized  retinal  scans.  Bu  T; 
the  document  they're  based  on — birth  cert 
cates,  passports,  or  whatever — are  forged  * 
thumbprint  is  no  better  than  a  picture. 

Despite  that,  some  companies  already  in: 
that  workers  carry  smart  ids,  with  chips  c  L 
taming  birth  dates,  Social  Security  numbers, 
dresses.  The  Transportation  Dept.  also  wa  ic 
smart  ids  for  every  truck  driver,  port  wort  Jt 
flight  attendant,  and      ^^^^^^^^^^^^^ 
train  conductor.  And    ^ 
Congress  is  set  to 
approve   a  home- 
land-security bill 
that  would  mandate 
chip-enhanced  state 
driver's      licenses, 
standardized  across 
state   borders   and 
backed  by  birth  cer- 
tificates. But  don't 
let  the  silicon  fool 
you:  Identity  is  all 
too   easy   to   fake. 
Lorraine  Woellert 
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"We  told  KPMG  Consulting: 

Texans  should  do  government 

business  online,  not  in  line." 


KPMG  Consulting  and  the  State  of  Texas  have 
certainly  hit  a  home  run  with  the  people  of 
Texas.  In  90  days,  we  provided  our  citizens 
with  TexasOnline  ...  establishing  our  place  in 
the  market. 

We've  lowered  the  transaction  cost  for  people 
to  do  their  government  business.  The  benefits 
are  endless,  and  we've  only  begun  to  scratch 
the  surface." 


www.TexasOnline.com 


"This  is  a  very  new  opportunity  in  government 
providing  services  on  the  Internet.  We  saw 
this  as  a  business  problem,  not  a  technology 
problem. 

"So  we  created  a  solution  where  we  not  only 
build  and  manage  the  technology,  but  we 
manage  the  accounting,  finance,  marketing, 
public  relations,  customer  service,  and 
translation  services. 

"We're  very  proud  to  have  just  had  our  5 
millionth  visit  to  TexasOnline." 
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CRASH  TESTS 


M. 


.y  brother  asks  me:  "I  want  the  safest 
car  I  can  get.  What  should  I  buy?"  I  resist 
the  urge  to  recommend  a  tank.  Short  of  that, 
though,  the  answer  starts  to  get  complicated. 

Most  safety-minded  consumers  rely  on  the 
crash-test  results  from  the  National  Highway 
Traffic  Safety  Administration  (www.nhtsa.gov). 
Pick  any  car  or  truck  with  a  five-star  rating, 
and  you're  fine,  right?  Not  exactly.  There's  a 
lot  these  crash  tests  don't  tell  you — stalling 
with  what  happens  in  the  event  of  a  90-degree 
side-impact  collision. 

Safety  advocates  are  pushing  nhtsa  to  run 
such  tests,  which  are  standard  in  Europe  and 
Japan.  Other  uncertainties  abound,  however. 
nhtsa's  head-on  crash  tests  show  only  how  a 
vehicle  would  fare  if  it  hit  another  vehicle  of 
similar  size.  That  doesn't  tell  you  what  happens 
when  a  large  vehicle  hits  a  smaller  one — the 
occupants  in  the  small  car  are  far  more  likely 
to  be  killed.  Indeed,  the  weight  of  the  vehicle 
is  the  single  most  important  factor  in  deter- 
mining occupant  safety. 

That  helps  explain  the  popularity  of  big 
trucks  and  sport -utility  vehicles.  But  bigger 
isn't  always  better.  The  higher  ground  clear- 
ance that  trucks  and  SUVs  need  for  off-road  use 
gives  them  a  higher  center  of  gravity,  making 
them  more  likely  to  roll  over  if  the  driver 
runs  off  the  road. 

So  what  did  I  advise  my  brother?  Forget 
about  that  big  pickup  truck,  and  look  instead  at 
large  cars,  vans,  or  the  new  breed  of  "crossover" 
SUVs:  They're  less  prone  to  roll  over  because 
they're  built  on  a  car  chassis.  Load  up  on  all  the 
safety  and  handling  options  available,  including 
side  ah-  bags,  antilock  brakes,  and  traction  or 
stability  control.  And  of  course,  fasten  your  seat 
belt.  Kathleen  Kerwin 
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-oday,  you  buy  a 
house  and  get  a  deed 
on  paper.  It  will  proba- 
bly still  be  readable  a 
couple  hundred  years 
from  now.  But  more 
and  more  records — le- 
gal, government,  and 
corporate — are  being 
created  as  digital  infor- 
mation that  never  ex- 
ists on  paper,  and  does- 
n't last  nearly  as  long. 
If  deeds  become  digi- 
tal-only documents,  will 
people  still  be  able  to 
prove  they  own  their 
homes  two  decades  af- 
ter they  buy  them? 

Digital  documents 
have  a  variety  of  limi- 
tations, some  of  them 
severe.  In  the  case  of 
computer  hard  drives 


and  tape,  the  magnetic 
charge  that  distin- 
guishes a  one  from  a 
zero  gradually  de- 
grades and  can  turn 
into  gibberish  in  as  lit- 
tle as  10  years.  Simi- 
larly, physical  changes 
affect  compact  disks,  al- 
though more  slowly. 
Some  have  lifetimes 
pegged  at  30  to  100 
years. 

Then  there's  the 
playback  hardware. 
Even  if  the  storage 
medium  remains  in 
good  shape,  it  may 
not  be  readable  by 
modern  equipment. 
The  digital  tapes  con- 
taining the  1960  U.S. 
Census  Bureau,  for 
example,  can  be  read 
by  only  one  machine 
in   the   U.S. — in   the 


» 


Smithsonian   Insi 
tion.  Or  the  data 
have   been   reco^ 
using  software 
like  the  cp/m  ope 
ing  system  that 
ceded      ms-dos 
Windows,   is   all 
forgotten. 

One  common 
tion  is  to  regem 
data  periodically, 
cording  it  on  mc 
media    with    ci 
systems.  But  even  I 
has    a    hitch:     W| 
transferring         c 
there's  always  the  I 
of  a  hiccup  that  caj 
a  zero  to  be  copiel 
a  one.  The  best  pd 
according  to  the 
tional  Institute  of  SI 
dards    &    TechnoH 
Keep  digital  medij 
65F  and  40%  humij 
and  most  will  last! 
several     decades 
least.  Otis  I 
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The  Coming  Battle 

For  Immigrants 


By  Stephen  Baker 


.t's  a  long-standing  tradition  in  Colme- 
nar  Viejo,  a  suburb  of  Madrid.  As  the  sun  sets, 
old  folks  make  their  way  to  the  benches  in  the 
central  plaza.  It's  a  perfect  place  to  watch  chil- 
dren play  and  teenagers  flirt.  This  summer,  the 
benches  are  as  packed  as  ever.  But  one  thing 
has  changed:  Hardly  any  kids  are  mulling  around. 
The  scene  on  the  plaza  is  a  poignant  barome- 
ter of  one  of  the  most  profound  trends  sweeping 
the  industrialized  world:  the  graying  of  the  pop- 
ulation. Due  to  plunging  birth  rates,  the  number 
of  children  under  15  has  shrunk  by  23^  in  Eu- 
rope since  1970.  And  the  shift  will  continue. 
There  still  are  four  working-age  people  to 
port  every  European  aged  65  or  older.  In  a  few 
decades,  predicts  the  U.  N.  Population  Div.,  that 


The  ability  to 
absorb  foreigners 
could  determine 
whether  nations  in 
the  industrialized 
world  will  grow  or 
stagnate 


number  will  fall  to  two.  The  pattern  is  just 
dramatic  in  Japan  and  Korea,  and  to  a  lesser  < 
gree  in  the  U.  S.  A  few  decades  hence,  big  < 
veloping  nations  like  China,  Russia,  Brazil, 
Thailand  also  will  see  a  surge  of  retirees. 
2050,  the  average  age  of  the  world  is  expec 
rise  from  26  today  to  36.  In  Spain,  the  ave: 
age  by  mid-century  should  hit  55. 

The  economic  implications  are  huge.  Who  i 
do  the  work  in  geriatric  societies?  Who  will 
port  the  burgeoning  class  of  pensioners? 
what  will  happen  to  growth?  After  all.  in 
tion  to  productivity,  a  rising  labor  force  is 
key  ingredient  of  economic  expansion.  Harbin^ 
of  a  stagnant  future  already  are  seen  in  Ja 
nation  that  seems  content  to  live  off  its  sa 
and  in  Italy. 

Wealthy  nations  have  another  choice:  to 
port  workers  on  an  unprecedented  scale.  Tha 
essentially  what  the  U.  S.  has  been  doing  for  I 
past  two  decades  as  the  baby-boom  generat 
matures.  The  U.  S.  takes  more  than  1  million : 
migrants  annually,  including  illegals.  That  is  a 
key  reason  economic  growth  has  averaged  3.? 
year  for  the  past  decade.  Immigrants  have  s 
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THINK  OF  IT  AS  A  4,000-LB  GUARDIAN  ANGEL. 


[R  GRAND  CHEROKEE  Maybe  it's  the  fact  that  it's  backed  by  over  60  years  of  unmatched  four-wheel  drive  experience, 
hat  it's  equipped  with  such  impressive  safety  features  as  our  legendary  Quadra-Drive" system,  multistage  driver  and 
it  passenger  air  bags^  and  supplemental  side  curtain  air  bags.*+  Or  maybe  it's  the  assurance  of  four-wheel  anti-lock 
kes,  and  a  4x4  first-in-class  feature:  an  available  Tire  Pressure  Monitoring  System  that  uses  radio  frequency  technology 
:onstantly  check  and  report  the  pressure  in  each  rotating  tire.  But  whatever  the  reason,  when  you're  driving  a  Jeep 
nd  Cherokee,  you  get  the  distinct  feeling  you're  in  safe  hands.  To  learn  more,  call  1-800-925-JEEP  or  go  to  jeep.com. 


Jeep 


THERE'S   ONLY  ONE 


Optional.  'Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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plied  crucial  technical  and  scientific  talent,  found- 
ed thousands  of  Silicon  Valley  startups,  and 
helped  hold  dowTi  prices  by  filling  low-wage  jobs. 

If  the  rich  nations  other  than  the  U.S.  choose 
to  keep  immigrants  out,  they  will  have  to  achieve 
radical  gains  in  productivity  to  keep  their 
economies  from  hitting  a  wall.  According  to  one 
estimate,  Europe  must  boost  its  productivity  by 
two-thirds  before  2020  just  to  keep  its  economy 
from  shrinking.  But  that  requires  investment  in 
labor-saving  machinery  and  new  plants.  "And 
who  will  invest  in  these  countries  if  their  mar- 
kets are  shrinking  and  they  won't  have  an  ade- 
quate labor  supply?"  asks  Paul  S.  Hewitt,  co-au- 
thor of  a  two-year  study 
of  the  economic  impact  of 
global  aging  by  the  Cen- 
ter for  Strategic  &  In- 
ternational Studies  in 
Washington. 

To  escape  this  vicious 
cycle,  governments  out- 
side the  U.S.  are  starting 
to  reconsider  the  immi- 
gration question.  Officials 
in  South  Korea,  which 
has  tight  controls  on  for- 
eigners, say  they  want  to 
dramatically  increase  the 
number  of  three-year 
work  permits.  Currently, 
266,000  Chinese,  Fil- 
ipinos, Bangladeshis,  and 
other  foreigners  work  il- 
legally in  everything 
from  fisheries  to  con- 
struction sites.  Many  Tai- 
wanese businessmen,  who 
now  are  shifting  manu- 
facturing to  China,  hope 
relations  with  the  main- 
land will  warm  so  that 
they  can  recruit  that  na- 
tion's enormous  pool  of 
engineers  and  laborers. 
And  in  Europe,  corpora- 
tions are  lobbying  for 
more  freedom  to  hire  for- 
eigners. "We  have  full 

employment  here  [in  the  "~— "™" ^— — — 
Netherlands],  and  companies  can't  find  work- 
ers," says  venture  capitalist  Roel  Pieper,  a  for- 
mer Royal  Philips  Electronics  and  Compaq  Com- 
puter Corp.  executive.  "Yet  politicians  want  to 
close  the  door." 

Pieper  is  right:  While  many  policymakers  and 
executives  see  the  advantage  of  welcoming  im- 
migrants, the  rest  of  society  tends  to  see  them 
as  a  threat.  Outside  the  U.S.,  few  countries 
have  the  laws  and  administrative  capabilities — let 
alone  the  desire — to  absorb  so  many  foreigners. 
In  Europe,  political  pressure  is  growing  in  the 
opposite  direction.  The  recent  electoral  su<  :ss  of 
hard-right  politician  Jean-Marie  Le  1 
France  is  largely  because  of  his  anti-immigrant 
stance.  Curbing  immigration  is  a  key  issue  for 
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the  Netherlands'  List  Party.  It  placed  seco| 
May  legislative  elections — even  after  its  le 
Pirn  Fortuyn,  was  gunned  down. 

To  be  sure,  immigration  isn't  a  complet 
lution.  For  one,  the  numbers  would  have 
astronomical.  Germany  would  have  to  boost 
migration  twentyfold  and  Japan  fiftyfohl 
offset  the  population  implosions,"  estin| 
Sylvester  J.  Shieber,  research  director  for 
ppwer  agency  Watson  Wyatt  Worldwide.  ' 
that  just  isn't  going  to  happen."  Even 
taming  current  inflows,  the  U.  S.  will  likely| 
labor  shortages  by  2010. 

Governments  can  also  urge  women  to 
more  children.  Chiml 
end  its  one-child  p< 
But   few   nations 
succeeded  in  persua 
women  to  bear  mores 
once  they  have  acce 
birth  control,  jobs, 
an  urban  lifestyle. 

Another  option  i 
extend  the  retirer 
age.  Only  40%  of  pe 
age  55  to  64  now  he 
job  in  Europe,  for  e 
pie,  thanks  to  gene 
early-retirement  jj 
grams.  But  expanding] 
number  of  older  won 
solves  only  part  of 
problem:  Economies  i 
young  workers  to  s 
families  and  form  ho 
holds.  Another  strateg 
to  get  more  women 
the  workforce.  Take  S< 
Korea,  where  a  si 
plunge  in  births 
woman  in  three  deca 
from  4.5  to  1.4,  means 
elderly  population  is 
pected  to  double  by  2: 
The  pension  system 
go  bust  by  next  dec 
benefits  aren't  cut, 
diets  Korea  Develop 
Institute  researcher 
^^^^^~^^^^^~  Hye  Hoon.  Currently,  { 
of  women  work.  Seoul  wants  to  raise  that  to  6 
In  most  countries,  such  strategies  will  c 
marginally  ease  a  huge,  looming  labor  erur 
And  if  they  rely  on  temporary  work  visas,  co 
tries  will  have  enormous  populations  of  seco 
class  citizens,  a  recipe  for  social  strife.  At  so 
point,  politicians  in  each  developed  economy 1 
have  to  confront  the  overwhelming  nee<| 
more  immigrants.  Cultural  purists  will  be 
raged.  Unionists  will  take  to  the  streets, 
the  ability  of  societies  to  absorb  foreigners  ci 
well  determine  which  economies  will  grow] 
the  rest  of  this  century — and  which  will  fi| 
into  the  twilight. 

With  Moon  Ihlwan  in  Seoul,  Pete  EnyardM 
New  York,  and  Aaron  Bernstein  i>i  WashinM 
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Rethinking  the 


A  By  Diane  Brady 
Americans  take  an 
almost  masochistic  pride  in  long  hours.  To  be 
busy  is  a  sign  of  importance.  The  harder  you 
work,  the  higher  you  rise.  Vacations  are  the 
stuff  of  long  weekends  and  an  occasional  seven- 
day  stretch.  A  35-hour  workweek  is  for  the 
French  or  some  other  culture  that  sips  wine  at 
midday.  In  the  U.  S.,  it's  all  about  what  you  do — 
not  who  you  are.  And  those  who  sleep  five  hours 
a  night  or  juggle  two  seemingly  full-time  pursuits 
evoke  envy,  not  sympathy. 

High  tech,  which  was  supposed  to  free  people 
from  the  office,  has  in  practice  eroded  the  bound- 
aries between  work  and  leisure.  There's  no  haven 
from  e-mail  and  the  telephone,  no  excuse  not 
to  produce  at  any  hour  of  the  day,  and  no  ob- 
stacle to  turning  your  kitchen  table  into  a  work 
station.  With  fewer  than  one-third  of  Americans 
working  a  traditional  9-to-5  day,  even  rituals 
such  as  the  family  dinner  are  disappearing. 

But  there's  a  payoff.  To  cope  with  a  world 
where  job  descriptions  are  going  to  become  even 
more  all-encompassing,  both  workers  and  em- 
ployers are  starting  to  redefine  their  notion  of 
work.  The  social  contract  is  changing  as  a  fluid 
schedule  demands  more  flexibility  from  everyone 
in  the  workplace.  Face  time  at  the  office  has 
become  increasingly  irrelevant  in  climbing  the 
corporate  ladder.  Instead,  output  and  productiv- 
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Technology  is 
making  "all  work 
and  no  play"  a  real 
possibility.  How 
will  we  strike  the 
proper  balance  of 
work  and  life? 


ity  are  the  gauge  of  success. 
For  John  A.  Challenger,  ceo  of 
workplace  consultancy  Chal- 
lenger, Gray  &  Christmas  Inc., 
the  blurring  boundaries  are  lib- 
erating rather  than  enslaving. 
"We've  been  shackled  by  the 
idea  of  9-to-5  since  the  early 
part  of  the  last  century,"  he 
says.  "Today,  we're  much  freer 
to  go  home  and  fit  work  around 
our  needs." 

Even  if  Americans  can't 
bring  themselves  to  take  more 
official  time  off  from  the  job, 
they  increasingly  will  demand 
that  the  job  be  more  accommo- 
dating to  their  personal  time. 
The  workweek  may  be  broken 
up  into  three-hour  chunks  of 
time  spread  around  the  clock 
or  compressed  into  an  intense 
three-day  period.  Each  employ- 
ee will  operate  on  a  different 
internal  clock,  and  employers 
wall  be  more  attuned  to  what 
actually  constitutes  productivity. 

Already  there  are  signs  that 
Americans  are  starting  to  find 
more  balance.  As  job  time  has 
encroached  on  leisure  time,  so 
too  has  leisure  crept  into  the 
job.  Workers  increasingly  are 
Internet  shopping,  exercising, 
chatting  with  friends,  or  oth- 
erwise building  breaks  into 
their  day.  They  may  work  at 
midnight,  but  they  also  feel 
free  to  take  off  at  3  p.m.  to 
see  a  child's  school  play.  The 
aging  of  the  workforce  and  the 
need  for  constant  education  are  creating  a  i 
rigid  view  of  careers — one  that  lets  people 
in  and  out  of  the  job  market,  work  into  tl 
70s,  or  take  time  off  in  their  30s  to  study,  ti 
el,  or  raise  children. 

Smart  employers  are  restructuring  the  wc  fc 
place  to  accommodate  the  shifting  boundaries, 
abling  their  staff  to  be  more  productive  at  he 
and  find  more  fulfillment  at  work.  Even  salai 
employees  may  increasingly  be  treated  as  1 
agents  who  define  the  parameters  of  their  w  t 
day.  And  the  office  could  morph  into  more  oi  [ 
extension  of  private  life,  sas  Institute  Inc., 
world's  largest  private  software  company. 
Cary,  N.  C,  has  brought  everything  from  nu  | 
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1  counseling  to  youth  day  camps  into  the  office 
rironment.  Sick  sas  workers  visit  onsite  med- 
facilities.  The  company's  4,000  employees 
Ing  700  children  to  day  care  and,  next  year, 
mid  be  able  to  enroll  them  in  an  sas  kinder- 
ten.  Working  at  home  or  putting  in  odd  hours 
:he  norm.  "It's  all  about  trusting  employees," 
rs  human  resources  director  Jeff  Chambers, 
ling  from  a  Florida  beach.  "We  want  people  to 
/e  a  challenging  worklife  and  a  life  outside 
work." 

That's  a  big  challenge  for  Corporate  America, 
iny  employers  would  rather  dole  out  stock 
Jons  or  bonuses  than  time  off.  Yet  a  study  by 
nkelovich  Partners  Inc.  shows  that  given  the 


choice  between  two  weeks  of  extra 
pay  and  two  weeks  of  vacation,  Amer- 
icans would  take  the  vacation  by  a 
margin  of  2  to  1.  "People  are  feeling 
overloaded,"  says  President  J.  Walker 
Smith.  One  reason  may  be  a  demo- 
graphic shift,  as  the  massive  baby 
boom  generation  enters  a  life  stage 
in  which  making  money  becomes  less 
important  than  family  and  personal 
pursuits.  While  an  uncertain  economy 
has  left  many  workers  worried  about 
their  jobs,  September  11  underlined 
the  fleeting  emotional  payoff  of  big- 
ger paychecks. 

Still,  the  U.S.  work  ethic  is  tough 
to  shake.  While  much  of  the  devel- 
oped world  has  cut  back  the  annual 
number  of  hours  worked  per  person 
over  the  past  decade,  Americans  have 
headed  in  the  opposite  direction — 
adding  58  hours  to  their  yearly  total. 
The  Japanese,  by  contrast,  have  cut 
more  than  191  hours.  Yet  U.S.  work- 
ers don't  even  take  what  few  holidays 
they  get,  giving  back  an  average  of  1.8 
days,  or  almost  $19.5  billion  total,  in 
unused  vacation  time  to  employers 
each  year,  according  to  a  survey  com- 
missioned by  online  travel  agent 
Expedia.com. 

Indeed,  complaints  about  work 
stress  have  become  almost  a  badge  of 
middle-class  honor.  Parents  over- 
schedule  their  children  almost  as  much 
as  themselves.  "To  keep  busy  is  a 
mark  of  prestige  in  our  society,"  says 
Bradd  Shore,  director  of  Atlanta's 
Emory  Center  for  Myth  &  Ritual  in 
American  Life. 

At  the  same  time,  the  high  cost  of 
overwork  is  fast  becoming  evident. 
Medical  studies  show  a  correlation  be- 
tween a  lack  of  vacation  and  increased 
heart  attacks  or  other  illnesses.  Long 
hours  also  take  a  toll  on  productivity. 
Some  studies  even  suggest  that  the 
vacation-loving  French  and  Belgians 
now  outproduce  Americans  on  a  per- 
hour  basis.  "At  a  certain  point,  there's 
a  negative  rate  of  return,"  says 
Lawrence  Jeff  Johnson,  a  senior  executive  at 
the  International  Labor  Organization  in  Geneva. 
"If  people  work  longer  hours,  they  don't  have 
time  to  refresh."  He  ought  to  know:  After  five 
years  of  living  in  Europe,  the  U.  S.-born  Johnson 
still  hasn't  adjusted  to  six  weeks  of  annual  va- 
cation. In  his  first  two  years,  he  took  two.  Now, 
he's  lucky  to  take  three  or  four.  "It's  my  Mid- 
western work  ethic,"  he  admits. 

With  fewer  boundaries  to  delineate  time  off, 
the  risk  of  burnout  can  be  profound.  But  the 
value  of  a  balanced  life  is  also  becoming  more 
clear.  After  all,  in  a  complex  and  increasingly 
competitive  global  economy,  the  well-rested — 
and  productive — worker  is  king.  ■ 
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Welcome  to  the 


Health 


-Care 


Economy 


As  time  catches  up 
with  baby  boomers, 
spending  on  medical 
care  will  skyrocket 
and  set  off  a  vast 
shift  in  the  nation's 
resources.  New 
investments  in 
health  could  be  a 
major  engine  of 
future  growth 


^^^^^^^^^^^et  re 


By  Howard 
Gleckman 


ready  for  the  blos- 
soming of  the  New  Economy.  No,  not  that  New 
Economy.  Information  technology  may  have  been 
the  driving  force  behind  the  1990s  boom,  but  in 
the  coming  decades,  Americans'  standard  of  liv- 
ing will  be  linked  inextricably  to  a  very  different 
trend:  a  surge  in  health-care  spending.  Forget 
dot-coms.  Think  little  green  pills  and  home  health 
aides.  The  U.  S.  is  facing  a  new  world  of  medi- 
cine driven  by  innovation  and  the  needs  of  aging 
Americans  for  ever-more-intense  levels  of  care. 

Already,  the  U.S.  spends  $1.4  trillion,  or  14% 
of  its  gross  domestic  product,  on  medical  care. 
That's  almost  twice  what  it  pumps  into  info  tech. 
Within  a  decade,  however,  it  could  be  spending 
close  to  $3  trillion,  or  a  staggering  17%  of  total 
national  output,  on  health.  If  that  growth  con- 
tinues unabated,  medical  care  by  mid-century 
will  absorb  almost  one-third  of  the  economy. 

The  consequences  of  this  shift  of  resources 
will  be  enormous  for  companies,  workers,  and  the 
government.  It  will  mean  a  massive  transfer  of 
the  nation's  income — whether  profits,  wages,  or 
tax  dollars— to  medical  care.  "The  transformation 
will  be  as  big  as  anything  the  computer  has  pro- 
duced," says  Harvard  University  economics  pro- 
fessor David  Cutler. 

This  shift  has  enormcas  potential  benefits.  It 
will  generate  a  boom  in  u  ell-paying  health-care 


jobs.  It  will  provide  op- 
portunities to  develop 
new  technologies.  Bil- 
lions of  dollars  will  be- 
come available  for  ad- 
vances in  biotechnology, 
medical  devices,  and 
fresh  techniques  to  pre- 
vent or  control  disease. 
Many  of  these  new 
products  and  services 
could  lead  to  a  spurt  in 
exports.  Most  impor- 
tant, all  this  spending  should  make  America 
healthier. 

But  these  exploding  costs  could  have  seve  ni 
negative  consequences.  Businesses  will  have 
rethink  the  way  they  spend  their  resource 
since  every  dollar  devoted  to  health  care  w 
be  a  dollar  not  available  to  augment  profits,  pt 
chase  productivity-enhancing  equipment,  or  h; 
workers.  Employees  will  face  an  increasing  i 
stark  situation:  The  more  they  receive  in  c 
the-job  health  benefits,  the  less  they'll  see 
wages,  pensions,  or  vacation  time.  Without  ccf* 
tinued  productivity  growth,  the  recent  rise 
real  incomes  will  come  to  an  end,  and  the  nati 
will  become  markedly  poorer. 

Government  will  wrestle  with  similar  choic«  i 
Washington  and  the  states  are  facing  an  era  . 
which  providing  health  care  for  the  elderly  a* 
the  poor  could  come  to  absorb  nearly  all  tp 
revenues.  By  mid-century,  two-thirds  of  the  e  K 
tire  federal  budget  will  be  spent  on  medical  cai  pt 
estimates  the  U.  S.  General  Accounting  Offi<  c 
That  is  as  large  a  share  of  tax  dollars  as  Was  H 
ington  has  ever  pumped  into  any  program  sa  k 
one:  fighting  World  War  II.  The  exploding  e 
pense  of  Medicare,  the  health  program  for  se  N- 
iors,  and  Medicaid,  which  provides  care  for  £  tr- 
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represents  "an  unsustainable  burden  on 
ire  generations,"  warns  U.  S.  Comptroller 
jral  David  M.  Walker. 

Try  is  this  big  hike  in  health-care  spending  so 
blesome?  Think  of  it  this  way:  Most  of  us 
d  breathe  a  great  sigh  of  relief  if  we  learned 
the  current  slump  in  IT  spending  were  about 
id  and  that  business  would  once  again  pump 
of  money  into  computers,  telecommunica- 
5  gear,  and  software, 
nation  would  look 
rard  to  another  '90s- 
era  of  booming  capi- 
spending,  powerful 
luctivity  growth,  and 
ng  corporate  profits, 
y  contrast,  predic- 

of  huge  increases 
ealth-care  spending  produce  a  very  different 
:tion:  sweaty  palms.  While  there  is  broad 
cement  that  it  is  a  valuable  investment,  com- 
tively  little  is  known  about  the  benefits  of 
th  spending.  In  tight  labor  markets,  ceos 
Jgingly  authorize  medical  outlays  as  a  nec- 
iry  evil — the  cost  of  hiring  and  retaining 
kers.  But  few  view  it  as  enhancing  produc- 
y — the  key  to  making  everyone  wealthier. 


"The  bang  from  IT  is  not  only  more  palpable.  It 
is  quicker,"  says  Mark  Zandi,  chief  economist  at 
Economy.com  Inc.  "Health-care  benefits  are 
reaped  over  a  long,  long  time." 

If  ceos  are  looking  at  traditional  measures 
of  economic  growth,  it's  no  wonder  they  fret 
over  runaway  medical  costs.  The  productivity 
of  the  health-care  industry  grew  at  an  annual 
rate  of  just  0.7%  from  1995  to  2000.  That's  pitiful 


A  handful  of  economists  now  view  health  care 
as  an  investment,  no  different  from 
purchasing  equipment  or  training  employees 


compared  with  the  2.6%  annual  rate  for  the  rest 
of  the  economy.  And  as  medical  care  becomes  an 
ever-larger  share  of  the  nation's  spending,  that 
lagging  performance  threatens  to  drag  down  the 
long-term  growth  of  the  entire  economy. 

But  recently,  a  handful  of  economists  have 
begun  taking  a  different  view.  They  look  at 
health  care  as  an  investment,  no  different  from 
purchasing  equipment  or  training  workers.  From 
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that  perspective,  health  care  has  the  potential  to 
give  the  economy  a  huge  boost. 

Some  benefits  are  easy  to  see.  Just  look  at  the 
transformation  of  once-gritty  industrial  cities 
such  as  Birmingham,  Ala.,  and  Pittsburgh1 — now 
centers  of  medical  care  and  health  research.  The 
Labor  Dept.  forecasts  that  through  2010,  health- 
care jobs  will  increase  faster  than  any  other  oc- 
cupation except  data  processing.  Opportunities 
for  registered  nurses,  for  instance,  are  expected 
to  grow  58%  over  the  decade. 

Moreover,  dramatic  advances  in  technology 
have  the  potential  to  generate  big  bucks  in  in- 
dustries such  as  biotechnology  and  medical  de- 
vices. For  instance,  the  Food  &  Drug  Adminis- 


Spending  on  Health  Care 
is  Skyrocketing... 
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...Making  it  the  Fastest  Growing 
Sector  of  the  Economy... 
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..With  Big  Payoffs  and  Costs 
for  the  Consumer 

HEART  DISEASE  Heart-attack  deaths  have  fallen  by  20%  over 
the  past  two  decades,  largely  thanks  to  new  treatments  such  as 
angioplasty.  But  because  these  therapies  are  more  accessible, 
the  total  cost  of  all  heart-attack  treatment  has  increased  by 
60%. 

LOW-BIRTHWEIGHT  BABIES  In  the  1950s,  most  of  these  infants 
died.  Because  there  was  no  treatment,  the  cost  of  care  was  low. 
Today,  two-thirds  of  these  babies  survive,  often  without  long-term 
complications.  The  cost  of  treatment:  $40,000  per  baby. 

DEPRESSION  Until  the  mid-1980s,  most  depression  was  treated  with 
therapy  or  drugs  that  had  dangerous  or  unpleasant  side-effects.  The 
increasing  use  of  more  effective  drugs  changed  the  environment. 
From  1991-96  alone,  the  number  of  natients  diagnosed  and  treated 
for  depression  increased  fourfold.  While  the  cost  per  treatment  did 
not  change,  the  overall  expense  exploded  to  $10  billion. 


tration  estimates  that  as  many  as  3 
Americans  could  benefit  from  an  implantal 
fibrillator,  a  device  that  helps  maintain  a 
heart  rhythm.  Products  such  as  this  could 
sold  to  millions  of  other  heart  patients  an 
the  world,  boosting  exports.  At  companies 
as  General  Electric  Co.,  medical  equipmen 
counts  for  9%  of  profits  and,  even  in  a  soft « 
omy,  sales  are  rising  at  double-digit  rates. 

The  biotech  industry,  dominated  by  the  I 
holds  similar  long-term  promise.  With  an 
mated  $60  billion  worldwide  market  for  bi 
products,  the  opportunity  for  export  growl] 
tremendous. 

But  the  potential  benefits  go  beyond 
nancial  returns  for  one  industry  or  another, 
real  payoff  may  come  in  improving  the  qi 
life.  That,  however,  is  tough  to  measure. 
University  economist  William  D.  Nordhaus^ 
developed  a  statistical  gauge,  which  he 
"health  income,"  as  a  way  to  calculate 
nomic  payoff  of  medical  care.  He  says  socie 
ceived  up  to  $2  of  benefits  for  every  $1  it 
on  health  care  in  the  1980s — the  last  decad 
which  he  has  complete  data. 

Other  economists  have  tried  to  measure 
costs  and  benefits  of  treating  specific  illne: 
Cutler  figures  that  great  strides  in  treating 
birthweight  babies,  for  instance,  have  adde 
years  to  their  life  expectancy,  producing 
benefit  to  the  economy  of  $200,000  per  child 
not  agree  that  health  spending  is  a  dead-we 
loss,"  says  Helen  Darling,  president  of  the  W 
ington  Business  Group  on  Health,  a  consortiui 
large  employers.  "There  have  been  distinct 
provements  in  both  health  and  productivity.' 

To  test  that  theory,  a  few  businesses  are  s 
ing  to  ask  tough  questions  about  the  return 
can  expect  on  health-care  spending.  Ford  Mi 
Wells  Fargo,  Bank  One,  Marriott  Internatic 
and  others  are  trying  to  link  the  payoff  f 
health  care  to  its  costs.  "We  want  to  underst 
what  our  return  on  investment  is,"  says  S 
Welborn,  vice-president  for  corporate  ben 
at  Wells  Fargo  &  Co.,  which  spends  clos< 
$400  million  annually  to  provide  health  ben 
for  its  130,000  employees. 

Bank  One  Corp.'s  medical  director,  Wayw 
Burton,  has  measured  the  costs  in  lost  pro« 
tivity  of  several  common  health  problems, 
eluding  migraines  and  allergies.  He  estim 
that  the  nation  spends  $1  billion  a  year  trea 
migraines.  But  for  corporations,  the  real 
comes  from  lost  work  days  and  reduced 
ployee  productivity.  The  price  tag:  a  hefty 
billion  annually. 

Giving  migraine  sufferers  effective  treat: 
would  cost  a  fraction  of  that,  although  reliabL 
timates  are  hard  to  come  by.  But  the  key 
is  "effective,"  and — like  other  corporate  j 
chases — not  all  health  spending  is  created  ec 
A  quick  look  at  the  wild  overinvestment  in  t 
communication  gear  in  1999  and  2000  is  powt 
evidence  of  what  happens  when  companies  w 
their  dollars. 

The  risks  are  even  greater  when  it  come 
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health  care.  And  the  price  is  in  more  than  dollars. 
Nobody  ever  died  from  buying  the  wrong  fiber-op- 
tic cable,  but  hospital  errors  kill  as  many  as 
100,000  people  every  year,  according  to  the  Na- 
tional Academy  of  Sciences  Institute  of  Medicine. 

Perhaps  one-third  of  all  medical  spending — 
some  $600  billion — may  be  for  unnecessary,  out-of- 
date,  or  even  dangerous  treatments.  A 
powerful  example:  surgery  for  arthritic 
knees.  The  procedure  was  thought  to  be 
a  simple  and  highly  effective  method 
treating  achy  knees,  and 
the  nation  spent  $3  bil- 
lion a  year  to  do  it.  Now, 
a  report  by  Houston  Vet- 
erans Affairs  Medical 
Center  says  the  treat- 
ment is  essentially  worth- 
less. "The  performance 
we  get  for  what  we  cur- 
rently invest  in  health 
care  is  probably  the 
biggest  business  failure  in 
American  history,"  says 
Kevin  B.  "Kip"  Piper,  di- 
rector of  the  National 
Health  Care  Purchasing 
Institute.  "I  can't  imagine  this  [happen- 
ing] in  any  other  industry." 

One  reason  for  the  problem:  It  takes 
years  to  determine  the  long-term  impact  of  a 
particular  course  of  treatment.  But  there  is  an- 
other, more  manageable  issue:  The  financial  in- 
centives for  quality  health  care  are  totally 
skewed.  Doctors  and  hospitals  are  paid  for  the 
volume  of  business  they  do,  not  the  results  of 
their  care.  Health  experts  say  that  changing 
those  incentives  will  be  critical  to  boosting  the 
payoff  from  health-care  spending.  "If  we  spend 
more  efficiently,"  says  Cutler,  "we  can  be  both 
richer  and  have  a  better  quality  of  life." 

As  a  result,  many  American  companies  are 


'The  performance  we  get  for  what  we . . . 
invest  in  health  care  is  probably  the  biggest 
business  failure  in  American  history" 


looking  at  ways  to  put  such  incentives  in  place. 
One  solution:  pay  higher  fees  to  doctors  who 
spend  more  time  running  critical  diagnostics  on 
patients  with  chronic  illness,  such  as  diabetes. 
The  hope  is  that  proper  testing  and  early  inter- 
vention will  save  billions  in  costs  down  the  road. 
But  managing  health  costs  is  more  complicat- 
ed than  simply  determining  the  most  cost-effec- 
tive tests.  Many  dollars  are  spent  on  care  for  the 
elderly  or  those  chronically  ill  and  unable  to 
work.  Today,  3%  of  the  population  consumes  40% 
of  health-care  dollars,  says  Roberta  Goodman, 
a  health-care  analyst  at  Merrill  Lynch  &  Co. 
There  are  surely  ethical  reasons  for  funding  such 
care,  but  it  is  harder  to  find  economic  benefits. 


As  the  population  grays,  those  issues — a 
as  spiraling  costs — will  come  into  sharper 
Age-related  illnesses,  such  as  heart  dis 
strokes,  arthritis,  and  back  problems  alrea 
count  for  20%  of  U.  S.  health  spending.  ThaJ 
portion  will  rise  as  65  million  baby  boomer 
The  other  big  driver  of  rising  health-care  | 
is  technology.  Medical  advances 
make  treatment  cheaper,  less  pa 
and  more  successful.  As  a  result 
unit  cost  of  care  drops,  but  the  ni 
of  people  getting 
ment  explodes — ai| 
does  the  overall  pr 
Consider  advanc 
heart  attack  treatr 
Bypass      surgery,| 
which  doctors  cut 
a  patient's  chest 
place  blocked  artj 
was   the  treatmei 
choice  in  the  '80sJ 
the  procedure  was ) 
plicated,  relatively 
and  expensive:  $4\ 
in  today's  dollars. 
Today,   heart   ai 
victims  are  most  likely  to  be  trd 
with  angioplasty  (unclogging  th-J 
teries  with  a  balloon  catheter  and 
sophisticated  drugs  and  tiny  mesh  tubes  to  j 
them  from  blocking  again).  It's  simpler,  less 
and,  at  about  $23,000,  cheaper  than  a  bypa 

These  innovations  are  one  reason  why 
attack  deaths  have  declined  by  20%  durinj] 
past  decade.  But  they  have  also  driven  uj| 
overall  cost  of  cardiac  care  by  nearly  50% 
the  mid-'80s.  Among  Medicare  patients,  Is 
because  of  greater  use  of  angioplasty,  costs 
skyrocketed  over  the  period,  from  $3  bihu 
nearly  $5  billion. 

The  real  key  to  future  cost  savings  and  til 
ficient  use  of  health 
dollars  may  come 
some  modest  initia 
on   the   detection 
prevention   front, 
ducing   high   level 
obesity,  cutting  smo 
and  early  diagnosis 
treatment  of  diat 
and  high  blood  pressure  would  all  have  a 
matic  impact  on  the  costs  of  health  care, 
big  productivity  gains  come  from  the  low- 
stuff,"  says  Jon  Gabel,  vice-president  of 
Health  Research  &  Educational  Trust  in  V 
ington,  an  arm  of  the  American  Hospital  A 
Such  savings  will  be  critical.  The  U.  S.  can 
ford  to  continue  writing  unlimited  checks 
health  care.  By  spending  wisely,  the  riches 
tion  on  earth  can  improve  the  quality  of  lif 
its  people,  helping  them  to  live  longer,  i 
productive  lives.  But  until  it  can  distinguis 
ficient  care  from  wasteful  spending,  it  runs 
risk  of  becoming  both  poorer  and  sicker. 
$3  trillion,  the  U.  S.  can  do  better  than  thai 
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Rarely  does  traveling  with  children 
produce  such  sheer,  unadulterated  joy. 


1* 


Admitting  that  traveling  w  ith        everything  needed  to  avoid  the  dreaded 


dren  can  he  a  challenge  doesn't 

ce    you    a    had    parent.    It's    just 

I    the    Net  lets   fractional   aircraft 

ership  program  will  make  you  a 

bier,  more  relaxed  parent  (and  do 

tiers  for  the  kids). 

i The  joy  begins  with  a  plane  that  takes 

where  you  want,  when  you  want  — 

i  no  lines,  waits,  or  crowds. 

Your  dedicated  Owner  Services  Team 

ires  that  plane  is  outfitted  like  your 

ig   room,   with   everyone's    favorite 

Is.  movies,   DVDs,  video  games  — 


'Are  we  there  vet?" 


The  industry's  most  experienced 
pilots  (all  are  rated  captain  by  the  F  \A), 
the  largest,  most  proven  fleet  in  the 
fractional  sky,  and  the  knowledge  that 
ground  transportation  has  also  been 
attended  to  surely  contribute  to  a  par- 
ent's peace  o\  mind.  And  help  explain 
why  more  people  who  can  tlv  any  way 


Experience  it  for  yourself.  And 
bring  the  kids.  Call  i-8~ -NITI  F-.TS 


NETJET^ 

Everything  else  is  just  a  plane    s" 


.1  Berkshire  H.uh.nv.n  company. 
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NONINVASIVE 
THERAPIES: 

nq  people 

out  of  hospitals 


Minimal 
Medicine 

H 


New  treatments  aim 
to  be  less  traumatic, 
shorter,  cheaper, 
and  more  effective 


By  Catherine  Arnst 

ere's  one  of  your 
worst  medical  nightmares.  On  June  5,  Dean 
Monahan  i  42-year-old  steelworker  in  Read- 
ing, Pa.,  \  as  scheduled  for  an  angiogram,  a 
common  medical  procedure  used  to  determine  if 
plaque  is  building  up  in  a  patient's  arteries. 


Monahan  had  experienced  some  pain  in  his  ; 
and  neck  while  exercising,  which  could  indii 
a  blocked  artery.  He  checked  into  Read 
Hospital  &  Medical  Center  at  7  a.m.,  the 
giogram  was  performed  at  11  a.m.,  his  arte 
were  declared  completely  clear,  and  he  chec 
out  at  4. 

By  6:30  that  night,  Monahan  had  a  tempi 
ture  of  103.  He  rushed  back  to  the  hospi 
where  the  staff  discovered  that  he  had 
tracted  pneumonia  during  his  nine  hours  thi 
"I  was  out  of  work  for  a  month  and  flat  oj 
back  for  a  good  10  days,"  says  Monahan.  'fl 
now  how  old  people  succumb  to  pneumonia 
really  saps  all  your  strength." 

What's  particularly  scary  is  that  Monah; 
story  is  not  all  that  unusual.  The  Centers 
Disease  Control  &  Prevention  calculate  1 
90,000  deaths  in  2000  were  caused  by  hospital 
fections,  making  the  microbes  that  swarnj_ 
medical  centers  the  fourth-largest  cause  of  de 
in  the  U.S.  Then  there  are  the  medical  en 
committed  in  U.S.  hospitals  that  kill  anywh 
from  44,000  to  98,000  people  each  year — m 
than  die  from  highway  accidents,  breast  can 
or  aids.  Consequently,  one  of  the  goals  of  j 
about  any  new  medical  treatment  under  de 
opment  today  is  to  eliminate,  or  at  least  m 
mize,  hospital  stays. 

Thus  the  watchwords  in  forward-looking  ir 
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He  just  used  the  proper  Apache  word  for  hello. 
Should  we  wash  his  mouth  out  with  soap? 


In  the  Indian  boarding  schools,  we  were  taught  that  our  words  were  bad  worths.  In  some  cases, 
our  cultures  were  literally  beaten  out  ofais.  As  a  result,  many  languages  are  gone  forever.  Of  those 
that  are  left,  most  are  spoken  only  by\iders.  Yet  it  has  been  shown  that  when  a  child  speaks  his 
native  tongue,  he  gains  self-respect  and  does  better  in  school.  Your  tax-deductible  donation  to 
the  Indigenous  Language  Institute  will  help  us  preserve  our  languages  and  teach  them  to  the  young. 
Call  505-S20-03U.  So  we  can  reward  our  children,  instead  of  punishing  them,  for  being  who  they  are. 


I 


A 


Indigenous  language  institute 

SANTA  II,  NEW  MEXICO  WWW.INDlGENOUS-LANGUAGE.ORG 


D    E    A    S 


FOR 


CHANGING         WORL 


ical  circles  are  "minimally  invasive  therapies." 
These  are  diagnostic  and  treatment  strategies 
aimed  at  reducing  the  trauma,  cost,  and  dura- 
tion of  medical  care  while,  hopefully,  increasing 
efficacy.  The  phrase  encompasses  a  widevrange 
of  technologies,  including  high-definition  imaging, 
robotics,  miniaturized  sensors,  high-intensity 
sound  waves,  tissue  engineering,  and  stem-cell 
manipulation.  Some  techniques  are  already  in- 
dispensable in  today's  operating  theaters;  some 
are  still  years  in  the  future. 

There  are,  however,  potential  dangers  in  this 
rush  to  minimize  medicine.  "Just  switching  to  a 
less  invasive  therapy  isn't  enough,"  warns  Dr. 
David  W.  Rattner,  a  surgeon  who  oversees  min- 
imally invasive  therapies  at  Massachusetts  Gen- 
eral Hospital  in  Boston.  "You  need  to  prove  that 
it's  more  effective."  Finding  companies  to  com- 
mercialize these  technologies  is  also  a  challenge, 
he  says. 

To  that  end,  the  Center  for  Minimally  Inva- 


Doing  the  Least  Damage 

HIGH-FREQUENCY  ULTRASOUND  Blasts  tumors  with  focused 
sound  waves  that  destroy  diseased  tissue  without  cutting  skin 

LASERS  Specialized  lasers  combined  with  advanced  scanners  dis- 
solve blood  clots  and  open  arteries  with  little  risk  of  stroke 

MICROSENSORS  Tiny  microelectromechanical  systems  (MEMS) 
could  detect  and  control  epileptic  seizures,  calm  tremors  associat- 
ed with  Parkinson's,  or  detect  plaque  buildup  in  arteries 

TISSUE  ENGINEERING  Degradable  polymer  grids  could  be  placed 
in  damaged  tissue,  providing  a  base  for  organs  to  regenerate  or  act 
as  a  slow-release  delivery  system  for  drugs 


sive  Surgical  Therapies  was  established  in 
Boston  in  1993  to  coordinate  clinical  and  indus- 
trial research.  Its  members  are  researching  tech- 
niques for  the  treatment  of  heart  disease,  stroke, 
cancer,  and  trauma.  A  typical  effort:  Dr.  Ed- 
ward P.  Ingenito  of  Brigham  &  Women's  Hospi- 
tal in  Boston  is  developing  a  nonsurgical  method 
for  removing  damaged  lung  tissue  in  emphysema 
patients.  His  plan  is  to  inject  a  biopolymer  that 
will  collapse  and  scar  over  the  target  area  of  the 
lung,  thus  reducing  its  volume. 

Some  minimalist  therapies  have  already 
proven  their  worth.  Laparoscopy,  in  which  sur- 
geons insert  tiny  cameras  and  long  narrow  in- 
struments through  incisions  in  the  body,  has 
been  used  since  the  late  1980s  to  repair  knees 
and  other  joints,  but  the  technique  is  slowly  be- 
ing applied  to  internal  organs  as  well.  City  of 
Hope  Cancer  Center  in  Los  Angeles  has  led  the 
way  in  using  laparoscopy  for  one  of  the  most 
dreaded  operations,  removal  of  a  cancerous 
prostate  gland.  Surgeons  make  five  small  holes 
rather  than  the  standard  six-inch  incision,  cutting 
blood  loss  by  50%  and  greatly  reducing  recovery 
time  and  hospital  stays.  Although  studies  have 
not  confirmed  whether  the  operation  causes  few- 


er side  effects  than  standard  surgery,  it  is 
more  easily  tolerated.  Dr.  Timothy  Wilson 
rector  of  urologic  oncology  at  City  of  Hope, 
diets  that  this  procedure  will  one  day  be 
formed  on  an  outpatient  basis. 

The  next  generation  of  surgical  tools 
not  break  the   skin   at   all.   At   Brighai 
Women's,  doctors  are  testing  sound  wave 
variation  of  the  technology  used  to  illuminat 
tuses  in  the  womb — to  blast  fibroid  tumo: 
precancerous  breast  lesions  without  m 
single  incision.  A  beam  of  high-intensity 
sound  is  focused  on  a  patient  lying  insi 
magnetic  resonance  imaging  (mri)  scanner, 
soundwaves  penetrate  the  skin  to  eradical 
tumors.  The  hope  is  that  the  system,  which 
developed  by  an  Israeli  joint  venture  of  GE 
ical  Systems  and  Elbit  Medical  Imaging 
called  InSightec,  will  replace  hysterectomies 
mastectomies  and  might  be  used  for  brai 
mors.  "If  you  think  about  surgery,  it's  so: 
medieval,"  says  Dr.  Darrell  Smith,  a  H 
University  radiologist  who  led  a  clinical  stut 
the  InSightec  system.  "We're  trying  to  get 
elegant  in  the  way  we  do  this.  It's  kind  of 
Star  Trek." 

Science  fiction  analogies  are  common  in 
niinimally  invasive  field,  where  talk  of  nanoi 
nology  and  wireless  sensors  abounds.  At  a 
electronics  symposium,  University  of  Mil 
professor  Kensall  D.  Wise,  a  pioneer  in  the 
of  microelectromechanical  systems  (MEMS), 
scribed  a  future  in  which  electronics  implanl 
the  body  could  cure  Parkinson's  disease, 
ness,  and  blindness.  Wise  described  a  mi 
tern,  now  in  clinical  trials,  that  uses  inte 
implants  to  detect  an  epileptic  seizure  and 
er  electronic  stimulus  and  drugs  to  patients 
may  not  know  that  an  attack  is  under  way. 
also  predicted  the  development  of  intel 
stents  that,  when  placed  in  an  artery,  would 
doctors  if  the  vessel  had  reclogged  without 
need  for  an  angiogram — the  procedure  t 
caused  Monahan  so  much  trouble. 

Hospital  operating  rooms  themselves  sh 
also  become  safer.  Doctors  at  Mass  General, 
by  Dr.  Rattner,  hope  to  do  their  first  proc 
within  a  month  in  an  "operating  room  of  the 
ture" — a  surgical  theater  full  of  computers, 
sensors,  and  sophisticated  imaging  equiprro 
Every  person  and  object  that  enters  the 
will  carry  a  radio-frequency  ID  tag.  If  a  nurse 
proaches  the  patient  with  the  wrong  medidfl 
scanner  will  sound  an  alert.  It  will  also  raise 
alarm  if  doctors  start  preparing  the  wrong  site 
the  body — a  common  mistake  in  hospitals 
patient  will  be  operated  on  remotely  using  rob 
arms  inside  an  advanced  mri  machine  thaT 
dates  the  image  every  second  or  less,  allow 
surgeons  to  view  their  progress  in  real  time  o 
video  monitor.  Computers  will  provide  the  ex 
coordinates  of  the  tissue  to  be  repaired 

Rattner  predicts  that  it  will  be  several  yei 
at  least,  before  such  an  operating  room  becor 
commonplace.  In  the  meantime,  just  hope  yo 
stay  out  of  the  hospital. 
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By  Carol  Marie 
Cropper 

he  willingness  to  question 
a  physician  has  always  been  a  key  survival  skill 
for  patients.  But  with  new  drugs  and  medical 
procedures  flooding  onto  the  market  at  an  un- 
precedented pace,  patients  are  confronting  more 
choices  about  treatment  than  ever  before.  Many 
are  now  insisting  on  something  more  than  a  few 
minutes  of  dialogue.  They  want  to  weigh  thera- 
peutic options  with  their  physicians  and  share  in 
the  decision-making — to  be  partners  in,  not  sim- 
ply recipients  of,  their  medical  care. 

In  the  U.  S.,  many  people  are  already  primed 
to  do  their  own  medical  homework.  After  years 
of  wrestling  with  managed  care,  they've  become 
skeptical  health-care  consumers.  They're  also 
more  aware  of  their  role  as  buyers,  thanks  to 
constant  marketing  assaults  by  drug  companies, 
hospitals,  and  health  plans — and  new  employee- 
benefits  initiatives  that  threaten  to  shift  more 
costs  to  employees. 

Awareness,  however,  is  not  enough.  Patients 
must  really  take  charge  of  their  own  care,  and  the 
Internet  provides  the  tools  to  do  so.  In  a  matter 
of  hours,  anyone  can  research  a  wide  range  of 
medical  matters,  from  symptoms  and  pathology 
right  up  through  clinical  trial  enrollment.  And 
even  doctors  acknowledge  that  research  can  pay 
off.  "A  more  informed  patient  makes  a  better 
patient  and  has  a  better  outcome,"  says  Dr.  J.  Ed- 
ward Hill,  chairman  of  the  American  Medical 
Assn.'s  board  of  trustees.  Such  patients  tend  to 
take  better  care  of  themselves  and  more  quickly 
understand  what  their  doctor  tells  them,  he  says. 
"Knowledgeable  patients  keep  us  on  our  toes." 

Dr.  Albert  G.  Mulley  Jr.,  chief  of  general  med- 
icine at  Massachusetts  General  Hospital,  notes 
another  reason  patients  should  take  an  active 
role.  "More  than  doctors  or  patients  generally  ap- 
preciate," he  explains,  "many  medical  decisions 
have  more  to  do  with  personal  preferences  than 
they  do  with  medical  probabilities."  Surgery  to 
treat  a  man  for  benign  prostatic  hyperplasia — an 
enlarged  prostate — will  probably  relieve  his  need 
to  make  late-night  trips  to  the  bathroom,  but 
might  leave  him  incontinent  or  with  a  sexual 

154  BusinessWeek  /  August  26,  2002 


Now,  you  and 
your  physician 
can  be  partners. 
That's  healthier 
for  everyone 


dysfunction.  Only  the  patient  can  decide  i#re.t'c 
problem  is  annoying  enough  to  make  him  I 
to  take  that  risk,  says  Mulley.  Similarly,  cli 
trials  show  that  women  with  early-stage  b: 
cancer  are  just  as  apt  to  survive  with  a  lun 
tomy  and  radiation  therapy  as  with  a  mast.  - 
my.  One  woman  might  fear  six  weeks  of 


Of:  |U 

tion  treatments  and  a  possible  recurrence  ii    i  turn 
same  breast.  Another  might  want  to  save 
breast  at  all  costs. 

Heart  patients  confront  equally  perple 
trade-offs.  A  patient  facing  double-bypass 
gery  might  have  to  weigh  the  prospect  of  i 
from  angina  pain  against  the  possibility  of  c< 
tive  loss  and  an  increased  risk  of  dying  soon 
surgery.  Whether  they  opt  for  the  knife  or  rel 
beta-blockers  and  aspirin  may  depend  on  to 
bearable  the  pain  is — something  only  the  pal   -not  st 


can  know. 


ierei 


':.-• 


previc 


r1 

L  ^nany  cases,  doctors  don't  agree  on  what's 
""  rhat  much  is  clear  from  the  Dartmouth  At- 
Health  Care,  a  Dartmouth  Medical  School 
■t  that  tracks  how  doctors  treat  patients  in 
ent  parts  of  the  country.  Examining  10 
of  Medicare  data,  the  researchers  con- 
i  that  the  type  of  treatment  patients  re- 
often  depends  on  their  location.  Folks  in 

IOre.,  for  example,  are  four  times  more 
to  have  surgery  for  lower  back  pain  than 
in  Honolulu,  says  Megan  McAndrew  Coop- 
-j.itor  of  the  Atlas.  The  rate  for  spinal  fu- 

-a  procedure  in  which  the  vertebrae  are 
r  i !  to  relieve  chronic  back  pain — is  almost  10 
ro  higher  in  Provo,  Utah,  than  in  Worcester, 
i  i  The  latter  example  is  especially  troubling 
biLse  there  may  be  far  less  drastic  alterna- 
i  Surgeons  can  go  in  and  clean  away  bone 
4  and  ruptured  disk  fragments  to  ease  the 
fi  ure  on  pinched  nerves.  "We  joke  that  which 
i  /ou  turn  off  the  causeway  determines  what 
tve  of  treatment  you  get,"  says  Cooper. 

le  problem  isn't  simply  that  some  regions 
lenore  backward  than  others.  Consumers' 
sa  kbook,  an  organization  that  evaluates  doc- 
rand  hospitals,  cites  a  study  that  highlights 
(uneven  distribution  of  medical  knowledge. 
n;j  years  after  the  National  Institutes  of 
ri  ,h  concluded  that  a  type  of  bacteria  called 
n  obacter  pylori  causes  the  majority  of  peptic 
as — not  stress  and  stomach  acid,  as  many 

■rs  previously  believed — large  numbers  of 


The  care 
you  get 
may  vary 
depending 
on  the  type 
ofdoctor- 
and  where 
the  doctor 
practices 


Michigan  physicians  still  were  not  prescribing 
antibiotics  to  treat  the  cause  of  the  ailment. 

In  some  cases,  the  treatment  depends  less  on 
geography,  and  more  on  the  type  of  doctor  con- 
sulted. Clinical  trials  suggest  that  a  man  with 
early-stage  prostate  cancer  lives  just  as  long 
whether  he  has  his  prostate  removed  or  not, 
says  Dr.  John  E.  Wennberg,  a  Dartmouth  re- 
searcher. But  when  a  man  under  75  years  of 
age  consults  a  urologist  who  performs  such  sur- 
geries, a  likely  recommendation  is  radical  prosta- 
tectomy. A  radiation  oncologist  might  favor  (no 
surprise)  radiation  therapy.  Even  when  doctors 
agree  on  an  answer,  it  can  change  from  one  day 
to  the  next — witness  the  about-faces  on  hormone 
replacement  therapy  and  on  knee  surgery  to 
treat  arthritis. 

Patients  who  do  their  own  homework  often 
turn  up  information  their  doctors  may  have  over- 
looked, according  to  Steven  Schneider,  a  family 
doctor  and  chief  medical  officer  of  Healthwise 
Inc.,  which  provides  medical  information  on  the 
Internet.  Schneider  describes  his  own  comeup- 
pance at  the  hands  of  a  patient  with  atrial  fib- 
rillation, a  quivering  of  a  heart  chamber.  Schnei- 
der had  prescribed  Coumadin,  a  blood  thinner 
that  requires  monthly  monitoring.  Then  the  pa- 
tient produced  a  study  showing  that  aspirin  was 
a  reasonable  alternative  for  low-risk  patients. 
Schneider  switched  the  man  to  the  cheaper,  less 
dangerous  drug,  and  "he  did  just  great." 

Chalk  one  up  for  the  patient.  ■ 


Doing  Your  Homework 

In  the  growing  ocean  of  medical  information,  some  sources  are 
better  than  others.  Here  are  a  few  you  can  trust: 

NLM.NIH.GOV  The  National  Library  of  Medicine's  Web  site  fea- 
tures MEDLINE  and  MEDLINEplus.  Entries  range  from  technical 
articles  to  general  health  info. 

NATIONALHEALTHCOUNCIL.ORG  Disease  info,  and  links  to 
member  societies  and  foundations,  such  as  the  American 
Cancer  Society  and  the  American  Heart  Assn. 

MAY0CLINIC.ORG/HEALTHINF0/  Medical  information  from  the 
famed  Rochester  (Minn.)  clinic. 

0NC0LINK.COM  A  user-friendly  info  site,  from  the  University  of 
Pennsylvania  Cancer  Center. 

GUIDELINE.GOV  Sophisticated  information  on  treatment  guide- 
lines from  the  National  Guideline  Clearinghouse,  a  project  of  the 
U.S.  Agency  for  Health-care  Research  &  Quality. 

HEALTHWISE  HANDBOOK,  A  SELF-CARE  GUIDE  FOR  YOU 

Home  reference,  with  advice  for  treating  common  medical 
problems. 

MAYO  CLINIC  FAMILY  HEALTH  BOOK  Comprehensive  medical 
reference  from  the  Mayo  Clinic. 

FOUNDATION  FOR  INFORMED  MEDICAL  DECISION  MAKING 

Videotapes  examining  patient  options  for  prostate  and  breast 
cancer,  lower-back  pain,  and  other  common  ailments. 

Data:  BusinessWeek 


BusinessWeek  /  August  26,  2002  155 


IDEAS         FOR 


CHANGING         WORL 


Don't  Kill  All  the 


Trial  Lawyer 
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By  Mike  France 

ow  bad  are  things 
right  now?  So  bad  that  plaintiffs'  lawyers  are 
starting  to  look  good. 

At  a  time  when  regulators  are  a  step  behind 
public  anger  and  self-policing  is  a  joke,  the  at- 
torneys who  make  a  living  suing 
Corporate  America  have  become  —  »-*,* 

one  of  the  most  powerful  forces 
compelling  executives  to  behave 
The  scandals  have  given  them  a 
unique  chance  to  pose  as  Robin 
Hoods.  Consider  stock  fraud 
litigator  Bill  Lerach — who  was 
so  widely  demonized  in  the 
'90s  that  he  all  but  stopped 
talking  to  the  media.  Lately 
he  has  been  defending  Enron 
shareholders,  airing  his  own 
agenda  for  cleaning  up  execu- 
tive suites,  and  has  even  been 
dubbed  America's  "top  corpo- 
rate crime  fighter"  by  the  left- 
leaning  Tlie  Nation  magazine. 

Can  plaintiffs'  lawyers  really 
stand  in  for  spineless  politicians 
and  weak  Securities  &  Ex- 
change Commission  chairmen? 
Yes  and  no.  Numbering  about 
150,000  strong  nationwide,  the  plaintiffs'  bar  con- 
stitutes a  de  facto  army  of  private  attorneys 
general  charged  with  enforcing  our  securities, 
product  safety,  and  workplace  laws.  "I'm  a  mid- 
dle-of-the-road Republican,"  says  Henry  T.C. 
Hu,  a  corporate  and  securities  law  professor  at 
the  University  of  Texas  at  Austin.  "And  I  have 
no  doubt  that  if  we  didn't  have  the  private  se- 
curities bar,  executives  would  lie  more  often." 

At  the  same  time,  there's  no  way  Lerach  can 
ever  sub  for  sec  Chairman  Harvey  L.  Pitt  or  the 
head  of  a  consumer  protection  agency.  Plaintiffs' 
lawyers  simply  don't  have  the  training,  legal  au- 
thority, or  financial  incentive  to  be  true  corporate 
cops.  They're  private  businessmen.  That  means 
they're  good  at  doing  things  that  earn  them 
money,  such  as  winning  big  awards  for  victims, 


When  regulators 
fall  short,  it's 
up  to  plaintiffs' 
attorneys  to  put 
the  hurt  on 
corporate 
miscreants 


bi 
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and  bad  at  things  that  don't,  such  as  de 
regulations  and  compliance  programs  to  e: 
that  corporate  wrongdoing  isn't  repeated 

Consider  the  fight  against  Big  Tobacco- 
epic  battle  usually  at  the  top  of  the  Associati 
Trial  Lawyers  of  America's  greatest-hits 
coalition  of  tort  attorneys,  working  for  si 
torneys  general  on  a  contingency-fee  basis, 
on  a  powerful  industry  that  had  defangi 
White  House,  Congress,  and  the  Food  & 
Administration.  They  managed  to  win  a 
lion  settlement  that  forced  Philip  Morris  C 
other  tobacco  companies  to  change  the  way 
marketed  and  distributed  their  product, 
pocketing  over  $10  billion  themsel 
Under  the  deal,  tobacco 
panies  are  now  handing 
about  $10  billion  annually  tc 
states.  That  has  driven  the 
of  cigarettes  up  by  more 
$1  a  pack  and  driven 
teen  smoking  by  an  esi 
ed  8% — a  public  health  vie 
But  nearly  every  other 
ture  of  the  deal  has  di 
pointed.  Money  that  was 
posed  to  go  to  antismo! 
programs  has  been  dive: 
into  general  funds.  Billbc 
ads  are  gone,  but  manufac  " 
ers  have   compensated  a 
new  ways  to   promote   t 
brands.  "It  was  a  good  first  i 
but  I  think  we  could  have 
much  better,"  says  Richard 
nard,   chairman   of  the   Tobi 
Products  Liability  Project  in  Boston 
Look  for  the  same  mixed  results  in  the  con 
attack  on  companies  caught  in  the  scandals.  P 
tiffs'  attorneys  will  be  aggressive  about  pursi 
anyone  proven  to  have  cooked  the   books  at 
ron  Corp.,  WorldCom  Inc.,  and  elsewhere, 
they  probably  won't  be  helping  small  inves 
who  took  Merrill  Lynch  &  Co.'s  questionable 
vice  to  put  money  into  the  firm's  investnv 
banking  clients.  Why?  Because  many  of  th 
investors  lost  less  than  $100,000,  not  enough 
an  attorney  working  for  a  one-third  take, 
any  nonmonetary  penalties  that  plaintiffs'  law? 
insist  upon  are  likely  to  be  window-dressing. 

So  tort  lawyers  are  a  mixed  blessing 
can  seem  like  parasites  when  regulators  are  | 
ing  their  job.  But  when  government  stops 
ing  the  store,  they  don't  look  half  bad. 


kn 


ete  del 


ve 


156  BusinessWeek  /  August  26,  2002 


AUVtHI  IbtlVltlNI 


H2.  A  New  Addition  to  the  HUMMER  Family. 

For  more  information  on  the  H2,  the  newest  vehicle  to  prove  worthy 
of  the  HUMMER  name,  call  800-REAL-4WD  or  visit  www.HUMMER.com. 


LIKE  NOTHING  ELSE. 
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cingular 


WIRELESS 


ess  Corporate  Email  on  the  Go  with 
gular  Xpress  Mail SM 

comers  can  now  use  multiple  wireless  devices  to  access  corporate 
il  when  away  from  their  desks  with  Cingular  Xpress  Mail,  a  new 
ice  available  nationwide  across  Cingular's  GPRS,  GSM,  and  TDMA 
porks,  www.cingular.com/business 


Invest  in  Your  Future 

Wachovia  Securities  Corporate 
&  Investment  Banking  offers  a 
full  range  of  services  to  meet 
the  needs  of  corporate  and 
institutional  clients  nationwide, 
including  capital  raising,  market 
making  and  financial  advisory 
products  and  services.  To  learn 
more  about  these  opportunities, 
please  call  877-549-1428  or  visit 
www.wachoviasecurities.com. 


Round  the  World  with  oneworld  Explorer 


W  oneworld  Explorer  is  a  great  way  to  take  advantage  of  a  vast, 
interlocking  route  network  covering  570  destinations  in  134 
ltries.  This  eight-airline  alliance  offers  flexible  and  economical  round- 
world  tickets,  the  perfect  solution  for  the  globetrotting  executive.  For 
plete  details,  sample  itineraries  and  conditions,  visit  www.oneworld.com. 
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Your  Invitation  to  Innovative  Events 

HP  is   pleased   to  co-sponsor  the  2002   BusinessWeek  Digital 
Economy   Conference,   December  5-6   in   San   Francisco.    HP 
sponsors  this  and  other  robust  executive  seminars. 
For  more  information,  visit  www.hp.com/large/events.  Select  "MA"  as  the  area. 


ixecutive  Briefings 

'our  guide  to  our  advertisers'  upcoming  events,  products,  and  services 
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By  Gerry  Khermouch 

here's  a  midlife  crisis  brewing 
in  marketing.  Rules  honed  over  decades  that  are 
supposed  to  make  everything  from  cereals  to 
credit  cards  irresistible  to  skeptical  baby  boomers 
have  turned  out  to  be  a  major  turnoff  for  the 
newest  generation  of  big  spenders:  the  50  million 
13-  to  23-year-olds  who  shell  out  $150  billion  a 
year  in  the  marketplace  and  are  forming  brand 
preferences  that  could  endure  for  decades. 

As  a  result,  these  new  consumers  are  turning 
the  marketing  canon  on  its  head.  Take  their  atti- 
tude towards  ads.  While  boomers  mistrust  adver- 
tising, their  kids  love  it — if  it's  witty  and  not  con- 
descending. To  them,  ads  can  be  an  alternative 
form  of  entertainment.  But  hitting  the  right  note  is 
hard.  Ads  aimed  at  this  group  can't  be  too  obvious, 
but  they  do  have  to  be  honest  about  their  intent. 

So  what  are  the  rules  of  engagement  when  it 
comes  to  young  consumers?  To  find  out,  Busi- 
nessWeek polled  successful  marketers  and  then 
ran  the  rules  past  five  18-year-olds — Sarah  Coper- 
ine,  Dana  Cyboski,  James  King,  Thorn  Carvette, 
and  Max  Ugwoth — convened  by  youth-market- 
ing specialist  North  Castle  Partners,  in  Stam- 
ford, Conn.  Here's  what  we  found: 

Rule  1:  Don't  talk  down. 

Forget  the  authoritative  "experts"  who  swayed 
their  parents;  this  group  won't  believe  a  word 
they  say.  Younger  consumers  want  to  feel  they 
are  drawing  their  own  conclusions  about  prod- 
ucts, brands,  social  issues.  Many  antismoking  and 
anti-drug-abuse  efforts  get  a  thumbs-down  from 
kids  for  browbeating  the  audience.  "If  you're  con- 


COOL?  Nop 

Rather  a  tir 
image  now 
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What  bewildered 
advertising 
executives  need  to 
know  to  pitch  a 
wary  generation 


sciously  trying  to  make  youth  do  sometlj 
they're  going  to  sniff  that  out,"  warns 
Strain,  vice-president  of  marketing  at  sne 
maker  Vans  Inc.,  which  operates  skate 
sponsors  the  Warped  rock  tour,  and  gene! 
"hangs"  with  its  customers,  so  that  the  brand'!] 
age  can  seep  out  on  its  own.  "You've  got 
velop  their  long-term  trust,"  Strain  says. 

/  don't  like  it  when  someone  tells  me  wh 
do.  Those  drug  and  sex  commercials  pr^ 
What  do  they  know?  Also,  I  don't  like  it 
they  show  a  big  party  and  say  come  on  atA 
in  with  this  product.  That's  not  how  it  woi\ 

Rule  2:  Don't  try  to  be  what  you're  not.  St 
true  to  your  brand  DNA. 

"Teenagers  have  a  built-in  BS  meter," 
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Dear  Webster's, 
Please  revise  'learning.'  Thanks. 

Adult  education  will  never  be  defined  the  same  way  again. 

Today's  real-time  world  needs  a  university  that 

can  keep  up.  So  we  designed  our  online  format  to  give  you 

immediate  value.  What  you  learn  one  day  can  impress  the  boss 

the  next.  Sound  too  good  to  be  true?  It  was.  To  learn  about 

our  bachelor's,  master's  and  Ph.D.  programs,  call 
1-888-CAPELLA  ext.  6020  or  go  to  www.capella.edu/bsky 


CapeSia_ 

UNIVERSITY 
Education.  Reborn!" 


jella  University  is  accredited  by  the  Higher  Learning  Commission  (NCA), 
same  body  that  accredits  Big  Ten  universities. 
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Michael  Wood,  vice-president  at  Teenage  Re- 
search Unlimited  in  Northbrook,  111.  "Too  many 
people  try  to  be  cool  in  ways  they  have  no 
business  being  cool  in."  These  days,  when  even 
Ma  Bell  is  using  skateboarders  in  ads,  it's  time 
to  find  a  unique  image  that's  true  to  your 
product. 

Since  kids  put  a  premium  on  straight  talk, 
it  helps  to  show  utter  confidence  and  ac- 
countability. Procter  &  Gamble  Co.  backs 
up  a  money-back  guarantee  on  its  Old 
Spice  High  Endurance  deodorant 
with  an  invitation  to  phone  1-800- 
proveit.  Chocolate  drink  maker 
Yoo-hoo  Beverage  Co.  showed  it's 
not  afraid  to  make  fun  of  itself  by  send- 
ing a  garbage  truck  painted  in  the  brand's 
signature   yellow-and-blue   to   hand   out 
samples. 

When  you  say   "I'm  a  teen" — you're 
not.  Like,  extreme  sports  are  fine,  but 
after  a  while  you  start  to  get  tired  of  it  in 
advertising. 

Rule  3:  Entertain  'em.  Make  it  interactive,  if 
you  can.  And  keep  the  sell  short. 

Boomers  may  resent  mingling  ads  with  the 
surrounding  "content,"  but  the  Internet  genera- 
tion likes  finding  brands  in  unexpected  places. 
New  York-based  dyc  Brand  Games  weaves  them 
into  free  electronic  games  for  clients  like  Bic, 
McDonald's,  and  General  Mills.  "The  seamless 
integration  of  the  brand  message  is  not  only  ac- 
cepted but  cool,"  says  dvc  Executive  Vice-Pres- 
ident Jim  Wexler.  Jones  Soda  Co.  invites  con- 
sumers to  send  in  artsy  photos  for  use  on  the 
labels,  while  the  California  Milk  Processor  Board 
allows  youngsters  to  create  their  own  TV  ads. 
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Alien  Thoughts 


Today's  teens  don't  think  like  their  parents.  Here  are  some  of  the 
differences  that  marketers  need  to  know: 

BOOMERS  You  had  better  entertain  them  because  they  regard  TV 
ads  as  an  annoying  intrusion. 

KIDS  Vou  had  better  entertain  them  because  the  prospect  of 
catching  appealing  ads  is  part  of  the  reason  they're  watching  that 
TV  show  in  the  first  place. 

BOOMERS  Regale  them  with  facts  from  experts  as  a  way  of  over- 
coming their  deep  skepticism  of  advertising. 
KIDS  Keep  the  brand  message  guick  and  simple.  If  they  want  to 
learn  more,  they'll  check  out  your  Web  site. 

BOOMERS  Wow  them  with  new  media.  It  makes  them  feel  that 

they're  still  cutting-edge. 

KIDS  They've  grown  up  with  this  stuff.  They're  blase.  Keep  it 

functional. 

BOOMERS  Even  after  September  11,  irony  still  works.  Show  bour- 
geois boomers  you  share  their  sub.ersive  worldview. 
KIDS  Sure,  they  get  irony,  but  keep  it  upbeat.  Don't  ridicule  oth- 
ers. And  don't  employ  stereotypes  because  teens  think  diversity  is 
what  it's  all  about. 


Beware  of  underestimating  the  intelliger 

teenagers.  "They  want  to  be  entertained 

they  also  want  to  be  intrigued,"  says  B 

Castle  partner  Grant  MacDonald.  Buildi 

sense  of  discovery  into  your  ad  gene 

talk  value  among  peers — impo 

social  currency.  Snap 

latest     ads.     feati 

animated     beve: 

bottles,  are  full  of  details  that  viewers 

notice  until  the  second  or  tenth  go-rc 

"The  aim  is  to  make  them  say:  'Did 

notice  what  this  bottle  had  aroum 

neck?' "  says  Jeffrey  Wolf,  director  i 

count    planning    at    Snapple's    ag. 

Deutsch  Inc. 

/  like  loud  and  not  boring....  Mar 

Snapple.  It's  like  a  movie  you  ivant  to  % 

over  and  over.  You  need  tluit  in  a  commerci 

I'll  just  change  the  channel. 

Rule  4:  Show  that  you  know  what  they're  { 
through,  but  keep  it  light. 

It  has  never  been  easy  to  be  a  teenager; 
that  hasn't  changed.  So  show  them  that 
understand.  For  a  commercial  for  Her 
Foods  Corp.'s  Ice  Breakers,  North  Castle 
the  brand's  minty  product  benefit  to  a  { 
stress  at  approaching  a  strange  girl  at  a 
"I'm  wearing  my  lucky  boxers."  he  reass 
himself.  "Don't  trip.  Don't  drool.  Relax.  I 
my  breath?" 

"Blatant  honesty"  shows  you're  in  sync 
their  concerns,  says  Ellis  Verdi,  whose  aj 
DeVito/Verdi,  has  created  ads  for  online  te: 
vendor  eCampus.com.  "Buy  all  the  books 
never  open  from  the  store  that  never  closes, 
horts  one. 

Being  a  teen  is  tough,  but  don't  use  it 
mind  me  of  the  bad  stuff.  Keep  it  upbeat. 


Rule  5:  Customization  and  interactivity  are 
good.  But  don't  kid  yourself  into  thinking 
new  media  equals  cutting  edge;  spamming 
won't  work. 

This  is  a  generation  that  revels  in  seb 
pression,  and  the  most  successful  marke 
give  them  plenty  of  opportunity.  Nokia  Corp 
fers  add-ons  like  nameplates  and  download 
ringer  tones.  Nike  Inc.'s  Air  Presto  snea 
can  be  ordered  online  in  special  prints, 
combinations,  and  a  personalized  id  tag 
new  medium  or  not,  spam  is  not  interaci 
and  gets  the  thumbs-down. 

It's  fun  to  make  your  own  stuff.  I  custom 

Presto  to  be  really  cool Xo  one  likes  e-i 

ads  or  reads  them.  It's  crap.  It's  not  abom 
teracting  and  it's  not  new —  Like,  older  pe 
think  AOL  is  cool.  They  don't  get  it. 


Rule  6:  Not  that  they'll  really  let  you,  but  £ 
to  know  those  savvy,  plastic-wielding  teens 
you  don't,  no  list  of  rules  will  help  you  get 
their  attention. 

They  should  have  had  us  make  the  list, 
should  have  first  asked 


I 


160  BusinessWeek  /  August  26.  2002 


They  both  took  care  of 

business 


Took  care  of  their 

families. 


So  why  will  one 

leave  his  family  with  every 

advantage, 


while  the  other  leaves 


everything  to  chance? 


5  2002  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK™ 


Are  you  there  yet?™ 


www.nmfn.com 


SPECIAL  ADVERTISING  FEATURE 


This  is  part  of  the  Heidrick  &  Struggles'  Leadership  Capital  Aeries  on  the  topic*  of  governance  and  leadership. 

Subsequent  articles  will  focus  on  the  specif ic  skills  and  challenges  for  senior-level  management  roles 

and  on  the  critical  issues  facing  corporate  leaders  today. 


FOCUS  ON: 


BUILDING  BETTER  BOARDS 


John  T.  Gardner 

Vice  Chairman,  Board  Services 
Heidrick  &  Struggles 


Inowin; 


The  job  of  the  corporate  chief  executive  officer  has 
never  been  trouble-free,  but  rarely  have  business 
leaders  faced  such  a  pressing  set  of  issues  as  they  do 
today.  They  must  constantly  seek  new  ways  to  differentiate 
their  organizations  from  the  mass  of  companies,  in  a  mar- 
ketplace so  crowded  and  precarious  that  the  phrase  "sustain- 
able competitive  advantage"  begins  to  sound  like  a  contra- 
diction in  terms. 

Adding  to  this  already  formidable  challenge,  the  recent, 
well-publicized  cases  of  corporate  fraud  and  accounting 
improprieties  have  touched  off  a  widespread  crisis  of  confi- 
dence in  business.  Extreme  misconduct  at  a  handful  of 
unethical  organizations  has  placed  every  corporation  under 
intense  scrutiny.  In  particular,  boards  of  directors  are  being 
examined  as  never  before  for  their  independence,  integrity, 
and  effectiveness. 

In  such  a  highly  charged  atmosphere,  it  is  difficult,  but 
absolutely  crucial,  for  corporate  leaders  to  recognize  that 
these  very  challenges  create  the  opportunity  to  forge  a  lasting 
competitive  advantage.  The  marketplace  will  reward  corpora- 
tions that  meet  the  demand  for  integrity-corporations  whose 
leaders  have  the  imagination  to  envision  their  boards  of  direc- 
tors as  a  unique  strategic  asset  to  both  management  and 
shareholders.  These  leaders  will  move  themselves  and  their 
organizations  ahead  of  the  pack  by  being  among  the  first  to  rec- 
ognize that  exceptional  governance  makes  companies  better. 

Unlike  the  complacent,  unquestioning  boards  now  in  the 
limelight,  a  successful  board  governs  its  company  by  contin- 
ually challenging  every  significant  facet  of  its  operations:  its 
business  model,  strategies  and  underlying  assumptions;  its 
operating  performance;  and  its  leadership  development.  Far 
from  being  management's  rubber  stamp,  the  best-in-class 
board  fosters  a  culture  of  rigorous,  relentless  exanination.  It 


presses  for  continual  improvement,  setting  a  tone  for  seni 
management  that  reverberates  throughout  the  organi; 
tion-to  employees,  customers,  shareholders,  and  the  co 
munities  served  by  the  company.  There  is  no  better  way 
achieve  sustainable  competitive  advantage. 

A  best-in-class  board  is  much  more  than  a  roster  of  pror 
nent  names.  Truly  exemplary  boards  are  well-balanced  Team- 
that  harness  the  diverse  experiences,  skills,  and  intellects  W| 
their  directors  to  pursue  the  strategic  objectives  of  the  con 
panies  they  serve.  The  members  of  these  boards  possess 
rare  talent  to  see  the  big,  broad  picture  even  as  they  knc 
when  to  drill  down  on  specifics.  They  have  the  fortitude 
speak  openly  and  candidly,  and  the  humility  to  remembe 
that  they're  not  in  charge  of  the  company's  day-to  day  bus 
ness.   Above    all,    says    Richard    Cavanagh,    CEO    of   tl 
Conference  Board,  good  directors  display  a  competency  thj 
is  "not  so  much  a  skill  as  a  mindset.  It's  a  quality  of  mini 
that  questions  rather  than  accepts,  coupled  with  the  courage 
to  ask  difficult  questions  in  a  constructive  way.  And  that,  I 
think,  is  the  toughest  quality  to  find." 

Objectivity.  Values.  Acumen.  Judgment.  Capacity.  Ze 

These  are  some  of  the  core  traits  we  look  for  in  board  can 
dates.  These  traits  are  necessary  whether  our  client  compa 
is  addressing  a  leadership  crisis,  a  financial  squeeze,  or 
adverse  economy;  whether  it  is  experiencing  rapid  growth 
wrenching  change.  But  as  we  assess  board  candidates, 
also  look  for  those  with  wisdom  and  experience  relevant  tj 
the  unique  circumstances  of  the  client  company.  These  cad 
didates  need  more  than  intelligence  or  charisma-indeed, 
even  candidates  with  distinguished  records  can  contribute 
little  to  the  future  of  an  enterprise  if  they  are  closed  off  tq 
new  ideas  and  approaches,  or  oriented  toward  past  achiev« 
ments  rather  than  challenges  yet  to  come. 
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■The  best  directors  enrich  their 
-d  with  the  perspective  of  someone 
has  faced  some  of  the  same  prob- 
s  the  company  will  face  in  the 
ire.  In  addition,  organizations  in 
early  stages  of  building-or  rebuild- 
-a  boardroom  culture  are  often  best 
ed  by  a  knowledgeable,  forceful 
Dcate  for  exemplary  corporate  gov- 
ince.  The  social  dimension  must 
be  ignored,  either.  Effective  direc- 
;,  knowing  that  a  truly  strong  per- 
lity  doesn't  need  to  be  overpower- 
are  able  to  work  well  in  a  group, 
of  course,  directors  must  be  inde- 
dent  in  more  than  name  only, 
itably,  those  whose  achievements 
lify  them  as  board  candidates  will 
5S  paths,  but  shareholders  will  have 
e  patience  for  directors  whose  prin- 
1  qualification  is  close  friendship 
i  the  CEO  or  other  board  members, 
nbers  of  a  well-balanced  board  are 
ropriately  sociable  but  uncon- 
ined  by  the  ties  of  friendship  when 
omes  to  speaking  their  minds  clear- 
nd  candidly. 

The  stock  market's  recent  declines 
a  stark  reminder  that  investor  conf  i- 
ce  relies  on  corporate  integrity.  In 
book  Leaders  Talk  LeaderAhip,  corn- 
in  September  2002  from  Oxford 
versity  Press,  London  Business 
ool's  resident  leadership  expert  Jay 
ger  writes  that  best-in-class  compa- 
s  have  integrity  built  into  their 
nds  andtheh  books.  I  would  add  that 
egrity  is  built  into  their  boards,  too. 

The  Shareholders 
Responsibility 

As  shareholders,  we  all  have  a  role  to 
y  in  ensuring  board  integrity.  After 

we  have  a  vested  interest  in  boards 
directors  and  their  governance  style 
i  practices.  We  can  no  longer  afford 
be  indifferent-our  failure  to  do  our 
mework  has  already  cost  us  too 
ch.  Examine  the  boards  of  compa- 
s  you  invest  in-the  individual  mem- 
s  as  well  as  their  collective  contribu- 
ns.  What  sort  of  experience  do  the 
ectors  have?  At  what  stage  are  they 
their  professional  careers?  What 
ationships,  apart  from  their  board 
mberships,  do  they  have  with  the 

pany?  If  a  director  is  a  former  or 
rrent  CEO,  look  at  the  performance  of 
director's  company  and  the  atti- 
es  of  its  customers  and  employees. 
0  is  on  that  company's  board,  and 


SPECIAL  ADVERTISING  FEATURE 


j 


what  is  its  reputation?  These  sorts  of 
questions  can  help  us,  as  shareholders, 
differentiate  the  companies  that  are 
worthy  of  our  trust  and  capital  from 
those  that  are  not. 

Institutionalizing 
Board  Reviews 

One  potentially  strong  vehicle  for 
evaluating  boards  is  a  formal  board 
review  process.  At  present,  only  about 
40  percent  of  North  American  compa- 
nies conduct  such  reviews,  and  even 
fewer  review  individual  board  members. 
Further,  companies  that  do  conduct 
reviews  often  do  so  only  as  a  prelude  to 
removing  a  particular  board  member. 


A  beAt-in-cloAA  board  Ia  much 
more  than  a  roAter  of  prominent 
nameA.  Truly  exemplary  boardA 

are  well-balanced  teamA  that 
harneAA  the  diverAe  experienceA, 

AkillA,  and  intellectA  of  their 

directorA  to  purAue  the  Atrateaic 

objectiveA  of  the  companieA 

they  Aerve. 


But  that's  selling  the  process  short, 
says  Roger  Raber,  CEO  of  the  National 
Association  of  Corporate  Directors.  "If 

you  have  a  problem  on  the  board,  you 
can  just  deal  with  it.  But  if  your  board 
buys  into  the  review  process-and  if  it's 
committed  to  acting  on  its  findings- 
good  things  can  come  of  it,  like  better 
meetings  and  more  engaged  directors." 

Heidrick  &  Struggles  already  has 
an  active  board  review  business  in 
Europe,  and  it  is  rapidly  expanding  to 
the  Americas  as  more  and  more  corpo- 
rations adopt  the  practice.  Our  clients 
find  that  a  disciplined,  rigorous  pro- 
fessional assessment  and  review  of 
a  board  makes  it  possible  to  identify 
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areas  where  improvement  is  needed 
and  to  pinpoint  potential  problems 
while  they're  still  in  their  early  stages. 
The  review  process  also  helps  in  formu- 
lating a  governance  strategy  that  com- 
plements a  corporation's  business 
strategy-and  it  helps  ensure  adher- 
ence to  both. 

The  first  milestone  in  any  board 
review  is  an  overall  evaluation  of  the 
board  and  possibly  of  its  most  impor- 
tant committees,  particularly  the  gov- 
ernance, audit  and  nominating  commit- 
tees. Formal  evaluations  of  individual 
directors  follow  close  behind.  We 
believe  that  widespread  adoption  of 
these  review  processes  is  on  the  hori- 
zon. But  even  in  the  absence  of  a  formal 
review,  we  believe  that  boards  need  to 
be  bolder  in  recognizing  when  a  mem- 
ber needs  to  step  down.  Sheer  incompe- 
tence should  not  be  the  sole  grounds 
for  removal.  There  are  many  capable, 
committed  directors  whose  talents 
and  experience  simply  no  longer  meet 
the  needs  of  the  company  they  serve. 
Their  removal  is  no  disgrace-it  merely 
constitutes  an  acknowledgement  that 
times  change. 

Companies  evolve,  and  so  should  the 
boards  that  guide  them.  Without  an 
infusion  of  new  perspectives  and  skills, 
boards  can  become  stale  and  insular. 
The  challenges  are  knowing  when  a 
member's  abilities  are  no  longer  rele- 
vant or  of  high  value,  and  then  replac- 
ing that  member  with  new  talent.  This 
is  never  easy,  nor  should  it  be,  but  for- 
mal, periodic  board  reviews  will  both 
facilitate  the  process  and  make  it 
more  productive.  A  dynamic,  engaged 
board  is  one  step  toward  a  competitive 
advantage  that  is  virtually  impossible 
for  rivals  to  duplicate.  A  formal  review 
is  a  powerful  tool  for  making  such  a 
board  a  reality. 


Heidrick  &  Struggles  International,  Inc.  (Nasdaq:  HSII)  is  the  world's  premier  provider  of 
executive  search  and  leadership  services  consulting,  operating  from  principal  cities  pri- 
marily in  North  America,  Europe,  Latin  America,  and  Asia  Pacific.  Its  core  business, 
Heidrick  &  Struggles  Executive  Search,  has  been  an  industry  leader  for  nearly  50  years, 
specializing  in  senior-level  management  assignments  for  a  broad  spectrum  of  clients  rep- 
resenting every  industry.  The  company  has  expanded  its  range  of  complementary  leader- 
ship services  to  include  the  recruitment  of  emerging  talent,  executive  assessment,  interim 
executive  placement,  and  professional  development  services  such  as  coaching  and  execu- 
tive education. 

John  T.  Gardner,  Vice  Chairman  of  Heidrick  &  Struggles'  Board  Services  practice,  has 
more  than  15  years  of  executive  search  experience  and  has  been  recognized  as  among  the 
world's  top  search  consultants.  Board  Services  is  the  company's  focal  point  for  Board 
Director,  Chief  Executive  Officer,  Chief  Operating  Officer,  and  President  searches  world- 
wide. For  more  information,  email  CEO<aHeidrick.com. 


Sjlffl 


T  LEADERSHIP  TEAMS  IN  THE  WORLD. 


:© 


IDEAS 


FOR 


CHANGING 


W    O    R    L 


The  Importance  of 

Teaching  Tots 


By  Alexandra  Starr 

quality  of  opportunity.  It's 
that  long-cherished  American  ideal  that  citizens 
can  shape  their  destinies  regardless  of  the  cir- 
cumstances they  are  born  into.  Since  at  least 
the  early  1800s,  the  U.  S.  has  seen  education  as 
the  ticket  to  success,  especially  for  poor  and 
working-class  children.  What's  more,  for  lead- 
ers such  as  Thomas  Jefferson,  it  was  canon  that 
no  democracy  could  function  properly  without 
a  literate  populace.  Out  of  this  tradition  grew  the 
movement  for  compulsory  public  schooling  from 
kindergarten  to  age  18. 

Now,  after  years  of  research  on  the  topic,  it 
turns  out  that  starting  an  education  even  at  age 
5  or  6  is  too  late.  Children  form  basic  cognitive 
abilities  in  their  earliest  years,  and  those  who 
don't  get  exposed  to  letters,  numbers,  and  social 
skills  at  home  quickly  lag  behind  those  who  do. 
Poor  children  typically  enter  school  a  full  year 
and  a  half  behind  their  middle-class  peers  in 
language  ability,  studies  show.  So  millions  of 
kids  start  their  lives  with  an  educational  deficit. 

That's  why  we  have  to  get  'em  while  they're 
still  tots.  Short  of  wiping  out  poverty  altogeth- 
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Given  the  strong 
evidence  of  its 
benefits  to  society, 
preschool  educa- 
tion for  the  poor 
-and  perhaps  all 
children-is  a  must 


RIVERDALE, 

N.Y.:  Some  200 
children  attend 
Susan  Wagner 
Day  School 


er,  the  U.  S.  should  offer  preschool  educat 
the  children  of  the  poor — and  maybe  even 
children.  Providing  disadvantaged  kids  wi 
chance  to  learn  numbers  and  letters  would 
a  lifelong  difference.  They  would  do  bet 
school  and  as  adults,  when  they  would 
likely  become  productive  workers.  "C 
learn  more  in  their  early  years  than  they 
will  again,"  says  Alison 
nik,  professor  of  psye 
at  the  University  of  C^ 
nia  at  Berkeley.  "Wit 
dissolution  of  the  extd 
family,  the  best  way  h 
port  early  learning  is 
publicly  funded  pre-K." 

The  benefits  to  society  make  the  hefty 
tag  well  worth  it.  Providing  preschool  fi 
low-income  children  would  run  about  $25  r 
a  year.  But  this  would  be  more  than  offs 
lower  arrests,  higher  tax  revenue,  and  a 
ter-prepared  workforce.  In  fact,  top-notch 
grams  have  provided  a  payback  of  nearly  3 
every  $1  invested  in  poor  children's  early 
cation,  according  to  studies  of  pre-K  attei 
into  early  adulthood  (table,  page  166).  Thoa 
ures  have  caught  the  attention  of  politicia 
both  parties.  Some  Republicans  like  the 
Democrats  do,  too,  including  Vice-Presidei 
Gore,  who  in  2000  proposed  spending  $50  b 
a  year  to  offer  preschool  to  every  3-  and  4- 
old.  Although  Ins  idea  went  nowhere,  it's  fas 
coming  more  accepted  that  prekindergarte 
least  for  children  from  low-income  families 
prerequisite  for  a  fair  society. 

Studies  show  that  pre-K  benefits  childm 
all  income  levels,  but  poor  kids  clearly  rea] 
most.  A  University  of  Kansas  study  in  the 
1980s  reached  the  breathtaking  conclusion  tl 
year-olds  with  professional  parents  use  mo: 
vanced  vocabularies  than  mothers  on  welfi 
say  nothing  of  the  3-year-olds  of  those  mot 
"These  children  lack  the  kind  of  environj 
we  just  presume  most  kids  will  be  exposed 
says  Isabel  V.  Sawhill,  a  senior  fellow  at 
Brookings  Institution. 

Early  intervention,  though,  can  produce! 
markable  results.  The  Carolina  Abecedarian 
ject  followed  111  indigent  North  Carolina  kid 
21  years,  starting  in  the  1970s.  Half  were 
rolled  in  an  individually  tailored  education 
gram  from  infancy  to  age  5,  while  a  coi 
group  received  only  nutritional  supplements, 
program   ended   when   the   children  ent« 
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kindergarten,  after  which  those  in  both  groups 
attended  comparable  public  schools.  The  result: 
The  pre-K  attendees  were  less  likely  to  drop 
out  of  school,  repeat  grades,  or  bear  children 
out  of  wedlock.  By  15,  fewer  than  one-third  had 
failed  a  grade,  vs.  more  than  half  of  the  control 
group.  At  age  21,  the  preschooled  were  more 
than  twice  as  likely  to  have  attended  a  four- 
year  college. 

Even  scaled-back  pre-K  can  help.  Graduates  of 
Chicago's  Child-Parent  Centers,  which  provide 
educational  and  family-support  services  to  poor 
inner-city  children,  finish  high  school  more  often 
and  get  arrested  less  often  than  their  counter- 
parts who  don't  attend.  Toddlers  get  a  similar  leg 
up  from  Head  Start,  the  federal  preschool  pro- 
gram that  currently  serves  900,000  poor  3-  and  4- 
year-olds  across  the 
country.  Only  30%  of  4- 
year-olds  whose  mothers 
are  on  welfare  can  count 
to  20  out  loud  or  write 
their  name  correctly,  ac- 
cording to  a  study  of 
kids  in  California,  Con- 
necticut, and  Florida.  In 
contrast,  53%  of  Head  Start  children,  a  compa- 
rable demographic  group,  could  count  to  20,  and 
66%  could  write  their  first  names. 

Because  the  home  environment  is  so  critical  to 
development,  some  programs  work  with  parents 
as  well.  Susan  Wagner  Day  School  in  Riverdale, 
N.Y.,  which  serves  about  200  kids  from  diverse 
economic  backgrounds,  requires  parents  to  spend 
time  at  the  center,  particularly  when  their  chil- 
dren first  enroll.  "In  part,  we  do  it  so  they  learn 
teaching  strategies  they  can  incorporate  at 
home,"  says  Executive  Director  Joyce  James. 

A  program  in  Vineland,  N.J.,  called  Impact, 
focuses  on  pregnant  teenagers,  giving  classes 


on  fetal  development  and  newborn  care  to 
two  dozen  young  women.  After  they  give 
Impact  teaches  the  kids  while  the  mothe 
tend  school.  Each  afternoon,  the  moms  tak 
enting  classes  before  they  return  home, 
of  the  teens  get  their  high  school  degree 
some  even  go  on  to  college,  which  would 
been  highly  unlikely  without  intervention. 
A  typical  part-time  preschool  runs  about 
to  $5,000  per  child  per  year,  and  about  c 
that  for  a  full  day.  Providing  a  mix  of  servi 
fhe  poorest  3-  and  4-year-olds — about  1.3 
kids — would  cost  around  $10  billion  a  ye 
cording  to  W.  Steven  Barnett,  director  of  t] 
tional  Institute  for  Early  Education  Rese 
Rutgers  University.  Expanding  the  program 
3  million  low-income  children  would  lift  the 


Studies  show  that  top-notch  programs  yiel< 
a  payback  of  nearly  $4  for  every  $1  invested 
in  poor  children's  pre-kindergarten  years 


to  $25  billion.  But  even  with  the  least 
route,  "you  would  get  an  array  of  long-term! 
efits  that  are  an  order  of  magnitude  greater! 
the  costs,"  concludes  Barnett. 

Right  now,  too  many  kids  don't  get  to 
op  their  fertile  little  minds  just  when  th 
most  primed  to  learn.  Of  course,  helping 
do  so  won't  automatically  deliver  that 
promised  equality  of  opportunity,  given  th 
ry  state  of  many  schools.  But  it  would 
start.  Until  every  child  shows  up  on  that 
day  of  kindergarten  properly  prepared  to  1<| 
America  will  continue  to  fall  short  of  o 
its  bedrock  ideals. 


Poor  Children 
Lag  Even  Before 
They  Start  School. 

Data:  University  of  California  at  Berkeley, 
Columbia  University.  Stanford  University 
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...But  Preschool 
Helps  Level  the 
Playing  Field... 


Data:  University  of  Wisconsin     -in  INNER-CITY  CHICAGO 
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WHO  DID  NOT  ATTEND  PRESCHOOL 


REPEAT  A  GRADE 


ARRESTED  AS  A  JUVENILE 

ENROLLED  IN 
SPECIAL  EDUCATION 

DIDN'T  FINISH  HIGH  SCHOOL 
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...And  More  Than 
Pays  Back  Society 

Costs  and  benefits  to  socieiy 
of  three  preschool  programs 
for  poor  children** 

CAROLINA 
ABECEDARIAN  PROJECT 

Data:  W.  Steven  Barnett.  Rutgers  University       "PRESEN1  WlUE  OF  COSTS  AND  BENEFITS.  SUCH  AS  LOWER  CRIME  AND  HIGHER  EMPLOYMENT  AND  TAX  PAYMENT 


BENEFIT 


$48,000 


MICHIGAN'S  PERRY  PRESCHOOL 


$12,000 

I  $33,000 


$108,000 
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Hiring  diverse,  even  eccentric  people,  mixing  them 
up  in  unexpected  ways,  and  asking  them  to  do 
something  unusual  can  prompt  surprising  ideas 


By  Robert  Barker 


o  suggest  that  each  of  the  ideas  ex- 


CODA 


plored  in  this  Bonus  Issue  sprang  forth  perfectly  formed, 
sharp  and  irresistible,  would  be  a  handsome  lie.  The  truth 
is  that  some  of  the  early  thinking  was  just  bad.  (My  own 
sent  the  Scoff-o-Meters  of  my  colleagues  fluttering  violently.) 
And  with  the  ensuing  months  came  the  pulling  of  much 
hair,  many  teeth,  and  more  than  a  few  chains  to  extract  25 
ideas  worthy  of  your  attention. 

Which  got  me  wondering:  Might  it  have  been  easier? 
And  where  do  good  ideas  come  from,  anyway?  How  can  we 
nurture  better  ideas?  These  are  not  new  questions.  Yet 
they  resist  quick  or  certain  answers.  When  I  asked  a  neu- 
rologist what  is  it  that  we  really  know  about  the  origin  of 
ideas,  he  snapped:  "You're  treading  in  some  of  the  deepest 
waters  in  all  of  science." 

Forewarned,  I  phoned  V.  S.  Ramachandran,  director  of 
the  Center  for  Brain  &  Cognition  at  the  University  of  Cali- 
fornia at  San  Diego.  To  better  understand  the  mystery  of 
creativity,  one  area  he  and  others  are  studying  is  synesthe- 
sia. That's  the  phenomenon  of  ex- 
periencing a  stimulus  such  as  an 
odor  not  just  by  smelling  it  but 
also,  perhaps,  by  "seeing"  it  as  a 
color.  Ramachandran  explained 
that  creative  types — artists,  poets, 
musicians,  and  the  like — are  six  to 
seven  times  more  likely  to  experi- 
ence synesthesia.  "And  what  is 
creativity?  Linking  two  seemingly  unrelated  things,"  he 
said.  Exposure  to  poetry,  music,  art,  and  humor  all  seem  to 
widen  pathways  among  the  brain's  lobes.  What  might  stir 
traffic  on  these  paths?  Intense  encounters,  professional  or 
personal,  with  inspirational  people,  Ramachandran  suggest- 
ed. Ideas  also  seem  to  flow,  he  said,  "when  you're  in  love." 

That  sounded  good  to  me,  and  it  got  physicist  Partha 
Mitra  chuckling.  Mitra  is  one  of  Bell  Laboratories'  most 
prolific  young  researchers,  with  seven  patents  and  four  oth- 
ers pending.  Ideas,  you  might  say,  are  his  business.  When 
he  hits  a  dry  spell,  he  has  a  trick.  "I  go  see  a  movie,"  he 
told  me.  "It  sort  of  jogs  my  emotions,  shakes  up  my  brain." 
Mitra's  best  ideas  seem  to  have  popped  up  when  he  was 
engaged  with  colleagues  from  other  disciplines,  but  in  re- 
laxed settings.  One  idea — for  high-capacity  antennas  used 
in  wireless  communications — led  to  a  pair  of  patents.  It 
came  as  he  had  lunch  with  another  Bell  Labs  scientist, 
Michael  Andrews.  "It  was  sort  of  like  a  jam  session,"  he  re- 
called. "We  were  having  fun."  And  pai*  of  the  fun,  Mitra 
said,  is  being  rebellious:  No  matter  how  much  book  learn- 
ing you  have,  your  ideas  will  be  dull  unit   s  you  relish  the 
prospect  of  toppling  at  least  part  of  some    xisting  order. 


CHANGING 


W    O    R    L 


We  all  knowT  that  rebels  aren't  usually  welcome  in  thi 
business  world — but  that's  a  mistake,  according  to 
Lawrence  A.  Bossidy,  who  recently  retired  as  ceo  and 
chairman  of  Honeywell  International  Inc.:  "You've  got  t 
promote  people  wTho  wTant  to  be  creative  and  innovative 
Drones  don't  have  good  ideas."  Bossidy  touches  on  turn 
ideas  into  reality  in  a  new  book,  Execution:  The  Discipl 
of  Getting  Things  Done.  "Companies  that  set  out  in  son 
formal,  structured  way  to  get  ideas — I  think  that's  bun! 
You've  got  to  make  sure  that  it's  done  in  a  free-form  en 
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ent,  where  people  have  self-confidence,"  he  said, 
s  come  at  unsuspecting  times,  at  unusual  places." 
t  long  after  speaking  with  Bossidy,  I  saw  a  TV  com- 
al  for  something  called  the  Fram  SureDRAlN  Fast 
3S  Oil  Change  System.  Anyone  who  has  ever  changed 
s  oil  knows  that  this  little  $12.99  valve-and-hose 
)  is  simply  a  great  idea.  The  valve  replaces  a  car's 
plug — which  can  be  a  pain  to  unscrew — while  the 
can  be  attached  to  the  valve  to  direct  the  old,  dirty  oil 
i  container  without  the  danger  of  spilling  it  all  over 


yourself  and  your  garage  floor.  Who  had  that  brainstorm? 

Fram,  I  found  out,  is  owned  by  Honeywell,  and  Jim 
Brown,  director  of  new-product  development  for  Honey- 
well's Consumer  Products  Group,  gets  the  credit.  "I  was  on 
an  airport  shuttle  in  Phoenix,  going  to  our  sales  meeting, 
and  I  was  talking  to  our  international  sales  manager," 
Brown  said.  "He  had  just  burned  his  hand  while  changing 
his  oil,  and  it  got  all  over  his  driveway."  Flash — Brown  had 
the  idea.  He  saw  a  way  to  sell  to  consumers  the  valve-and- 
hose  oil  drain  systems  that  had  been  available  until  then 
only  to  owners  of  heavy-duty  trucks.  "We  took  that  stuff 
and  downsized  it,"  he  said.  Why,  I  asked,  had  inspiration 
struck  in  an  airport  shuttle?  "Because  it  was  the  beginning 
of  the  sales  meeting  and  I  was  keyed  up  and  enthusiastic," 
he  said.  "I  was  receptive  to  hearing  from  these  guys." 

The  investment  research  firm  Morningstar  Inc.  has  been 
a  fount  of  ideas  since  1984,  when  Joseph  Mansueto  started 
the  company  in  his  two-bedroom  Chicago  apartment.  It 
now  employs  800  people  in  17  countries.  What  works?  Hir- 
ing diverse,  even  eccentric,  people,  Mansueto  told  me.  Mix- 
ing people  in  unexpected  ways,  and  asking  them  to  do 
something  unexpected,  also  seems  to  yield  new  ideas.  For 
instance,  Morningstar's  chief  financial  officer,  Martha  Dustin 
Boudos,  has  also  been  its  personnel  chief  and  before  that  a 
product  manager.  But  Mansueto  thinks  fearless  debate  may 
be  the  most  important  ingredient  of  all.  "Challenging  me  is 
something  that  people  do  all  the  time,"  he  said.  "In  front  of 
50  or  60  people,  our  coo,  Tao  Huang,  will  openly  disagree 
with  me  after  I've  lectured  on  some  point.  He  doesn't  get 
reprimanded,  and  it  sends  a  signal  that  the  best  ideas  win." 

Many  people  mentioned  the  mystery  of  togetherness,  of 
minds  meeting  minds — but  without  the  social  anxiety  that 
plagues  many  business  encounters.  Replacing  that  with  a 
very  basic  trust  is  what  lies  beneath  the  best  ideas,  accord- 
ing to  Mary  Wells  Lawrence,  a  founder  of  the  ad  agency 
Wells  Rich  Greene,  which  developed  Alka-Seltzer's  "Plop 
Plop  Fizz  Fizz"  and  the  "I  Love  New  York"  campaigns. 

How  did  her  agency  come  up  with  such  winners?  "It's 
like  a  movie  director  who  works  with  actors,"  she  said. 
"Most  creative  people  are  shy,  oddly.  They  have  to  give  up 
being  shy  and  dare  to  risk  their  ideas.  They  have  to  trust 
that  you  won't  laugh  at  them.  It  takes  a  lot  of  work.  They 
have  to  really  believe  that  you  respect  them,  that  you  will 
love  them  for  their  ideas — that  you  will  love  them.  They 
have  to  have  the  guts  to  do  that,  and  they  only  have  the 
guts  if  they  trust  you." 

That's  only  the  first  step,  however.  "Once  they  trust  you, 
you  get  in  a  position  where  you  can  be  very  demanding  of 
them,"  she  added.  "They'll  believe  you  are  trying  to  make 
them  better,  that  you're  trying  to  protect  their  reputation. 
It's  a  psychological  kind  of  business:  They  have  to  come  to 
believe  that  you're  fanatic  about  them." 

Lawrence  describes  many  such  situations  in  her  recent 
book,  A  Big  Life  in  Advertising.  The  reality,  though,  is 
most  of  us  lead  smaller  lives.  How  many  are  so  secure  that 
we  can  engage  our  colleagues  in  ways  that  make  unimagin- 
able performances  inevitabilities?  Very  few. 

Just  the  same,  we  can  aspire.  Do  you  want  good  ideas? 
Do  you  want  to  spark  more  good  ideas  in  others?  Look 
back  over  what  all  these  people — Ramachandran  and  Mitra, 
Bossidy  and  Brown,  Mansueto  and  Lawrence — told  me:  Re- 
lax. Play  music.  Break  bread  with  a  colleague.  Read  a 
poem.  Open  yourself  to  eccentricity.  Listen  to  someone 
else's  story.  Laugh.  Resist  the  tyranny  of  drones.  Seek 
catharsis.  Get  vulnerable.  Do  something  risky.  Be  a  rebel, 
with  self-confidence.  And,  yes,  with  love.  ■ 
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You're  sure  you  just  saw  it.  But 
somehow  that  important  file  you 
need  now  isn't  where  it's  supposed 
to  be.  Why  risk  disrupting  business 
operations  with  network  mishaps, 
legal  delays,  or  even  fraud  when 
you  can  have  an  archival  system 
that's  truly  secure?  Kodak  has 
solutions -Jhat  keep  your  critical 
files  safe,  complete,  and  easily 
accessible  in  digital  form.  Before 
you  lose  a  vital  document,  find  out 


more.  Request  our  free 
Reference  Archive  Kit 


atthe  number  above. 
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As  data  storage  needs  soar,  users 
have  a  multitude  of  options. 
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Have  one  disk  drive  talk  to  another?  It's  easy  enough  when  cop  ^ 
ing  a  300-Kb  memo  from  the  floppy  drive  to  the  hard  drive  or  W 
PC.  But  it's  a  whole  different  story  when,  like  Walter  Hinton    " 
ManagedStorage  International  Inc.,  five  petabytes  (or  five  million  billi*  '-  ■ 
bytes)  of  networked  data  is  being  managed. 

Consider  the  case  of  one  large  banking  client  of  MSI  that  wanted  I 
replicate  data  between  two  sites.  The  first  site  was  using  disk  arrai  Pm 
from  EMC  Corp.;  the  other  was  using  arrays  from  Hitachi  Data  System  '■- 
Complicating  matters,  each  site  was  using  different  storage  protocol  !^ 
"Replication  between  different  vendors'  systems  doesn't  work,"  sa^j  p: 
Hinton,  chief  technology  officer  of  the  Broomfield,  Colo.,  managed  sto  fccu 
age  service  provider.  The  customer  had  to  "buy  more  hardware  eithf  "'■■'■ 
from  EMC  or  from  Hitachi  for  this  replication  to  take  place,"  he  says. 

Then  the  bank's  Emulex  Corp.  host  bus  adapters  (HBAs),  which  1 
servers  to  networks  of  storage  devices,  refused  to  work  with  the  ne^ 
Linux  Web  servers  being  installed.  Emulex  hadn't  yet  released  a  sof 
ware  driver  that  would  allow  its  HBAs  to  work  in  Linux  servers,  Hintc 
says.  After  that,  the  bank  had  to  buy  new  HBAs  when  it  "already  he 
an  inventory  of  HBAs  that  weren't  compatible,"  he  adds. 

While  storage  is  becoming  more  critical  because  it  holds  the  informjj 
tion  required  for  data  mining  as  well  as  for  customer  relationship  and  We 
commerce  systems,  customers  and  vendors  are  stymied  by  the  inability  <| 
storage  hardware  (such  as  disk  and  tape  drives)  and  storage  managemer| 
software  from  different  vendors  to  communicate  with  each  other. 

This  lack  of  a  common  storage  language  raises  the  cost  of  managii 
storage,  forces  customers  to  buy  more  storage  hardware  than  they  nee 
and  makes  it  harder  for  security-conscious  companies  to  easily  transfc  «? 
data  among  backup  faculties.  Fed-up  customers  are  sitting  on  their  wa  f: 
lets  rather  than  be  locked  into  a  single  vendor's  hardware,  or  software  Rdf 
simply  because  the  product  can't  work  with  products  from  other  vendors  kAd 


Customers  Have  Long  Memories 

Aventis  Behring,  a  rapidly  growing  life  sciences  company  based  in  Kin'  i 
of  Prussia,  Pa.,  found  itself  struggling  with  a  storage  challenge  similar  t 
Hinton's.  The  company,  which  specializes  in  blood  plasma  and  bleedini 
disorders,  runs  critical  applications,  each  of  which  is  connected  to  its  ow 
vital  storage.  Sustained  rapid  growth,  however,  forced  Aventis  Behrin 
to  either  continually  buy  more  storage  than  it  needed  for  each  applies 
tion  or  risk  running  short  and  constraining  applications  that  control  vits 
clinical  trials  or  support  production  and  research  operations. 

Quickly  managers  realized  the  situation  for  what  it  was:  a  prescriptioi 
for  disaster.  At  some  point, the  company  was  bound  to  run  out  of  storag 
for  a  mission-critical  application  or  money  or  both. 

Complicating  the  situation  was  the  lack  of  effective,  high-level  stor 
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je  management  tools  that  could  manage  the  storage  for  all  the  appli- 
;tions  together.  "It  is  very  expensive  to  manage  the  storage  for  each 
^plication  separately,"  says  Behrad  Talebzadeh,  director/IS  infrastruc- 
re  at  Aventis  Behring. 

Storage  vendors  hear  the  demands  and  have  made  progress  in  many 
eas,  such  as  the  ability  for  storage  devices  from  different  vendors  to 
>mmunicate  with  each  other.  They  also  are  working  on  common  lan- 
lages  to  make  it  easier  for  customers  to  mix  and  match  hardware  and 
)ftware  from  different  vendors. 

Once  all  the  incompatibilities  are  resolved,  it's  more  important  today 
lan  ever  to  protect  that  data.  "Recent  history  has  underlined  the  value 
disaster  recovery  plans, "  says  Andy  Lawrence,  marketing  manager  for 
odak's  Integrated  Imaging  Unit. 


lanagement  Muddle 

corage  interoperability  was  not  so  important  in  the  days  when  most  disk 
::  rives  were  attached  to  mainframe  computers  in  a  corporate  data  center 
_|;  located  inside  a  departmental  server.  In  such  cases,  the  disk  drives  and 
ie  computers  to  which  they  were  attached  often  came  from  a  small  well- 
iown  group  of  vendors,  were  accessed  by  the  same  applications  and 
fere  managed  by  the  same  staff. 

But  this  simple  storage  model  collapsed  under  the  weight  of  increas- 
ig  amounts  of  data  generated  by  e-commerce  and  the  growing  need  to 
riare  information  among  various  parts  of  the  same  company  as  well  as 
ith  customers  and  suppliers.  As  companies  began  storing  more  data  on 
lore  types  of  storage  devices,  the  cost  of  managing  that  storage  —  and 

users'  access  to  it  —  often  grew  many  times 
higher  than  the  cost  of  the  storage  itself. 

Hence,  the  idea  of  linking  storage  devices 
on  their  own  dedicated  networks  so  the  data 
contained  within  each  device  could  be  more 
easily  accessed  by  a  variety  of  applications 
and  users.  But  with  networking  came  its  own 
complexities,  as  different  vendors  introduced 
different  backup  protocols,  different  formats 
for  writing  data  to  tape  drives,  different  net- 
work standards  and  different  types  of  soft- 
ware agents  for  performing  backup. 

Customers  buying,  say,  a  disk  array  from 
a  major  storage  vendor  must  sort  through 
raphs  that  explain  which  operating  systems,  which  HBAs,  which  stor- 
ge  network  switches  and  which  version  of  the  switch's  firmware  (em- 
fedded  control  software)  will  work  with  that  specific  array,  says  Dianne 
IcAdam,  an  analyst  at  Illuminata  Inc.  in  Nashua,  N.H. 

An  even  bigger  challenge,  according  to  analysts,  vendors  and  cus- 
omers  alike,  is  to  make  it  easier  for  different  storage  management  ap- 
lications  to  work  together.  Today,  customers  are  forced  to  buy  one 
nanagement  application  that  "does  maybe  three  of  the  five  things  they 
eally  need  to  do  and  get  another  package  which  does  two  of  the  five," 
i/IcAdam  says.  "We  need  these  packages  to  be  able  to  talk  to  each 
rther,  so  customers  aren't  stuck  with  separate  management  consoles  for 
sach  software  package."  ■ 


The  cost  of 


lan  the  cost  of 
istorage  itself. 
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It  can  happen  at  anytime.  That  important 
file — the  one  you  know  you  saved — 
is  missing  key  information.  Why  risk 
disrupting  business  operations  with 
network  mishaps,  legal  delays,  or 
even  fraud  when  you  can  have  an 
archival  system  that's  truly  secure? 
Kodak  has  solutions  that  keep  your 
critical  files  safe,  complete,  and 
easily  accessible  in  digital  form. 
Before  you  lose  irreplaceable  data, 
find  out  more.  Request  ourfree 
Reference  Archive  Kit 


at  the  number  above. 


Kodak.com/go/integratedimaging 
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Catch  the 

Take  full  color  snapshots.  Forget  about  developing  any  film,  just  attach 
the  Sony  Ericsson  CommuniCam™  take  the  shot  and  get  it  on  screen 


moment. 

anyplace,  anytime.  Store  up  to  fifty  cartoons,  graphics  or  photographs 
in  your  own  personal  phone  album  which  you  can  continuously 
update,  then  view  at  a  click  of  a  button.  There's  a  lot  going  on  out 
there.  Capture  it  with  the  T68i. 
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The  Sony  Ericsson  T681  and  CommuniCam'"  are 
available  at  your  Cingular  Wireless  Retail  Stores  m 
select  markets 
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Triarc  (TRY),  the  investment  vehicle  of  savvy 
dealmakers  Nelson  Peltz  (chairman  and  CEO) 
and  Peter  May  (president  and  chief  operat- 
ing officer),  is  a  deal  waiting  to  happen.  Triarc  is 
on  the  prowl  for  yet  another  buy  that  could  yield 
rich  returns.  Or  the  company  itself  could  be  a  tar- 
get, mainly  because  of  its  major  asset — Arby's, 
the  lOth-largest  fast-food  chain,  with  3,323  outlets 
in  the  U.S.  and  Canada.  Although  Peltz  says 
neither  Triarc  nor  Arby's  is  for  sale  "at  this 
time,"  he  declines  to  say  whether  he  has  had 
any  offers.  Peltz  and  May  own  34%  of  Triarc. 

They  need  a  deal  soon  to  boost  Triarc's  price. 
Shares  fell  from  28.55  on 
May  15  to  23  on  July  22,  in 
part  because  Triarc  lost  its 
bid  to  buy  Burger  King, 
which  analysts  say  could 
have  been  a  high-return  ac- 
quisition and  push  compa- 
ny earnings  way  up.  Texas 
Pacific  Group  won  the  bid- 
ding. Triarc  is  now  at  24. 

Triarc  has  a  cash  hoard 
of  $700  million,  or  $30  a 
share,  notes  Michael  Gallo,  an  analyst  at  invest- 
ment firm  CL  King  &  Associates,  who  rates  the 
stock  a  strong  buy.  (He  doesn't  own  shares,  and 
CL  King  has  no  banking  ties  with  Triarc.)  Arby's 
is  worth  a  further  $12  a  share,  figures  Gallo. 
Triarc  is  an  enticing  sum-of-the-parts  play,  he 
argues.  Whether  or  not  Triarc  bags  another  prize 
company  or  ends  up  as  the  big  catch,  Gallo  says 
"Triarc  at  its  current  price  is  a  compelling  value." 

Analyst  Jan  Loeb  of  investment  firm  Jefferies, 
who  also  rates  Triarc  a  buy,  says  Peltz  and  May 
have  an  enviable  20-year  record  of  buying  and 
selling  businesses.  (Neither  Loeb  nor  Jefferies 
owns  shares.)  One  such  deal:  The  acquisition  of 
Snapple  Beverage  Group  in  1997  for  $300  million. 
In  2000,  Triarc  sold  it  for  $1.4  billion  to  Cadbury 
Schweppes.  Loeb  sees  Triarc  doing  another  deal 
this  year  that  may  be  the  "last  hurrah"  for  Peltz 
and  May,  who  both  turned  60  this  year. 

AT  SYMBOL,  MORE 
THAN  MEETS  THE  EYE 


W      TRIARC     1 
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Data:  Bloomberg  Financial  Markets 
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ymbol  Technologies  (sbl),  which 
makes  portable  bar-code  scanners, 
is  by  no  means  on  Easy  Street. 
Overall  info-tech  spending  is  on  the 
skids,  and  the  Securities  &  Exchange 
Commission  is  looking  into  some  of  Sym- 
bol's revenue-recognition  practices.  So 
why  has  the  company  reappeared  on 
certain  pros'  radar  screens?  "The  worst 
is  likely  behind  it,"  says  Scot  Ciccarelli  of 
investment  firm  Gerard  Klauer  Matti- 
son,  who  has  upgraded  his  rating  from 


"outperform"  to  "buy,"  with  a  12-month  target  of 
14.  The  stock  is  now  at  9. 

"It's  not  easy  to  upgrade  this  stock,  given  the 
slump  in  IT  spending  and  the  bearish  tones  of  the 
market,"  says  Ciccarelli  (who  doesn't  own  shares). 
"But  Symbol's  technology  and  strategy  remain 
sound,"  he  says,  and  insiders  have  been  buy- 
ing— even  after  the  sec  probe  started.  "That 
tells  me,"  he  says,  "that  management  isn't  too 
concerned  about  its  accounting."  Symbol  posted 
"very  solid"  second-quarter  results,  he  notes. 
The  company  may  already  have  hit  its  low,  with 
fundamentals  on  the  mend  and  with  the  hiring  of 
ex-Cisco  Systems  executive  Bill  Nuti  as  president 
and  coo — a  good  thing,  says  Gallo,  who  sees 
Symbol  earning  22<Z  a  share  in  2002  and  50<2  in 
2003,  vs.  2001's  260.  (He  doesn't  own  shares.) 

Nissim  Aboodi,  president  of  money-manager 
Questrion,  who  owns  Symbol  shares,  doubts  the 
SEC  probe  will  impair  Symbol's  balance  sheet, 
affecting  only  certain  quarters  in  2000  and  2001. 
In  the  meantime,  he  notes  that  Symbol's  markets 
are  expanding  to  the  health-care  field. 

PLENTY  OF  TONER 
AT  IMAGISTICS 

Spun  off  by  Pitney  Bowes  on  Dec.  3,  2001 — 
during  one  of  the  worst  bear  markets  ever — 
Imagistics  International  (igi)  achieved  the 
nearly  impossible:  The  stock  has  managed  to 
stay  way  above  its  initial  price  of  12  a  share:  It's 
currently  at  18.95.  Chairman  Marc  Breslawsky 
attributes  the  stock's  strong  showing  to  the  sup- 
port of  some  big  institutional  investors  who  know 
Imagistics'  products  and  services  quite  well. 

The  company,  formerly  a  Pitney  Bowes  unit 
that  marketed  its  copying  and  fax  machines,  is 
the  largest  independent  provider  of  such  ma- 
chines, including  those  made  by  giants  Panason- 
ic and  Minolta.  Imagistics'  customers  in  the  $17 
billion  market  include  some 
60%  of  the  world's  blue- 
chip  companies,  including 
IBM,  Citigroup,  and  the 
U.S.  Postal  Service.  "One 
of  the  key  strengths  of 
Imagistics  is  the  fact  that 
it  doesn't  make  anything — 
it  relies  on  major  manufac- 
turers in  Asia,"  says  Her- 
bert Hardt,  a  partner  at 
investment  firm  Monness, 
Crespi,  Hardt,  who  rates  the  stock  a  buy.  (He 
doesn't  own  shares.)  One  distinct  feature  of 
Imagistics  products,  he  says,  is  that  they  are 
customized  to  the  needs  of  major  customers. 
Hardt  figures  Imagistics  will  earn  800  a  share 
this  year  and  $1.25  in  2003. 
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ACROSS 

1.  Movado  competitor 
6.  Military  school:  Abbr. 
10.  Sail  support 

14.  Large  union,  for  short 

15.  Columbia  Pictures  owner 

16.  ".  .  . saw  Elba" 

17.  R&D  goal 

19.  Federal  agents 

20.  Roulette  bet 

21.  One  side  of  an  issue 

22.  Pipeline  place 

24.  Big  name  in  ATMs 

25.  Insignificant 


26.  Start  up  the  computer  again 

30.  Zachary  Taylor,  for  one 

31.  Fairness  in  hiring:  Abbr. 

34.  Decorate 

35.  Talks  up 

36.  Hush-hush  organization: 
Abbr. 

37.  "As saying  . . ." 

38.  Strong  suit 

39.  Impediments  to  teamwork 

40.  Richard  Branson's  title 

41.  Plummets 

42.  EVP,  e.g. 

43.  Conclude 

44.  Bills  not  vet  made  over 


45.  Grain  unit 

46.  Air  traffic  controller's  device 

48.  Notice 

49.  Ad  agency's  creation 
5L  Imitate 

52.  Hammer  part 

56.  Low-quality 

57.  Identity  theft,  perhaps 

60.  Mythical  company  in 
Warner  Bros,  cartoons 

6 1.  Novelist  Ambler 

62.  Branch  of  law  or  engineering 

63.  Increase 

64.  Aerospatiale  products 

65.  Bethlehem's  business 


DOWN 

L  "Because  there's ,  kids] 

and  groceries  ..." 
(see  page  at  right) 

2. importance  (insignific 

3.  Actress  Anderson 

4.  Get  an effort 

5.  Half  of  XC 

6.  Early  American  monopolis 

7.  Make  cents 

8.  Til  take  that  as " 

9.  Nobel's  invention 

10.  Copper  or  chromium 
1 L  Type  of  transaction 

12.  Look  for 

13.  Singer  Turner 
18.  S&L  customer:  Abbr. 

23.  Falls  behind 

24.  "Smoking"  alternative 

25.  Suspends  business 

26.  Merit  reward 
2".  Inventor  Land 

28.  Corporate  power  cerv   rs  | 

29.  Hospital  areas:  Abbr. 

30.  Watch's  innards 

32.  "_Mio" 

33.  Flipchart  holder 
35.  Copier  supply 

38.  Monetary  resources 

39.  " for  Evidence" 

(Grafton  book) 

4L  Scotch  partner 

42.  Calendar  column 

45.  Busch's  business 

4".  Be  of  one  mind 

48.  Architectural  details 

49.  Train  for  a  bout 

50.  Centers  of  activity 
5  L  Slightly 

52.  Faultfinding,  for  short 

53.  Not  prerecorded 

54.  French  girlfriend 

55.  ". . .  And  those  who  travel . 
(See  page  at  right) 

58.  Accounting  periods:  Abbr.| 

59.  Medicinal  amounts:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  177  in  this  week's  issue  of  BusinessWeek  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com/adsections 

Puz7Je  created  bv:  Stanlev  Newman. 
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BECAUSE   THERE'S    RAIN,    KIDS    AND    GROCERIES 
AND    SOMETIMES    ALL   THREE    AT   ONCE. 


'  The  all-new  2003  Lincoln  Navigator.  The  liftgate  goes  up  and  down  at  the  push  of  a  button. 
\nd  you  thought  locking  your  doors  from  your  key  chain  was  cool.  There  are  those  who  travel.  And  those 
who  travel  well.  For  more  information  or  to  schedule  a  test  drive,  visit  Lincoln.com  or  call  800  688-8898. 
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Figures  of  the  Week 


%  change 


I  Stocks 


1150 


U.S.  MARKETS 


Aug 


Year  to 
7     Week      date 


Last  12 
months 


GLOBAL  MARKETS 


Aug.  7      Week 


1000 


COMMENTARY 

Data  suggesting  that  the  U.  S.  economy 
may  be  grinding  to  a  halt  sent  markets 
spiraling  downward  for  three  days  be- 
fore stocks  staged  a  rally  on  Aug.  6-7. 
The  cause  for  optimism  was  the  grow- 
ing belief  that  the  Federal  Reserve  will 
move  to  lower  rates  once  again  to 
maintain  growth.  For  the  week,  the 
Dow,  Nasdaq,  and  S&P  500  fell  3.2%, 
3.6%,  and  3.8%,  respectively. 

Data:  Bloomberg  Financial  Markets 
Reuters 


S&P  500  876.8 

Dow  Jones  Industrials  8456.2 

Nasdaq  Composite  1280.9 

S&P  MidCap  400  425.2 

S&P  SmallCap  600  193.7 

Wilshire  5000  8298.0 

SECTORS 

BusinessWeek  50*  540.5 
BusinessWeek  Info  Tech  100**     268.5 

S&P/BARRA  Growth  453.5 

S&P/BARRA  Value  420.1 

S&P  Energy  177.7 

S&P  Financials  296.3 

S&P  REIT  94.3 

S&P  Transportation  169.7 

S&P  Utilities  104.1 

GSTI  Internet  60.5 

PSE  Technology  434.4 


-3.8  -23.6 
-3.2  -15.6 
-3.6  -34.3 
-3.7^  -16.3 
-2.4  -16.6 
-3.7     -22.5 


-2.7 
-3.9 
-3.0 
-4.8 
-6.4 
-4.3 
-3.0 
-3.8 
-1.4 
-6.4 
-4.2 


-27.2 
-19.1 
-36.8 
-15.7 
-14.1 
-25.5 


-26.0 

-34.6 

-36.0 

-38.1 

-23.7 

-24.9 

-23.9 

-30.1 

-15.9 

-20.1 

-16.6 

-21.5 

1.0 

0.5 

-13.9 

-16.1 

-28.6 

-41.1 

-42.3 

-48.0 

-36.8 

-37.0 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


Ye  I  g 


S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

'First  Call  Corp. 

TECHNICAL  INDICATORS 


*Mar.  19,  1999  =  1000 


•Feb.  7,  2000  =  1000 


S&P  500  200-day  average             1080.5  1085.! 

Stocks  above  200-day  average          28.0%  33.1 

Options:  Put/call  ratio                      0.82  0.6 

Insiders:  Vickers  NYSE  Sell/buy  ratio   3.01  3.1 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING   Last 

GROUPS  month  % 


Biotechnology  16.5 

Food  Wholesalers  3.1 

Casinos  3.1 

Tobacco  2.7 

Photographic  Products  2.5 


Metal  &  Glass  Containers  41.6 

Housewares  &  Specialties  36.8 

Casinos  28.6 

Homebuilding  22.9 

Managed  Health-Care  21.7 


Semiconductors  Equip. 
Multi-Utilities 
Employment  Services 
Oil  &  Gas  Drilling 
Paper  Packaging 


29.2    Multi-Utilities 
28.5    Wireless  Services 
28.5    Telecomms.  Equip. 
Movies  &  Entertain , 


-27.7 

-26.1    Instrumentation 


pa 


Mutual  Funds 


Week  ending  Aug.  6 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 


%      -12      -9      -6       -3 


Week  ending  Aug.  6 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Health  2.1 

Domestic  Hybrid  -5.6 

Real  Estate  -6.1 

International  Hybrid  -6.5 
Laggards 

Precious  Metals  -19.0 

Pacific/Asia  ex-Japan  -14.8 

Natural  Resources  -14.7 

Europe  -14.2 


52-week  total  return 


Leaders 

Precious  Metals 

Real  Estate 

Pacific/Asia  ex-Japan 

Diversified  Emerging  Mkts. 

Laggards 

Communications 

Technology 

Utilities 

Large-cap  Growth 


42.7 

4.2 

-1.3 

-3.8 

-52.1 
-48.8 
-31.7 
-31.5 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -32       -24     -16 
Data:  Standard  &  Poor's 


Leaders 

ProFunds  UltraBear  Inv.  17.0 
Rydex  Dynam.  Tempest  500  16.5 
Smith  Barney  Biotech.  L  14.9 
Rydex  BioTechnology  Inv.  14.5 
Laggards 

U.S.  Global  Investors  Gold  -25.0 
U.S.  Glob.  Wrld.  Prec.  Minis.  -23.6 
Matthews  Asian  Technology  -23.5 
AXP  Precious  Metals  A         -22.3 


110.3 

104.6 

81.5 

80.5 


Leaders 

Rydex  Dynam.  Venture  100 
ProFunds  Ultrashort  OTC 
First  Eagle  SoGen  Gold 
Prudent  Bear 
Laggards 
ProFunds  UltraOTC  Inv. 
Rydex  Dynam.  Velocity  100 
Black  Oak  Emerging  Tech. 
Van  Wagoner  Post  Venture 


■  Interest  Rates 

KEY  RATES 


Aug.  7    Week  a     «™l 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 
30-YEAR  FIXED  MORTGAGE? 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem 
bonds,  assuming  a  30%  federal  tax  rate. 

10-yr.  bond 

GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


I  THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Aug.  13,  8:30  a.m. 
edt>  Retail  sales  in  July  probably  rose 
1.0%.  Excluding  vehicles,  sales  probably 
grew  by  0.4%  in  July.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  unit 
of  The  McGraw-Hill  Companies. 

FOMC  MEETING  Tuesday,  Aug.  13,  9  a.m. 
edt>-  The  Federal  Reserve  Board's  Open 
Market  Committee  meets  to  set  monetary 
policy.  Economists  surveyed  by  s&p's  mms 
expect  the  Fed  to  leave  the  federal  funds 


rate  at  1.75%  and  maintain  a  neutral 
bias  between  signs  of  economic  weak- 
ness and  inflation. 

BUSINESS  INVENTORIES  Wednesday,  Aug. 
14,  8:30  a.m.  edt>  Inventories  are  fore- 
cast to  have  grown  by  0.1%  in  June. 

INDUSTRIAL  PRODUCTION  Thursday,  Aug.  15, 
9:15  a.m.  edt*  Factory  output  in  July 
probaoly  rose  by  a  scant  0.1%,  after  a 
0.8%    urge  in  June.  The  average  operat- 
ing rate  most  likely  slipped  to  76%. 


NEW  RESIDENTIAL  CONSTRUCTION  Frid 
16,  8:30  a.m.  edt>-  Housing  star 
likely  declined  1.8%,  to  an  annui 
of  1.64  million  units,  in  July. 

CONSUMER  PRICE  INDEX  Friday,  Aug. 
8:30  a.m.  edt>-  Consumer  prices 
goods  and  services  are  forecast  to 
increased  0.2%  during  July,  follo\ 
0.1%  rise  in  June.  Excluding  the 
and  energy  components,  core  infli 
most  likely  grew  by  0.2%,  after  ir 
up  0.1%  in  June. 
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2.7%  for  the  week — less  of  a  decline  than  the  major  indexes,  but  certainly  nothing  to  boast 
he  losers  was  Calpine,  which  sank  38.6%,  followed  closely  by  fellow  energy  outfit  Dynegy,  down 
companies  Capital  One  Financial,  down  20.3%,  and  Household  International,  off  10.3%,  gave 
The  bright  spot  was  medical-device  maker  Stryker,  which  rose  2.0.%. 


COMPANY  PERFORMANCE 

%  change 
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iy 

Week 

3/1/02 

lohnson 

-0.9 

-13.8 
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-3.7 

-6.4 

-2.1 
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-22.2 

%_change 
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Ran 

k      Company 

Week 

3/1/02 

26 

Tenet  Healthcare 

0.0 

23.8 

27 

Household  International 

-10.3 

-25.7 

28 

WellPoint  Health  Networks 

-3.0 

14.0 

29 

Washington  Mutual 

-1.9 

12.8 
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0.0 

-6.3 

-4.3 

-3.6 

-6.4 

-2.8 

-2.5 

-1.8 

-8.5 

-1.6 

-20.8 

0.1 

-5.6 

-8.9 

-2.7 

-38.6 

0.0 

0.0 

0.0 

-4.3 

-6.0 


-12.6 

-36.3 

-8.4 

-19.4 

-31.4 

-3.8 

17.9 

-2.2 

-43.5 

-22.0 

-92.6 

-10.8 

-17.3 

-11.3 

-6.9 

-58.5 

0.9 

-11.9 

-7.7 

-15.6 

-30.3 


30  Duke  Energy  1.0  -27.1 

31  Kohl's  0.4  -2.1 

32  Bed  Bath  &  Beyond  -6.4  -13.1 

33  Cardinal  Health  0.5  -12.4 

34  Centex  -6.0  -22.8 

35  American  Electric  Power  -4.0  -28.0 

36  Golden  West  Financial  -1.7  1.4 

37  Stryker  2.0  -16.0 

38  Harley-Davidson  -3.7  -11.1 

39  PepsiCo  0.0  -15.0 

40  Merck  -1.3  -20.2 

41  Apache  -4.5  -6.7 

42  Amerada  Hess  -4.7  -5.9 

43  KB  Home  -3.7  1.9 

44  First  Data  -2.7  -16.6 

45  Tyco  International  -4.6  -58.0 

46  International  Game  Technology  -0.5  -14.2 

47  Capital  One  Financial  -20.3  -48.7 

48  Electronic  Data  Systems  -6.0  -41.5 

49  Nabors  Industries  -11.0  -23.5 

50  Xcel  Energy  12.1  -67.0 


•duction  Index 


Change  from  last  week:  0.7% 
Change  from  last  year:  -1.2% 


M.  OUTPUT     July  27=167.4  1992=100 
index  is  a  4-week  moving  average 


Nov. 
2001 


Mar. 
2002 


July 
2002 


index  continued  to  rise.  Before  calcu- 
Dur-week  moving  average,  though,  the 

168.4,  from  168.5.  After  seasonal  ad- 
production  and  rail-freight  traffic 
Dngest  increases.  Autos,  crude-oil  refin- 

all  had  small  gains  for  the  week.  Truck 

electric-power  production  were  the  only 
decline.  The  production  index  over  July 
.4,  from  162.7  for  all  of  June. 

:h  of  the  index  components  is  at  www.busmess- 
luction  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW  50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
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TALKING  OURSELVES  INTO  RECESSION 
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Enough!  Americans  are  working  themselves  into  a  state 
of  high  anxiety  this  summer.  August  angst  is  replacing 
holiday  fun  as  people  fret  about  the  future.  It's  as  if  we  have 
shifted  from  irrational  exuberance  to  irreversible  depression. 
If  this  negative  psychology  keeps  up,  we  could  conceivably 
talk  ourselves  into  a  double-dip  recession  as  everyone  be- 
comes risk-averse.  Already  individual  investors  are  pulling 
billions  out  of  stock  mutual  funds  and  ceos  are  in  a  defen- 
sive crouch,  refusing  to  invest  capital  for  growth.  People  are 
so  fearful  and  weighed  down  by  the  recent  past  that  they 
are  blinded  to  the  remarkable  progress  being  made  in  re- 
forming the  economy  and  securing  the  nation.  It's  time  for 
Americans  to  get  a  grip  and  get  back  in  the  game. 

Of  course,  this  has  been  a  year  like  few  others,  trans- 
forming our  lives  in  ways  that  are  not  yet  clear.  Assump- 
tions about  personal  safety,  economic  security,  and  ethical 
leadership  have  been  undermined.  There  are  lingering  fears 
about  terrorism  and  deep  insecurities  about  retirement. 
Talk  about  invading  Iraq  and  new  revelations  about  corpo- 
rate corruption  are  keeping  people  on  edge.  Finally,  the 
looming  anniversary  of  September  11  and  the  prospect  of 
seeing  terrible  images  once  again  is  unnerving. 

But  nerve  is  just  what  America  needs  most  now.  The  ex- 
traordinary resiliency  and  flexibility  of  the  U.  S.  to  respond 
to  crisis,  even  multiple  crises,  is  evident  everywhere.  The 
markets  have  revalued  corporate  earnings  and  behavior  in  a 
brutal  and  efficient  manner.  Big  changes  in  corporate  gov- 
ernance are  already  in  the  works  as  the  stock  exchanges  de- 
mand new,  independent  boards  of  directors.  Credibility  is  be- 


ing restored  to  financial  statements  as  ceos  rush  to  m 
Aug.  14  deadline  set  by  the  Securities  &  Exchange 
mission  to  swear  under  oath  that  their  books  are 
Standard  &  Poor's  is  beginning  to  estimate  core  eari 
that  do  away  with  the  flim-flam  of  the  '90s  for  all  comp 
The  Justice  Dept.,  the  sec,  and  state  attorneys  genera 
busting  crooked  ceos  and  companies  and  forcing  refo: 
Wall  Street  analysts.  Even  Washington,  usually  slow 
on  most  issues,  rushed  through  the  Sarbanes/Oxley  A 
2002  to  boost  regulation  of  the  accounting  profession  th 
failed  America  in  recent  years  and  to  tighten  crir 
statutes  against  law-breaking  executives. 

The  truth  is  that  the  U.  S.  has  just  experienced  a  ne 
of  economic  reform  unlike  anything  seen  since  the  193* 
has  happened  at  lightning  speed — too  fast,  perhaps,  fc] 
vestors  and  business  managers  to  recognize  how 
progress  has  been  made  in  restoring  integrity  and  fail 
to  the  system.  Stuck  in  a  paralyzing  malaise,  people  art 
seeing  the  progress  in  raising  not  only  the  quality  of  pi 
but  profit  margins  themselves.  They  are  ignoring  susts 
gains  in  productivity  growth,  a  small  but  real  bounceba 
capital  spending,  and  a  rebound  of  the  dollar,  which  is 
dence  that  foreign  investors  may  be  returning  to  U.  S.  s 
and  bond  markets. 

What  is  needed  now  is  confidence — confidence  in 
selves  and  in  our  future.  The  nation's  psychology  has  y 
catch  up  with  the  reality  of  the  changes  put  in  place 
field  is  getting  level  again,  the  rules  are  more  transpa 
and  the  game  goes  on.  It's  time  to  get  back  in. 


A  GOOD  REPORT  CARD  FOR  CONGRESS 


The  107th  Congress,  split  between  a  Democratic-controlled 
Senate  and  a  Republican-controlled  House,  has  left  Wash- 
ington on  summer  vacation,  leaving  behind  a  surprising  lega- 
cy of  good  legislative  work.  Despite  bipartisan  bickering  and 
an  approaching  November  election,  members  of  Congress 
by  and  large  worked  together.  There  is  just  one  grade  where 
Congress  deserves  an  "F"  and  that  is  on  the  failure  to  pass  a 
Homeland  Security  bill  before  its  recess.  The  rest  of  the  re- 
port card  shows  "As"  and  "B's." 

Congress,  of  course,  gets  an  obvious  "A"  for  its  swift  pas- 
sage of  the  Sarbanes-Oxley  corporate  accountability  law  ap- 
proved in  late  July.  But  it  also  deserves  a  high  grade  for  the 
Trade  Promotion  Authority  legislation  signed  into  law  by 
President  Bush  on  Aug.  6.  Fast  track,  as  it  is  known,  will 
make  it  easier  for  the  U.  S.  to  reach  agreements  that  break 
down  trade  barriers  around  the  world.  It  is  now  up  to  the 
President  and  his  Trade  Representative,  Robert  Zoellick,  to 
conclude  long-planned  deals  with  Chile,  Sn  pore,  Morocco, 
Australia,  Central  America,  and  Southern  A  ica. 


Congress  also  merits  an  "A"  for  finally  passing  the  Mc< 
Feingold  campaign-reform  bill,  designed  to  reduce  the  ro 
special  interest  groups  in  elections.  But  the  grade  gets 
ered  to  a  "B"  because  both  parties  are  trying  to  water 
provisions  down  via  the  hapless  Federal  Election  Coi 

Lastly,  lawmakers  deserve  high  marks  for  what  the} 
not  do.  They  didn't  pass  energy  legislation  proposed  by  1 
that  was  long  on  drilling  and  short  on  conserving.  And 
didn't  make  permanent  long-term  tax  cuts  that  might  b* 
be  reconfigured  to  boost  growth  sooner  than  later. 

When  Congress  comes  back  in  the  fall,  it  has  more  woi 
do.  Budget  discipline  is  gone,  and  while  fiscal  stimuli 
good  for  the  economy  in  the  short  run,  it  could  prove  d 
trous  long-term.  A  reasonable  compromise  on  prescrir,] 
drugs  is  needed  that  doesn't  bankrupt  Medicare.  A  bala 
energy  bill  is  needed,  especially  as  the  Mideast  seethes, 
ideological  disagreements  over  civil-service  protection 
employees  of  the  new  Homeland  Security  Dept.  have  t 
resolved.  Congress  had  a  good  year.  It  needs  another. 
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